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INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES GOVERNMENT 


MONDAY, JUNE 25, 1951 


House or RepRESENTATIVES, 
GOVEEN MENT OPERATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON EXPENDITURES 
IN THE ExeCUTIVE DEPARTMENTS, 
Washington, D.C. 

The subcommittee met at 10:20 a. m., pursuant to call, in room 1501, 
New House Office Building, Hon. Porter Hardy, Jr. (chairman of 
the subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr., Richard Bolling, 
George Bender, and George Meader. 

Also present: Ralph E. Casey, counsel; and Edward P. Schaffer, 
staff member. 

Mr. Harpy. Let the meeting come to order. 

I want to make a brief preliminary statement. The primary pur- 
pose of this executive session is to acquaint the subcommittee members 
with the results of a study that has been in progress for some months 
by the staff. Basically, the study involves a procurement of automo- 
tive spare parts by the Detroit Tank and Automotive Center, par- 
ticularly with regard to the prices being paid by the Government for 
these parts. During the course of that “study there have come to our 
attention several specific cases involving possible impropriety or ir- 
regularity on the part of certain individuals. The subcommittee will 
also hear the facts of those cases in executive session, in order that it 
may determine the proper course of the future action. As a usual 
thing, we open any series of hearings with an executive session and 
then base our future actions on the results of that executive session. 

The information which led to this study was furnished to the sub- 
committee by the General Accounting Oflice. This information was 
to the effect that by reason of tie-in arrangements, refusal on the part 
of manufacturers to bid, and other established practices in the auto- 
motive parts industry, the Government is paying many millions of 
dollars more for automotive parts than it ought to be paying. 

It is understood that purchases of automotive parts during the first 
part of the year 1951 will approximate $1 billion. 

In making a study of this magnitude, it was necessary at the outset 
to enlist the assistanc e of the General Accounting Office which, as we 
all recognize, is an agency of the Congress authorized and directed 
to assist congressional committees in matters of this nature. 

The Comptroller General assigned one of his top men, Mr. Edward 
P. Schaffer—I think most of you know Mr. Schafler—to this project, 
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and for the past 6 months he has worked very closely as a staff member 
of the subeommittee. This subcommittee is grateful to the Comptroller 
General for the wholehearted cooperation which the General Ac- 
counting Office has given in connection with this work. 

Much of the work has been performed by General Accounting Office 
auditors in the Detroit field office. Contact has been made with more 
than 50 companies in the automotive-parts field, either personally or 
through questionnaires. Information then received, together with 
that received in many comprehensive reports forwarded by the GAO 
auditors, has been studied, analyzed, and set forth in simplified form. 
It is not always possible, incidentally, to tabulate some of this infor- 
mation in simple form. 

The subcommittee will decide upon the basis of this preliminary 
hearing whether to continue in executive session or hold open hear- 
ings, whether it will be necessary to hear testimony from other than 
Government witnesses, and similar other questions which may arise 
as the hearings proceed. 

We will also have to determine whether all the hearings will be 
held in Washington, or whether it may be necessary to hold hearings 
in other places. These are some of the things we will have to take up 
when we conclude this preliminary session. 

Now I will turn this over to Mr. Casey, counsel for the subcommittee, 
to go ahead in the order that he has arranged. 

Mr. Casey / 

Mr. Casey. General Crawford, will you identify yourself for the 
record, please 4 


STATEMENT OF BRIG. GEN. DAVID J. CRAWFORD, COMMANDING 
GENERAL, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


General CrawFrorp. Yes, sir. I am Brig. Gen. D. J. Crawford, 
commanding general of the Tank and Automotive Center at Detroit. 

Mr. Harpy. Just keep your seat, General, and be as comfortable as 
you can. We want to keep this hearing on a constructive basis, and 
that is one of the reasons for holding the initial session in executive 
session, to try to handle these subjects in as mutually cooperative and 
helpful a manner as we can. 

Mr. Casey. General, I wish you would give the subcommittee some 
idea of the general set-up out in Detroit. I have been there, but the 
subcommittee members have not. I would like to have them know 
exactly the physical set-up, and functionally how the Tank and Auto- 
motive Center operates in relation to the arsenal, and so forth. 

General Crawrorp. All right, sir. I will be glad to. 

I would like to first begin by giving you our mission, and then 
briefly our organization, how we are organized, and how our work 
is carried out. We are the Tank Automotive Center for the Armed 
Forces, doing functional engineering, manufacturing, procurement, 
and field service activities in this commodity for the Army, Navy, 
Air Foree, Marines, the entire Armed Forces. The scope of the com- 
modity embraces everything from an airborne motor bike to a hun- 
dred-ton tank, if we made one. We have not made one that size, but 
we do have some very large self-propelled artillery. It takes in all the 
trucks and fast-moving tractors, as well as the combat vehicles. 
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At present we have two establishments there, the arsenal at Center- 
line, at which is located the Manufacturing Department, and the De- 
velopment Engineering Department, comprising a plant of slightly 
over a million square feet for the building of tanks, a laboratory, draft- 
ing room, and the offices of our engineering establishment. 

Then, over in southwest Detroit, we have the administrative office 
building in which is located the National Production Department and 
the Field Service Department. The National Production Depart- 
ment is concerned with procurement for stock of major items, that is, 
tanks and trucks, and the like, and spare parts, and the establishment 
and expansion of facilities for their production where that is neces- 
sary, and for industrial mobilization planning and the implementa- 
tion of industrial mobilization, the field service 

Mr. Casry. At that point, when you speak of the National Produc- 
tion Department, is that something within the Ordnance Depart- 
ment / 

General Crawrorp. That is within the Tank Automotive Center. 
We conceive the scope of our mission functionally as consisting of four 
general activities—that is, development engineering, manufacturing, 
national production in industry, and field service—and the National 
Production Department is that part of our organization which has 
charge of and accomplishes the industrial mobilization, the expansion, 
the procurement of facilities, and the procurement of major items and 
parts. 

Mr. Casey. When you speak of expansion facilities, what relation- 
ship does that department have to the Defense Production Adminis- 
tration and the National Production Authority here in Washington / 

General Crawrorp. We actually are the executive activity who ef- 
fect, place the contracts for, determine what the requirement is, for 
expansion of facilities, for production studies, for everything in that 
connection. And, as I understand it, these other agencies have the 
job of coordinating military requirements with those of the national 
economy, or the civilian economy, and our relationship to that econ- 
omy in general. 

Mr. Casey. Is that Government-owned facilities that you let con- 
tracts for / 

General Crawrorp. Government-owned facilities, and also for the 
expansion of privately owned facilities. 

Mr. Casey. How would the Ordnance Department be letting any 
contracts for privately owned facilities ? 

General Crawrorp. To pay for tooling, jigs, fixtures, and things of 
that nature, furnaces, and so on. For instance, a founder that has 
been making ordinary low-carbon steel castings that has certain exist- 
ing facilities for his heat treatment might find himself short of the 
necessary facilities to heat-treat finished armor castings, and we would 
provide the funds for putting in their processing line, the extra fur- 
naces. 

Mr. Harpy. Is that a loan? A grant? 

General CrawForp. No; it is procured from “Expediting produc- 
tion” funds or from funds for the tooling of the specific job. 

Mr. Harpy. Does the title to that equipment pass to the private 

manufacturer ¢ 
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General Crawrorp. No, sir; it does not. It remains with the Gov- 
ernment. ‘There are in some cases provisions in the contract under 
which a contractor could buy from the Government at the expira- 
tion of the contract or at any time when it was determined that this 
equipment was no longer needed by the Government. In some cases, 
there is no such provision. In machine tools, as a rule, we retain title 
to the machine tools, just as we did after the war. They belong to us. 
We could move them to another plant if we wanted to. 

Mr. Harpy. I think it would be interesting to know the scope of 
that activity. 

I thought that the program of accelerated amortization under this 
certificate-of-necessity proposition would take care of that sort of situ- 
ation. 

General Crawrorp. That takes care of buildings, sir, and the pro- 
curement and improvement of real estate; but, generally speaking, 
tools are bought 

Mr. Harpy. That is provided for, or it can be done, under the 
Defense Production Administration. Do I understand that you do 
not engage in plant construction for private operators to make the 
items that you need to buy? Or do you? 

General CrawFrorp. In some cases, I believe you would find we 
would. I am trying to think of a case where we are providing funds 
to put up buildings. I cannot recall any case where we are providing 
funds to put up buildings. But we are, to put in tools, to buy jigs, 
fixtures, machine tools, and such things. 

Mr. Harpy. Can you give the subcommittee the basic authority ? 

General Crawrorp. I cannot quote the technical basic authority. I 
have here Mr. Stapleton or Mr. Lazure, who probably can. 





STATEMENT OF AL C. LAZURE, CHIEF COUNSEL, ORDNANCE DE- 
PARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazvure. I am Albert Lazure, the Chief of the Legal Office of 
the Ordnance Corps. We do have a plant- and facilities- -expansion 
program and policy, which came about as a result of the increased 
demands on the armed services and a need for the expanding of our 
own facilities. In many cases we do assist contractors by the furnish- 
ing to them of an entire plant, which they operate for us, one of those 
plants which we had in our plant reserve. 

Mr. Harpy. Can you cite the basic authority for it ? 

Mr. Lazure. The Department of the Army, under Public Law 413 
of the Eightieth Congress, does all its procurement. Then there are 
other statutes under which we have an Ordnance Department organ- 
ization. 

Mr. Harpy. I do not question that you have a statutory authority. 
I am just trying to find out what the statutory authority is. Now, 
under the Armed Forces Procurement Act, which I believe was passed 
in the Eightieth Congress, you would get some authority, but I did 
not recall that the authority existed in 1 that act for the ‘purchase of 
tools and equipment, and so forth. 

Mr, Lazure. I get your point, Mr. Hardy. We have, under “Ex- 
pediting production,” which is an appropriation by the Congress, 
funds which enable us to expedite our production activities facilities- 
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Mr. Harpy. Of course, the word “expedite” can cover a multitude 


of sins, but I am just trying to find out, if I can, what the specific 


statutory authority is. I would like to check the wording of it my- 
self. I might want to look at the interpretation of it. 

Mr. Botuine. Did I understand that correctly? Is that in ap- 
propriation language? 

Mr. Lazurg. Yes. 

Mr. Harpy. Can you tell us in what appropriation act that was 
contained ¢ 

Mr. Lazure. That was contained in the Department of Defense Act 
for 1950. 

Mr. Harpy. At the moment you cannot cite the precise authority ? 

Mr. Lazure. I cannot cite the section. 

Mr. Harpy. Can you furnish that to us? 

Mr. Lazure. Yes,sir. (See exhibit 28.) 

Mr. Harpy, I w ould appreciate that. 

Mr. Lazure. That is very broad language. 

Mr Harpy. I know. We have put broad language in a lot of 
things. That is one of the reasons we have to hold so many hearings, 
because some of the statutes are extremely broad, and interpretations 
of them sometimes get a little afield of what some of us thought we 
were writing into them. 

Now, in connection with the other phase of the questions I started 
off with, General Crawford, can you give us any figures as to the ap- 
proximate total expenditures of this nature for ‘tooling ? 

General Crawrorp. I think someone here can. 

Mr. Bruce. My name is Bruce. Iam the Chief of the Budget and 
Fiscal Division of the TAC. That is approximately $230 million for 
this last year. 

General Crawrorp. That is for Tank Automotive / 

Mr. Bruce. Yes, sir. 

Mr. Harpy. Did you expend all of those funds? 

Mr. Bruce. Very little is expended. There are strictly obligations, 
up to now. 

Mr. Harpy. They are pretty well obligated, though; are they not? 

Mr. Bruce. They are obligated ; the total amount, in fact. 

Mr. Harpy. I was going to observe that it would be rather unusual 
if you did not have any complete obligation of the funds that were 
appropriated. 

Mr. Bruce. In the P-110 expediting funds, you cannot obligate 
until you have prior approval. 

Mr. Harpy. But you can always get prior approval to take care of 
any funds. 

Mr. Boturng. Prior approval from whom ? 

Mr. Bruce. Washington. 

Mr. Harpy. Just who is that ? 

Mr. Bruce. That would be G-4, T believe. 

General Crawrorp. The Under Secretary of the Army’s office, I 
believe. 

Mr. Harpy. How much was that? $233 million? 

Mr. Bruce. Approximately. 

Mr. Harpy. What is the P-110? 

Mr. Bruce. That is for expediting facilities. 
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Mr. Harpy. I do not think that would be found in the appropria- 
tion act; would it? 

Mr. Bruce. No; that is strictly a Fiscal Code circular, I believe. 

Mr. Harpy. I think you will have to appreciate the fact that the 
Fiscal Code designations used in the military or in any department of 
Government would not be too helpful to this subcommittee. 

I think it might be helpful if we could have supplied a breakdown 
of these obligations and expenditures, if that can be supplied without 
too much difficulty [exhibit 29 |. 

Mr. Lazure. We do, Mr. Hardy, furnish recommendations under 
which certificates of necessity are issued by the DPA. 

Mr. Harpy. The thing I cannot quite figure out is: Since certifi- 
cates of necessity and for that matter defense-production loans are 
available for this same purpose, I cannot quite understand why we are 
operating two different programs. Maybe it is fully justified, but I 
think we are going to want to know much more about this proposition. 

Mr. Lazure. One of them is in the case of the Defense Production 
Act Section. ‘That was all contractors for themselves. Ours is our 
actions for ourselves. In other words, the jigs, tools, and other types 
of nonseverable property which we turn over are Government-owned 
and retained by the Government. They are aids to production and 
expedite our production. A contractor might have a need for a 
furnace 

Mr. Harpy. Of course, a certificate of necessity is issued to make 
possible the expediting of production of one kind or another. 

Mr. Lazure. That is right, sir. 

Mr. Harpy. And every bit of this expediting could be done under 
the same procedure, I would think. Now, whether or not it might 
be done as rapidly, I do not know. 

Mr. Lazurr. The Congress did appropriate some money to the De- 
fense Production Administration—I think $600 million—for that 
purpose. However, that would not take care of anywhere near the 
demands on the Department of Defense. 

Mr. Harpy. Of course, that $600 million is purely a loan proposi- 
tion, and it is not in any way tied to the issuance of certificates of 
necessity for accelerated amortization. 

Mr. Lazurr. The certificates of necessity give the contractor a tax 
relief under which he is induced to go into facilities expansion for 
the national defense. 

Mr. Harpy. That is right. 

Mr. Lazurr. Now, there are many contractors who do not care to 
ask for a certificate of necessity, and whom we may still want to get 
into production of particular items for us. 

Mr. Harpy. I think that would be understandable. If you will 
provide them with the equipment they need and give them the op- 
portunity later to buy it for practically nothing after it has been used 
a little while, that would be understandable; would it not ? 

Mr. Lazure. We do not give them authority to buy it. 

Mr. Harpy. I understood the general to testify that it was furnish- 
ed under some sort of contract which might contain a provision to 
buy. Did I not understand that, General ? 

Mr. Lazurr. For the moment we are precluded from including in 
our contracts the right of a contractor to purchase. 
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Mr. Harpy. So, all the equipment you are buying with this $233 
million will continue to remain the property of the Government. 

Mr. Casey. Is any charge made to the contractors for the use of this 
equipment ¢ 


FURTHER STATEMENT OF BRIG. GEN. DAVID J. CRAWFORD, COM- 
MANDING GENERAL, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General Crawrorp. Not on our work, but if he used it for any other 
production work he would pay a rental. 

Mr. Harpy. How would you know about that? 

General Crawrorp. Well, we have our contracting officers’ repre- 
sentatives right there with them all the time. 

Mr. Harvy. That may or may not be significant. 

General Crawrorp. That is true. It takes pretty close super- 
vision. 

Mr. Casry. This equipment that is furnished to the contractors, 
are they rapidly depreciable items ? 

General Crawrorp. No, sir; they are not. They are machine tools 
which are durable, and we would expect them to last beyond the life 
of any contract we are placing now. The expendable tool is entirely 
a part of the burden—cutting tools and things of that nature—for the 
accomplishment of the work. 

Mr. Casey. But machine tools generally would have a life of 
what? 5 or 10 years? 

General Crawrorp. Maybe much longer than that. Certainly 5 
or 10 years; yes, sir. 

Mr. Meaper. General Crawford, are these tools purchased with 
the $233 million general purpose, or special ? 

General Crawrorp. They may be general purpose or special 
purpose. 

Mr. Meaper. They are not limited to special purpose ? 

General Crawrorp. No; they are not. Because frequently our 
work is better done and more quickly accomplished by buying a 
general-purpose tool and adapting it by jigs and fixtures to a par- 
ticular job. Special-purpose machines ‘usually have to be designed, 
and it takes longer to build them and longer to get them in production. 

Mr. Mraver. Would you have any rough estimate as to how much 
of this $233 million that has already been obligated went for special- 
purpose items as distinguished from general-purpose items? 

General Crawrorp. I would not be able to say without going back 
and getting some information I did not bring with me. 

Mr. Mraper. Is it your impression that it was a very small part 
of it that was of that nature? 

General Crawrorp. Special-purpose tools? I would say maybe 
as much as 40 or 50 percent. Because we have engines and things of 
that nature, you see, which are closely allied or comparable to the nor- 
mal product of the automotive industry, on which they have much in- 
formation. And when they give you high production, very efficient 
production, they want special tools for it. 

Mr. Meaper. Would it be difficult to give us a breakdown on the 
special-purpose tools 
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General Crawrorp. We would have to go back to the contractors 
themselves. 

Mr. Meaper. You have not made any effort to keep a record on 
that? 

General Crawrorp. Not on the special-purpose tools; no. 

Mr. Srap.eron. I am with Legal at OTAC. There are a lot of 
these items which we buy that may be general-purpose tools, but to a 
particular contractor they probably are special. We buy a lot of 
heat-treating furnaces. When I say “a lot,” I am probably using 
the wrong word. We buy heat-treating furnaces for some of the 
armor-plate facilities. The size of the furnace is such that he has no 
use for it in its normal production. Now, it may be.a standard com- 
mercial-purpose facility, but to that particular contractor it is not a 
standard facility. 

Now contractors, to get back to your original statement, and in 
support of Mr. Meader, are not eile to expend their own money 


under a certificate of necessity to buy facilities for which they see no. 


use after the end of this, shall I call it, emergency. 


Mr. Harpy. You have a fairly long-term contract with them to. 


produce, do you not ! 


STATEMENT OF THOMAS F. STAPLETON, CHIEF, LEGAL DIVISION, 


ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Srapteton. Normally not, no, sir. We can’t write a contract 
today that will take more than 3 years to produce, and most of them 


are not for that long. Now, the life of this facility may be 8 or 10° 


years. And he is not willing to expend his own money, under certifi- 
cate of necessity, and pay off onl y 50 or 60 percent of that cost—under 
a certificate of necessity with his own money—when he has no use 
for it when this is over. 

Mr. Harpy. I do not understand your 40 or 50 percent of the cost 
proposition. 

Mr. Srarteron. I am using the certificate of necessity. figures, 20 
percent a year. If he uses it for 214 years, there is still 50 percent 
that is not written off, not depreciated. 

Mr. Meaper. Mr. Stapleton, did the Ordnance Department engage 
in this type of activity during World War II? 

Mr. SrapPieron. Yes, sir. 

Mr. Meaper. It just occurred to me that this is the kind of activit 
that the Defense Plant Corporation engaged in during World War II. 

Mr. Srarteron. Defense Plant did some, and Ordnance did some, 
too. 

Mr. Meaper. Did you do it on any substantial scale? 

Mr. Strapteton. Yes, we set up a number of Government-owned 
plants. I am thinking of the Chrysler plant in Detroit, that the 
arsenal is now operating. That was not a defense plant facility. 
There were some that were and some that were not. 

Mr. Meaper. Is your authority the same today as it was during 
World War IT? 

Mr. Srapieron. I think it is, Mr. Meader. Mr. Lazure can check 
that. 

Mr. Lazure. It is a similar authority. It is not the same one. 
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FURTHER STATEMENT OF BRIG. GEN. DAVID J. CRAWFORD, COM- 
MANDING GENERAL, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General Crawrorb. I would like to make one observation here, sir. 
You asked these questions about where the Defense Plant Corporation 
fitted. ‘They eventually were doing a very large part of it. But it 
took time to organize the Defense Plant Corporation. In the mean- 
time, the pressure was so great, the urgency was so great, that the 
existing procurement agencies at that time had to go ahead and get 
us much of the job done as they could. 

Mr. Harpy. Of course, we were in a different situation then from 
that which prevails now. 

General Crawrorp. Perhaps, but not too much different. This 
whole thing has been presented to us very much as an emergency, 
to get this tank program going, to get military trucks back into 
production, and to get a basis upon which we could engage in a 
greatly expanded military production program. At one time we 
were making an effort to get all the 1951 procurement program pro- 
duction accomplished by the end of calendar year 1952. That was 
along back toward the end of last year, in December, when world 
conditions were probably less certain, or there was a greater urgency, 
than we feel at the moment. And the pressure has been somewhat 
lessened since that time, but at that time it looked very much like 
1941 to me. I was in it back at that time, and I am in it again now, 
and it looked very much the same. 

Mr. Harpy. Our outlook was darker then than it is now. 

General Crawrorp. Well, yes, I guess so. 

Mr. Harpy. I was referring to December, 1941. 

Mr. Casey. I think you said that the arsenal was more or less a 
manufacturing plant. 

General Crawrorp. Yes, sir, it is. 

Mr. Casry. What do you manufacture there? 

General Crawrorp. Tanks, tank parts. I would say that about 
60 percent of our production is spare parts for tanks that are being 
rebuilt or are in operation, and the remainder is production of parts 
to support our assembly lines building the M-46 and M-47 tank. 

Mr. Casry. And that plant at Centerline now known as the arsenal 
was owned and operated by Chrysler during World War II? 

General Crawrorp. No, sir; it was built by the Government for 
Chrysler but operated by Chrysler during the war, and converted to 
Government control and operation I believe in 1945. 

Mr. Meapor. And you now operate it yourself ? 

General Crawrorp. Yes, sir. 

Mr. Casey. Did you make the recommendation in connection with 
the new Chrysler tank plant at Newark, Del. ? 

General Crawrorp. Yes, sir, we did. We gave the contract to 
Chrysler, and Chrysler recommended the location. We made exten- 
sive efforts to find an existing plant, and we were unable to locate one, 
and it was a case where the urgency of the situation was such that we 
felt we should go ahead with their proposal to build the plant and 
put up the boibding at their expense. 
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Mr. Casey. I did not mean to cover this, but inasmuch as we have 
gotten into it, is there not an existing plant operated by Buick that 
was a tank plant during the war? 

General Crawrorp. Yes, sir. That plant is coming back into 
operation. 

Mr. Casry. How soon? 

General Crawrorp. Some time during 1952. It is a question now 
of how fast we can get machine tools for it. 

Mr. Casry. The productive capacity of that plant was taken into 
consideration at the time that the recommendation was made for the 
Chrysler tank plant at Newark ? 

General Crawrorp. Yes, sir, it was. You see, we worked right 
along with a number of firms during the years preceding this emer- 
gency on mobilization plans. It was part of the mobilization plan 
that Fisher would build a medium tank in an all-out program, you 
see. As distinguished from the arsenal, the automotive center is 
really an administrative and procurement office. 

Mr. Casry. What do you procure at the Tank and Automotive 
Center ¢ 

General Crawrorp. We procure trucks, tanks, spare parts, all the 
material from stock which are bought from industrial concerns, and 
we also place orders with the arsenal for such work as it does. 

Mr. Casry. How long has the Army been the single service procure- 
ment agency for tank and automotive parts? 

General Crawrorp. We did some of it right along before unification 
became effective, but since unification we have moved very rapidly, as 
fast as we could, to expand our own capability of converting the job 
into a single entire automotive procurement operation. 

Mr. Casry. Are any parts procured in the field ? 

General Crawrorp. Yes, sir. 

Mr. Casry. By the various branches of the armed services? 

General Crawrorp, By depots, and by ports of embarkation, and I 
guess probably right on down to a certain amount procured by posts, 
camps, and stations, where we extend to them the authority to buy 
locally items which are not in stock. Usually for minority type ve- 
hicles, where we have just a few of the vehicles in existence and it 
would be better to do it that way, to take advantage of the distribution 
system of various automotive firms. 

Mr. Casey. Is that a relatively minor part of the procurement 
program ¢ 

General Crawrorp. Well, I would say under existing circumstances 
1t 1S. 

Mr. Casry. Has this centralization of the procurement activities 
taken place since your taking over as head ¢ 

General Crawrorp. Yes, sir; it has. 

Mr. Casry. Have any statistics been gathered as to whether 
economies have been effected by reason of this centralization ? 

General Crawrorp. I doubt that any statistics worthy of much 
analysis have been, for this reason, that we have been busy growing 
and organizing ourselves, and our program has expanded so rapidly 
that it would be difficult until we stabilize to get a real picture. We 
can point to economies. I think we can say that already the trend 
toward reducing the numbers of types of vehicles and from that point 
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of view the number of bin openings we have to have in our depots to 
‘arry spare parts—there is a tendency toward standardization 
throughout the Services. There is already economy, which I think 
would be measurable. 

Mr. Casry. Can you point also to disadvantages ¢ 

General Crawrorp. Well, | would have to think about it some, sir. 
I think it is the right way to do it, myself. I believe in it. And I 
think that possibly if you went to the Navy and Air Force in some 
outlying place where they have been buying what they wanted in the 
local market, they would say there is some disadvantage there. The 
way I see it, in doing the job all the way across the board for all the 
Services, there is a great economy to be accomplished in standardiza- 
tion, and the service that can be given on the battlefield and throughout 
the world, and in getting a standard pattern by which we deal with 
industry. 

Mr. Casey. You procure these parts from companies throughout 
the United States ¢ 

General Crawrorp. Yes, we deal Nation-wide. 

Mr. Casry. How much money was appropriated for the purchase 
of automotive parts during this current fiscal year / 

General Crawrorp. Somewhere between six and seven hundred 
million dollars, I believe, sir. 

Mr. Casey. Has that all been obligated ? 

General CrawrorD. Well, practically. 

Mr. Bruce. About $80 million is yet to be obligated. 

General CrawrorD. That is unobligated as of yesterday. 

Mr. Harpy. That will be obligated before the end of the fiscal 
year ¢ 

Mr. Bruce. We do not know, sir. It is in the districts. 

Mr. Casry. How does that appropriation compare with last year’s 
appropriation ¢ 

General Crawrorp. I think last year it ran less than $200 million. 

Mr. Bruce. Approximately. That is right. 

Mr. Casey. Have you adopted any firm policies with respect to the 
method of procurement? By that | mean whether by advertising or 
by negotiated contracts. 

General Crawrorp. Well, there again we have been going through a 
transitional period. We in some cases are buying almost entirely by 
negotiation; in other cases, almost entirely by advertising. And it is 
from experience that we are now developing a pattern. I think that 
we are rapidly arriving at a pattern whereby we not only can pretty 
well determine what parts can best be bought by negotiation and 
what parts can best be bought by advertising, but also in which cases 
we can sub a lot of our funds to our ordnance districts and decentralize 
geographically as against advertising Nation-wide. 

‘Mr. Casey. What factors do you consider when you make a deter- 
mination of whether it can best be procured one way or the other ‘ 

General CrawForp. Well, above everything else, we consider com- 
petition, and we consider our ability to get delivery. The urgency of 
the situation is a determining factor frequently. 

Mr. Casry. Do you feel that competition always produces the best 
price / 

General Crawrorp. No, sir, I doubt that it always produces the best 
price. I seriously doubt that. 
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Mr. Casey. Then wouldn’t price be one principal factor for con- 
sideration ¢ 

General CrawrorD. Absolutely. It is. When I said competition, 
I meant price. That is what I meant. We are after the best price. 

Mr. Casey. But there isa distinction between price and competition. 

General CrawForb. I agree with you. But that is the factor. 

Mr. Casey. Has your policy been changing steadily now with re- 
spect to whether you negotiate or advertise / 

General Crawrorp. Well, it has. For one reason, the authority to 
negotiate has been given to us very recently. I think it has been during 
the past year. 

Mr. Stee. We have had the authority to negotiate, General, since 
the President signed the bill in the first part of the year. 

My name is Sipe. Iam Chief of the Procurement Division, OTAC. 

However, at the moment we are advertising about 90 percent of our 
requirements. During the first part of this emergency we made use 
of this 201 public exigency provision in order to get the material roll- 
ing for the Korea situation. 

Mr. Casey. I don’t understand that citation you gave us, Mr. Sipe. 

Mr. Srree. Well, Public Law 413 (80th Cong., sec. 201) (exhibit 30), 
is the reference. Under that, whenever the President declares an 
emergency there is a waiver of the statute. Isn’t that right, Mr. 
Lazure / 

General Crawrorp. They are the exceptions under which you do 
not have to advertise. 

Mr. Casey. That only came into effect the 1st of December, and 
you had the First War Powers Act the Ist of January, so that the 
former was only your authority for 1 month. 

General Crawrorp. As I say, we have had this transition. It is 
of short life right now. That is why our pattern is still developing. 

One thing that enters into the picture, sir, is the fact that over the 
past several months we have brought back into operation a number 
of vehicles which were considered obsolete or obsolescent, and in many 
cases we have greatly increased the quantities of certain vehicles which 
were in minority operation, and it has brought back into the picture 
a large number of line items, items of spare parts, that we have to buy. 
And we have gone on to a cold market, and it has been quite a job 
to develop a source structure, a source pattern. We have utilized 
every expedient. We have gone right out and negotiated, where we 
knew of possible sources, and also we have advertised and done a 
pretty good job of broadcasting in order to develop sources. 

Mr. Casey. Has advantage been taken of your experience in adver- 
tising in cases where consistently it has been demonstrated that the 
advertising has produced either very little competition or no competi- 
tion at all? 

General Crawrorp. Yes, sir. We take advantage of every bit of 
procurement experience we get. That is really the very basic in- 
gredient of good price analysis. It is our procurement experience. 

Mr. Harpy. What do you do in a situation like that, General, when 
you advertise for a particular item and you get no competition, or if 
you get competition you are able to recognize that it is in essence a 
fake competition? What do you do ina situation like that ? 

General Crawrorp. Well, if there is fake competition, I don’t know 
that we would recognize such a case as that. 
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Mr. Harpy. If you have not recognized such a case, suppose you 
got a bid from a source manufacturer and also a bid from a distributor 
down the line, and the source manufacturer of the item had bid in 
excess of his distributor’s bid. Would you consider that as a bona 
fide bid? 

General Crawrorp. It could be, yes, sir. And I can give you good 
reason why. 

Mr. Harpy. We will get to that in greater detail some other time. 
But it would seem to me that certainly the source manufacturer ought 
to be in a position to compete with a middle man to whom he sold 
the item. 

General Crawrorp. I could very quickly give you a case in which 
that would not be true, sir, and particularly in these experiences we 
have just gone through. That is, where the middleman has his stock 
on hand, and he sells them off the shelf, whereas to the manufacturer, 
it has gone off his machines, and they are loaded with something else. 
Maybe his tooling in gone. He has large commercial and industrial 
commitments, and it would be very expensive for him to go back and 
pick up the manufacture of this item. 

Mr. Case. That is a pretty obvious cose, General. Can you give us 
some other cases ? 

General Crawrorp. I think that is the principal case. The other 
case is where there are trade agreements, agreements between the 
parts manufacturer and the distributor, you see, of long standing in 
commercial practice. 

Mr. Harpy. Did I understand you to say, General, that you have 
never recognized such a case where obviously the manufacturers had 
bid without any intent of competing with the middleman ? 

General Crawrorp. Well, now, I will qualify that and say that I 
personally don’t remember of a case having been brought to my 
attention like that, sir. 

Mr. Harpy. We are going to bring some to your attention before 
we get through with these hearings. I am surprised that you have not 
found them before, because there are some that have come to our 
attention that are so obvious that they couldn’t help being noticed. 
And I fully expected you to answer differently on that. And then I 
wanted to ask you what you did in sucha case. But since you have not 
observed any of them, obviously you cannot answer the second ques- 
tion. 

General Crawrorp. I think Mr. Sipe is much more closely associated 
with it. 

Mr. Harpy. Well, let us ask Mr. Sipe. 


STATEMENT OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Sipe, have you ever noticed a situation such as I have outlined ? 

Mr. Stee. Your question was really a general one. 

Mr. Harpy. It was general; intentionally so. And I have asked 
you what you did. I have asked the general what was done in case 
your advertising resulted in bids which were obviously rigged, where 
a source manufacturer, for instance—and this was just an illustra- 
tion—bid in excess of a middleman, when obviously he should be in 
a position to underbid the distributing agencies or the retailer. 
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Mr. Stez. Well, we have numerous examples. 

Mr. Harpy. You have found them ¢ 

Mr. Sire. Oh, yes. But I don’t like the use of the word “rigged.” 

Mr. Harpy. Then I will be happy to accept a substitute. 

Mr. Botiinc. What is the substitute, by the way ? 

Mr. Steer. Well, there is no deliberate effort as far as we can ascer- 
tain to defraud anybody. 

Mr. Harpy. We do not necessarily have to talk about fraud, and 
rigging does not necessarily mean fraud in my book, even if it does 
in yours. 

Mr. Stee. Well, if you are indicating some collusion between the 
manufacturer and the distributor—— 

Mr. Harpy. Now, “collusion” might be an excellent word. It has 
some rather sinister connotations, too. But if you want to substi- 
tute that for “rigged,” I am perfectly happy to accept it. 

Mr. Sire. We don’t know of any collusion as such. 

Mr. Harpy. Have you attempted to find out whether collusion 
existed ¢ 

Mr, Stpr. Yes. 

Mr. Harpy. I think it would be very interesting to explore that 
a little as this hearing goes on. I want to try to find out what you 
have done to determine whether collusion exists. 

Mr. Stee. We have perhaps a dozen cases where the manufacturer 
refuses to bid. What we have done is bring them in and ask them 
if they would not do so. Now, we have a letter here from Timken. 
Every year for the last 10 years I have got Mr. Rockwell in on this 
thing, trying to get him to bid on our business. And I am quoting 
now from a letter dated the 28th of May 1951, from the Timken 
Axle Co., and signed by Mr. Fred A. Jenness, sales department, 
Government contracts. It is adressed to our office (exhibit 31): 

Subject request covers a quantity of 500 cases, differential compensating 
gear w/covers and bushings assembly, ordnance stock G 163-5378763, ord- 
nance drawing A 3878763. We are in receipt of four sets of drawings for sub- 
ject request together with the informal request for quotation. 

As you know, it is the policy, which has been set up, that we cannot supply 
the Ordnance Department direct on any parts. For this reason it is requested 
that you immediately send copies of this request for quotation to other truck 
and bus manufacturers of your choice, 

We will immediately institute costs of this part, anticipating requests from 
the automatic truck and bus manufacturers to whom you are sending copies 
of the request for quotation. 

Mr. Harpy. Now, that did not indicate any collusion to you? 

Mr. Ster. Well, I had talked with Mr. Rockwell and Mr. Jenness 
periodically, and their answer is that they are not in a position to ex- 
port-pack this material. They are not in a position to identify it 
with the official stock numbers which we require for our purposes. 
And their assembly line is such that they do not have room to set it 

aside and store in order to do this packaging and do these various 
operations. So I suggested that we buy the material direc t, and we 
will have it packaged. But they still would not sell directly to us. 

Mr. Harpy. And that still did not indicate any collusion to you? 

Mr. Stee. Well, it is a trade practice with them. 

Mr. Harpy. It may be. Iam not arguing that point, as to whether 
it is a trade practice or not. I have seen a lot of trade practices 
that seemed to me to be bad. Did you ever run across any in all these 
operations that you have conducted ? 
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Mr. Sire. Well, it’s 

Mr. Harvy. What did you do in that case? You just forgot them 
and went to the distributing outlets? Is that what you did/ Or 
what did you do? 

Mr. Sier. That is all we could do. 

Mr. Boiuin G. You say that is all you could do. In other words, in 
effect, you, as is often the case in the certificate of necessity program, 
need material. Y ou have to have it urgently. 

Mr. Sipe. That is right. 

Mr. Botuinc. And you are not in a position to do any bargaining 
at all? 

Mr. Sree. This particular item happens to be strictly a military 
item. We know that they do not make this, or we feel sure they do 
not make this assembly for any commercial item. 

There is no commercial counterpart for it. So all we can do is go 
through the manufacturers of the vehicles. 

Mr. Botting. Representing the Government, you are in no bargain- 
ing position. You have no place that you can go to get a lower price 
or to find a market which is competitive. 

You have to take what you can get. 

Mr. Stez. Well, to answer your * question, this assembly consists of 
gears and cases and shafts, and so forth. So we have a bidders’ list 
here of people who possibly could make that, from our source file. 

But we will have to pay for the tooling. 

Mr. Harpy. That is just the point. You did know that Timken 
was making these items for the assemblers of those vehicles. 

Mr. Sree. That is right. 

Mr. Borrrne. You still haven’t answered my question. The Gov- 
ernment represented by you or whoever handled this case has no 
bargaining power on price? 


FURTHER STATEMENT OF AL C. LAZURE, CHIEF COUNSEL, 
ORDNANCE DEPARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazurr. They have gone out on this case, as in all the others, 
and have attempted to get competitive proposals. 

Mr. Bourne. Taking this specific case,is Timken the only one who 
can supply this item ¢ 

Mr. Lazurr. The answer to your question is “Yes,” that Timken is 
the only one that can give us that item by reason of the fact that they 
are in production of, say, axles and are pretty much in a field where 
they are alone. Anybody else who would want to get into that field 
would have to tool up and put in assemblies that “wouldn’t interest 
them, so that they would not bid on the particular item. So we would 
end up taking the one man. 

Mr. Harpy. So Timken says to you, “We make this item. We are 
supplying it to the people who are assembling these vehicles. Now, 
the only way you are going to get it is to go to those people we are 
supplying it to.” 

Mr. Lazure. That is right. 

Mr. Harpy. “We are going to make certain that you pay them a 
profit on it. If you accept their bid, you will get the items; if you 
don’t, you will not get them.” 
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Mr. Lazurer. I want to go into that point. We started out under the 
Armed Services Procurement Act of 1947 with the general rule being 
that we would advertise all of our procurement. We attempted to 
do that. There were 17 exceptions under that act which permitted 
negotiation, and among those exceptions was that which stated we 
could negotiate if the prices received were unreasonable. 

To answer your question, we did not take the Timken bid at the 
bid price where it came to the point where Timken was the sole manu- 
facturer who put in a proposal. Generally speaking, if we felt that 
that price was caineemanalille, based on our own production costs and 
other things, we would attempt to negotiate that price downward. 
We were successful in doing that in many, many instances. 

So we did have, prior to Sasdider of this past year, that particular 
procedure to be followed. The rule set by Congress was that we were 
to advertise to the extent possible, with the 17 exceptions which might 
be utilized, for example, where there was a proprietary or patented 
item, where standardization was required, where we had a particular 
product on our list as to which competition was impracticable. There 
were 17 of these exceptions where we could go out and negotiate, 
and we did. 

Now, in December of the past year, by reason of the emergency 
declaration by the President, the tendency at that time was to go out 
and negotiate rather than to advertise. Our instructions, generally 
speaking, were to do that in order to expedite production. In the 
past 2 months there has been a trend back, and our instructions from 
the Under Secretary in charge of procurement have been to advertise 
wherever that is possible. 

I think that in ordnance you will find the picture to be that we have 
advertised wherever we could because a competitive market on off-the- 
shelf automotive items would give us the best price. Where we felt 
negotiation would do the job a lot better and give us a better price, 
we did that. 

We always have, of course, had some background on our pricing. 
We have produced or manufactured the item ourselves in our arsenals. 
Wherever possible we have utilized comparative pricing. We have 
checked the prices that the Navy and Air Force were paying on these 
items. We have used the manufacturers’ catalogs. But there have 
been some fields where, to be frank, we have found it hard to overcome 
certain practices. 

Mr. Harpy. When you have used the manufacturers’ catalogs, you 
have known the basic discounts to which the prices quoted were 
subject ¢ 

Mr. Lazurr. Of course, we have the Federal Bureau of Supply 
schedules. We still utilize those. Those are the prices which have 
been negotiated across the board, and we use those for spare parts and 
for other items a great deal wherever it is possible to do so. 

Mr. Meaper. General Crawford, I recall you gave two examples in 
which a middleman might quote a lower price than the prime manu- 
facturer, one being where a middleman had a stock on hand and the 
manufacturer might have to tool up, and so on. The second example 
you mentioned was where there were trade agreements. Are you 
speaking of the type of thing that Mr. Sipe has spoken of ? 

General Crawrorp. Yes. 
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Mr. Meaper. I haven’t made a particular study of it, but has that 
been referred to the Department of Justice as a restrictive practice or 
to the Federal Trade Commission or to any other Government agency 
that concerns itself with agreements in restraint of trade? 

General Crawrorp. I would like to have Mr. Lazure answer that. 

Mr. Lazure. We have referred, through channels, all of the iden- 
tical bid situations to the Department of Justice. I understand they 
are making a study of identical bids. In a few instances we have. 
-alled the attention of higher authority, and they, in turn, the Depart- 
ment of Justice, to what might be called a collusive practice. There 
have not been too many of those reported. 

Mr. Meaper. So far as you know, has any action been taken what- 
ever to combat the type of situation which seems to leave the Gov- 
ernment at the mercy of the bidders? 

Mr. Lazurr. We haven't been at the mercy of the bidders. As has 
been pointed out, where we have received a competitive price that 
was too high, we have always had the atlernative of saying that the 
price was too high and of then negotiating. 

Mr. Mreaper. Mr. Sipe has stated that the Government has no al- 
ternative when it came to a situation like that of Timken, while you 
seem to indicate you are not powerless. 

Mr. Lazurrt. Where you get into a patented item or a proprietary 
item, I know of no reason why a manufacturer cannot tell his dis- 
tributors that he will furnish items through them and will not bid 
on our proposals or on our requests to bid. In other words, we may 
send up to Timken, and they may say, “We do not care to bid our- 
selves,” as they did in this case. 

Mr. Mraper. In your judgment, there is no possibility of a col- 
lusive or restrictive action there that would interest the Department 
of Justice’ 

Mr. Lazure. I would think that in certain situations we might and 
should do that; yes. 

Mr. Mraper. You say that you have referred some situations like 
that to the Department of Justice? 

Mr. Lazure. Yes. 

Mr. Mraper. Do you know of any instance in which the Depart- 
ment of Justice or any other agency of the Federal Government has 
taken any action? 

Mr. Lazure. I believe that with respect to some of the steel prices, 
the Department of Justice 

Mr. Meaper. I am talking now only about automotive parts. 

Mr. Lazurr. I know of no case. 

Mr. Meaper. But you do have evidence in your files of having re- 
ferred cases of this type to the Department of Justice ? 

Mr. Lazure. We refer all cases of identical bids to higher authority. 

(See exhibit 32 for a summary of identical bid cases referred to 
the Department of Justice.) 

Mr. Meaver. Do you have copies of letters through which you 
have referred these situations to higher authority or to the Depart- 
ment of Justice? 

Mr. Lazurr. We have some. 

Mr. Meaper. Are those with respect to automotive parts / 

Mr. Lazurr. IT don’t know. 

Mr. Meaper. Well, does anyone know? 
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Mr. Lazure. On the automotive parts, I don’t know. 

Mr. Harpy. General, do you know ¢ 

General Crawrorp. No: 1 do not. 

Mr. Harpy. You don’t know of any cases which you have referred 
to the Department of Justice as violations of the antitrust law in the 
procurement of automotive parts / 

General Crawrorp. I do not know of any cases. 

Mr. Casry. If you came across a situation where the Government 
had advertised for a particular automotive part and had received a 
bid in the amount of $1,340 and another bid in the amount of $1,339.97, 
what would be your reaction 4 

(See exhibit 4.) 


FURTHER STATEMENT OF THOMAS F. STAPLETON, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Srarteron. May I answer that question for the general 

Mr. Casry. Yes. 

Mr. Srarteron. You are probably talking about the Hercules parts. 

Mr. Casry. That is right. 

Mr. Srapteron. The Hercules Motor Co. is a company that does 
submit bids to the Government, but the prices at which they bid are 
far in excess of the price at which we can buy that same item from 
a vehicle manufacturer who uses the Hercules engines. 

Now, we do know that all of these Hercules engines that we buy are 
made by the Hercules Motor Co. The only plac e that these vehicle 
manufacturers can buy these Hercules engines or parts from is Her- 
cules plant. Again it is a trade practice that Hercules will supply the 
Hercules engines to a vehicle manufacturer for a lot less money than 
he will supply them to the Government. Inasmuch as these vehicle 
manufacturers pay:the same price to Hercules for the engines, from 
their experience in bidding on these contracts they know pretty much 
how much of a mark-up their competitors are charging the Govern- 
ment. They have a boxing problem that usually is the main variation 
in the prices they charge the Government, so that any time we buy a 
Hercules engine or a Hercules engine part the prices will be very, very 
comparative—and when I say “very comparative” I mean very close 
to each other, because, as I stated before, they are all buying that 
part from Hercules and they are all marking up that price that they 
paid Hercules for the part by approximately the same percentage. 
The only variation will be in the boxing or the export packaging 
charge. 

Mr. Harpy. Why would they mark the part up by approximately 
the same percentage / 

Mr. SrarLeron. Because of the competition. 

Mr. Harpy. Do they know what their competitors are going to bid ? 

Mr. Srarteron. That is approximately correct. They know what 
their competitors are going to bid with the exception of the boxing 
charge. 

Mr. Harpy. How do they know what their competitors are going 
to bid? 

Mr. Starteron. They have been buying these parts from Hercules 
for a long time. There are seven or eight manufacturers who use 
these Hercules engines. Their representatives are usually present at 
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the bid openings, and they know what the other fellow has bid. 
After that has been repeated over a period of 2 or 8 or more years, they 

know exactly what the other fellow has used as a mark-up within a 
very small fraction. 

Mr. Meaper. Within 3 cents in some cases ? 

Mr. Harpy. Here we have a $1,340 item and a 3-cent differential in 
a bid. Now, I can see how you might get that close in bids on a 
lower-priced item, but how you can “do that on this size of item is 
beyond me. 

Mr. Srarteton. In this particular case it might have been just a 
coincidence. You are picking out that one item. 

Mr. Casey. I intend to pursue this after I hear your explanation 
of this first one. 

Mr. Srapteron. In the first place, Mr. Chairman, they are all pay- 
ing the same price to Hercules, and they are all working on that same 
base price plus their profit. 

Mr. Harpy. Let’s take this particular item. That cost the vehicle 
manufacturer $897.75. Now, between the amount of $1,340 and 
$897.75, you have $442.25 profit less packaging cost, whatever that 
amounts to. 

Mr. Srapteton. The reusable boxing is quite an item. 

Mr. Casry. How much of an item? 

Mr. Srapieton. It would be pretty close to one-third of the value 
of the end item. 

Mr. Harpy. It is an awfully expensive box. 

Mr. Srarteton. I don’t know what the f. o. b. point on that par- 
ticular item was. I can’t tell you. There was certainly the cost of 
transportation from the Hercules plant to the bidder’s plant. So you 
have the cost of boxing, transportation, and probably profit added in. 
I don’t know of any other item offhand. 

Mr. Harpy. The end price is $1,340. Did you say that the packag- 
ing cost would amount to about one-third ? 

Mr. Srarteron. About one-third. 

Mr. Meaprer. About one-third of $1,340? 

Mr. Srar.eron. Perhaps not. 

Going back to the wartime, Chrysler used to add one-third. That 
was their average. 

Mr. Harpy. We are trving to arrive at something about costs. 
Costs and what may be added are two entirely different things. With 
a profit of 50 percent added to costs, it is hardly conceivable that you 
would come out with a price only 3 cents different on that much 
margin. 

Mr. Srapteron. As I recall it, Mr. Chairman, the Biederman Corp. 
probably bid on that particular item. I don’t know whether they got 
the award or not. 

Mr. Casry. Biederman was the successful bidder. 

Mr. Srarteron. They have made representations to our office that 
their profit is 4 percent. 

_ Mr. Harpy. The cost of this item was $897.75, and the profit on this 
item, less packaging and transportation costs, would be $442.29. 

Mr. Starteron. You have quite a packaging item in there and also 
transportation. 

Mr. Harpy. Let’s find out what the packaging cost is. 
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Mr. Bottine. While we are looking for that information, you men- 
tioned that a third of the price of the end item would be represented 
by packaging. 

Mr. Srarteron. Yes, sir. In that case you have a reusable crate 
that goes with the engines. That will run the price up. 

Mr. Botirnc. We have a number of other items here where that 
wouldn’t apply at all. These are smaller items apparently. There is, 
for example, the case of an item purchased by the supplier for $27.10, 
with the price to the Government by the supplier being $30.38. There 
would appear to be no packaging there. (See exhibit 4.) 

Mr. Srapteron. It all depends on the particular item. You can buy 
a l-cent item and spend 20-cents for packaging it. It depends on the 
item you are buying. 

Mr. Botuine. So your figure of one-third doesn’t apply generally ? 

Mr. Stapieron. I said that on an over-all basis it was one-third. An 
engine is a lot harder to process than a drive shaft, for instance, or 
an axle shaft. 

Mr. Harpy. I think we will get a packaging cost on that in just a 
minute, so we will have something definite to look at. 

Mr. Meaper. May I ask Mr. Sipe a question ? 

Mr. Harpy. Yes, go ahead. 

Mr. Meaper. Mr. Sipe, do you have any background in automotive 
parts outside of the Army ? 


FURTHER STATEMENT OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Ster. I have had 10 years with the Ordnance Department. 

Mr. Mreaper. Do you see any reason why in the instances we have 
mentioned here, those of Hercules and Timken, the Government 
shouldn’t buy directly from the actual producer of the item? 

Mr. Stez. No, except I can recognize that Timken would be anxious 
to keep their outlets in business, that is, their regular trade. 

Mr. Meaper. Don't you think the Government ought to buy direct 
from the producer of the part ? 

Mr. Sirr. We try to do that all the time. It is a tremendous task. 

Mr. Meraper. It would save the Government a lot of money if that 
could be done, would it not ¢ 

Mr. Stee. Yes, it would. 

Mr. Meaper. From what I gather, you recognize the claims made 
by those who want to do business in a different way, but you don’t 
believe that they ought to prevail, do you? 

Mr. Sree. Oh, no definitely not. 

Mr. Meaper. Can you tell me what the Government has done to 
promote its theory of how this purchasing should be done 4 

Mr. Sree. Well, we have called people in and I have gone down 
to see_certain manufacturers myself to try to do something about it. 
I wasn’t told by anybody particularly, but I was under the impression 
that there wasn’t anything we could do about it. 

For example, we tried to buy some elastic stop nuts, some 500,000 
or 690,000 of them, the other day. 

Mr. Meaper. What is that item ? 

Mr. Sipe. Elastic stop nuts. ‘They have a trick gadget on them 
so that they don’t slip or move. They are patented items, and they 








’ 
> 


PROCUREMENT OF AUTOMOTIVE SPARE PARTS 21 


are used on tank tracks so that they don’t vibrate off. We tried to buy 
those directly from the Elastic Stop Nut Co. Well, they have a sales 
agreement with a distributor in the Detroit area, a bona fide agree- 
ment, to the effect that anything that is sold in that area has to go 
to that dealer. 

Now, some manufacturers recognize the place of the Government 
business in their sales structure, and they have specifically excluded 
the distributor on Government contracts, but others do not do that. 

Mr. Meaprr. I take it you have been aware of this problem for quite 
some little time ¢ 

Mr. Sire. Oh, this has been going on all the time. 

Mr. Meaper. All of the time that you have been with Ordnance? 

Mr. Sivz. Yes. There are several manufacturers that do that. As 
far as we have been able to, we have attempted to do what was pos- 
sible. We have brought people in to see General Crawford. I have 
brought people in to him, and he has talked with them. We had one 
case where the manufacturer was told to cut his prices and to do 
something about getting some competition. This was on a patented 
item. We wanted more capacity. We came out all right on that one. 
The company licensed other companies, and that gave us additional 
‘apacity. 

Mr. Meaper. My question was directed toward this point, Mr. Sipe: 
Being aware of this disadvantageous situation as far as procurement 
of automotive parts is concerned, you personally have been disturbed 
about it and think that the Government ought not to suffer under this 
handicap ¢ 

Mr. Stee. That is right. 

Mr. Mreaper. What have you done about it ? 

Mr. Sree. Nothing except ina personal way. 

Mr. Meaper. I mean, have you called this to the attention of your 
superiors, and have you said that we shouldn’t be forced to do business 
under these conditions and that we ought to do something about it? 

Mr. Sirzr. No. I don’t think I have particularly made a point of it. 


FURTHER STATEMENT OF THOMAS F. STAPLETON, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Srarieron. I think we have called this to the attention of 
everybody we could think of including this subcommittee, the In- 
_— General, and everybody else we can talk to about it. I know 
that I have been squawking for years myself about the situation, but 
nothing ever happens. 

Mr. Meaprr. Has that been done in writing? 

Mr. Srapteron. I don’t know that it has been done in writing, Mr. 
Meader. 

Mr. Mraprr. Do you know of any action that has been taken as a 
result of the squawks you have made? 

Mr. Stapteron. I know of no action that we have taken. We have 
complained and we have even furnished lists of the people who have 
refused to bid directly. We have given them to this subcommittee, to 
the Inspector General and to the General Accounting Office. They 
are all familiar with that. : ; 

Mr. Harpy. This subcommittee, so far as the information that has 
recently come to it, is going to try to follow up on this. I will assure 
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you of that, regardless of where it has to go. I might add also that 
this information was only furnished to this subcommittee only after 
our staff had already unearthed the same information. 

Mr. Srarteron. We are prepared to give you a list offhand of 10 
or 12 companies that are in exactly the same category. 

Mr. Mraper. You really don’t tind that practice to be defensible, 
do you, Mr. Stapleton ? 

Mr. Srapieron. No, sir. 

Mr. Meaper. There isn’t any reason why Hercules couldn’t supply 
the Government with engines directly ? 

Mr. Srarteron. We believe that the Government is a much larger 
consumer of engines than any individual truck manufacturer. We 
buy more engines for Government use than any of these truck builders 
do for their commercial use. That is my personal view. I will say 
that I am quite positive that at least half of the truck manufacturers 
use Hercules engines. 

Mr. Mraper. Would you be willing to hazard a guess as to what 
might be saved if the Government were to buy directly from manu- 
facturers in the annual procurement of automotive parts? 

Mr. Srapteron. I don’t think I could make such an estimate, 
Mr. Meader, because I don’t know the value of the engines we buy. 
Based on Biederman’s statement, that mark-up is 4 or 5 percent. 
1 do know that there are some cross-hauling charges we would be 
able to save. 

Mr. Briuine. By cross hauling I take it you mean the expense 
involved in having Hercules send the engines to a truck manu- 
facturer and then having that truck manufacturer send them back 
across the same route on a Government contract ? 

Mr. Srarteron. Yes. We buy from a number of truck manu- 
facturers all over the country. 

Mr. Meaver. Taking the Timken explanation of the inability to 
package for overseas shipment and to mark them with the proper 
numbers, it is hard to believe that a concern capable of holding 
tolerances to ten-thousandths of an inch and so on isn't able to properly 
package and mark numbers. 

Mr. Srapteton. They haven’t said that they aren’t able to, but 
they probably feel that they can make just as much money by building 
engines without packaging and marking for the Government. 

Mr. Meaper. What you mean is that that isn’t their regular work ? 

Mr. Srapteron. That is right. That is not their business. They 
are in the axle business. We have other contractors who subcontract 
that portion out. General Motors, for instance, does not do all 
of its export packaging. I know that as to some parts we buy from 
them we buy them f. 0. b. a subcontractor’s plant, and that sub- 
contractor is a packaging contractor. So there is no reason why any 
manufacturer who wanted to deal directly with the Government 
could not subcontract the packaging portion, the same as they subcon- 
tract castings or machining or any portion of a contract. 

Mr. Mraper. I would like to ask Mr. Lazure, or whoever is here 
to speak on the legal aspects of this problem, whether the Govern- 
ment has to power to acquire these things the same as the Govern- 
ment can take a building by eminent domain ?¢ 

Mr. Lazurr. Yes. The Government has mandatory order pow- 
ers, although they are very rarely used in Government. 
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Mr. Mrapver. There isn’t any question about the right of the Gov- 
ernment to get these parts and to get them at the right price, is there, 
Mr. Lazure? 

Mr. Lazure. No; there isn’t. 

Mr. Harpy. I would like to return for just a minute to the Timken 
matter we were talking about a little while ago. The testimony 
was to the effect that Timken would not bid partially because of the 
packaging that was involved and partially because it was not a com- 
mercial use item. It was an item for use on vehicles bought by the 
Government. ' 

Mr. StapieTon. Pardon me. The particular item we were Just re- 
ferring to in this letter happens to be an item that we know they 
manufactured only for the Government. That is not the reason they 
refused to bid on it, however. 

Mr. Harpy. Why did they refuse to bid ? 

Mr. Srapieton. It is just their practice not to bid. The only way 
they furnish products is through their distributors, shall we say. 

Mr. Harpy. This particular item was an assembly. Is that right? 

Mr. Srapieron. That is right. 

Mr. Harpy. And Timken never bids; is that right ? 

Mr. Starteron. They may have bid on two or three occasions in 
the past year. 

Mr. Harpy. Well, if it was an unalterable policy, it would seem to 
be consistent that they wouldn't bid at all. 

Mr. Strarteton. That is true, but they have bid once or twice. I 
am just guessing now. 

Mr. Harpy. This particular item was an item that was used by 
assemblers in the assembly of vehicles for the Government. 

Mr. Sraprietron. That is right. 

Mr. Harpy. How many assemblers were using that assembly in 
assembling vehicles for the Government ? 

Mr. Strarteton. I don’t think there would be more than two at the 
most. There were two vehicles involved, the M-18 and the M-39. 

I might say you can’t tell anything from bidders’ lists. 

Mr. Harpy. You mean that your bidders lists include a lot of 
people who could not have gotten them except by some special manu- 
facturing procedure unless they bought them from Timken ? 

Mr. Stapteton. That is right. They would have to make the tools. 

Mr. Harpy. So you knew, to start with, that it wasn’t going to do 
any good to send them any proposals unless you were prepared to pay 
an unusually high price for them ? 

Mr. Srapteron. That is right. 

Mr. Harpy. You actually knew they couldn’t compete on a legiti- 
mate basis. We will put it that way. 

Mr. Srapieron. We don’t know that Timken has this tooling. They 
state in their letter that they were going to start accumulating their 
costs. Whether they actually had the tooling on hand or whether they 
did not, we didn’t know. ; 

Mr. Harpy. Are you still buying the vehicles? 

Mr. Stapteton. No, sir; the vehicles are out of production. 

Mr. Harpy. The vehicles are out of production ? 

Mr. Srapteton. Yes, sir. 

Mr. Harpy. So you didn’t know whether Timken would have to re- 
tool and set up and make them or whether somebody else would have 
to do that ¢ ; 
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Mr. Srarteron. That is right, sir. So we included everybody who 
we thought could make it in competition with Timken. 

Mr. Harpy. And you are not currently producing the end items 
that use that part of the assembly ? 

Mr. Sraptetron. That is right. 

Mr. Harpy. All right; go ahead. 

Mr. Lazure. That is a big thing in back of spare-parts procure- 
ment, because we have many vehicles which are no longer standard 
and which have been superseded. But we still have the older vehicles 
in our system, and it is economical to continue their use. 

Mr. Harpy. They tell me that you can still buy parts for a model T. 

Mr. Lazure. We still have model T’s in our system. Their spare- 
parts procurement is a very complicated set-up, as the subcommittee 
perhaps well knows. 

Mr. Harpy. The subcommittee has already found that out. 

Mr. Meaper. Mr. Sipe or Mr. Stapleton, would the fact that your 
records indicated prior procurement of a differential gear assembly 
from Timken and the spare parts to service them, indicate that Timken 
at one time had tools and the machinery to build them ? 

Mr. Starteron. We knew that Timken originally built them. 

Mr. Meaper. Would it be a difficult thing to make an inquiry from 
Timken as to whether they still have the tools? 

Mr. Srap.teton. That was the purpose of our deal in the first place. 
We did not have an advertised deal in the first place. We attempted 
to negotiate with Timken for the procurement of these items. 

Mr. Meaper. On the theory that they still had the tools? 

Mr. Stapteron. Yes. The only thing we could get out of them was 
that they would start accumulating their costs and that we should then 
go to their distributors and the distributors would give us prices. 

Mr. Meaper. You didn’t even get a statement from them as to 
whether or not they had the tools? 

Mr. Srapieton. No, sir. 

Mr. Meaper. As far as negotiating a purchase agreement was con- 
cerned, they refused to talk business with you? Is that right? 

Mr. Srapieton. That is right. 

Mr. Meaper. Do you know whether or not Timken had the same 
policy in the last war, or did you have direct procurement from them 
then ¢ 

Mr. Srapteron. They had the same policy. 

Mr. Meaper. Are you able to place bids directly with the source 
manufacturers in some cases? 

Mr. Srarteron. Yes, sir; we are. Do you mean across the board? 

Mr. Meaper. I am talking about other parts. In some cases you 
do business directly with the source manufacturer; do you not? 

Mr. Srapvteron. In the case of 99 percent of the items that we 
buy, where we can find out who the original prime manufacturer is, 
we buy from that company. As I stated before, there are 10 or 12 
companies that are in Timken’s category. They are companies who 
do not bid*themselves but who only bid through distributors. We 
still attempt to buy from them, but we get no responses. Generally, 
where a part is manufactured by a subcontractor, if we have any 
indication who that subcontractor is, we buy from that subcon- 
tractor. 
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For instance, with respect to these vehicles where Timken has been 
making the differentials, Spicer has been making the transmissions. 
We will buy the transmissions from Spicer. If it is a Fuller trans- 
mission, we run into the same thing. 

Mr. Harpy. Does Timken always want to be notified of any pro- 
posal you have coming up 4 ; 

Mr. Srapieron. We send them a copy of the IF B for every item. 

Mr. Harpy. What is the reason for that 

Mr. Srapteron. We might be severely criticized if we did not send 
the invitations for bid to Timken. There might be some severe criti- 
cism if we didn’t ask the original manufacturer to bid. 

Mr. Harpy. If you know that they are not going to bid, there is 
no use continuing to send the IF'B’s to them. 

Mr. Meaper. They may change their minds. 

Mr. Harpy. Is it true that Timken has insisted that you keep them 
on your list é 

Mr. Srar.teron. I don’t know that they have requested that they 
be kept on the list specifically, Mr. Hardy. Maybe they have. I 
wouldn’t know, myself. 

Mr. Harpy. I was just wondering what could be their purpose in 
wanting to stay on your list. I am advised that that is the case. 

Mr. Srarieron. I am not sure that it is. I couldn’t answer. 

Mr. Harpy. I am advised that that is the case, and I am wondering 
what would be their objective if they are not going to bid. 

Mr. Srarieron. Right now they are preparing their costs so that 
they can tell their subcontractors what x are going to charge them 
so that they in turn can quote their prices to the Government. 

Mr. Harpy. One reason they might want to do that is in order to 
advise the subcontractors what to bid. 

Mr. Srapteron. Not what to bid, sir. They are going to advise 
the subcontractors what they are going to charge them. I wouldn’t 
accuse them of telling their subcontractors what to bid. 

Mr. Harpy. You don’t know whether they do or not. 

Mr. Srapteron. I wouldn’t know, but I wouldn’t want to accuse 
them of doing that. 

Mr. Harpy. I don’t want to accuse them either, but I was trying to 
find out whether they do that. 

Mr. Starteton. My opinion is that they do not. I think they would 
be too smart to do that. 

Mr. Harpy. You think the only reason is because they are too smart 
and would hate to be caught? 

Mr. Srariteton. I would hate to think that they would not have 
better ethics than that. 

Mr. Harpy. I have no reason to believe that they are not ethical, 
but I am simply trying to explore what the avenues might be here. 

Go ahead. 

Mr. Casry. Mr. Stapleton, a survey which this committee has made 
indicates that out of 32 invitations to bid, Timken actually bid on 
eight of them. (See exhibit 3.) That is really inconsistent then, I 
suppose, with the general pattern for Timken ? 

Mr. Starteron. I am surprised that they bid on eight. When I see 
a bid from Timken, I am usually very much surprised. Their bids 
don’t mean very much. Their prices are usually high. 
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On those items you are talking about, Mr. Casey, did Timken get 
any awards? 

Mr. Casrty. No; they were always high. 

Mr. Harpy. Referring to the first one, I see that the cost is $12.66. 
the successful bidder was $23.60. Timken’s bid was $37.17. (See 
exhibit 3.) 

Let’s take a look at some of the other ones just for comparison. 
On the second item Timken’s cost was $2.19. The price to the seller 
was $3.22, and the bid to the Government was $4.05. Timken’s bid 
was $4.83 

Here is another one: The successful bid was $5.36. Timken’s bid 
was $6.84 against Timken’s price of $4.58 to the middleman. 

On another one Timken’s price to the seller was $25.50. The price 
at which it was sold to the Government was $31.29, and Timken’s bid 
to the Government was $46.10. 

It is a little difficult for me to understand why Timken’s bid should 
be consistently so much higher than its price to its assembler. 

Mr. Srarpteron. You will find that there are several manufacturers 
who charge different prices for different items. I didn’t explain that 
directly. They charge different prices for the same item when it is 
used for different things. They will supply original equipment to 
the truck manufacturer at one price, but if they are going to sell it to 
a parts dealer they will charge him another price. 

Mr. Harpy. Here is one that I think is particularly interesting. 
Timken’s cost is $2.97. Its price to the assemblers is $3.70. The price 
at which the pamennlihins sold the item to the Government is $8.36 
and Timken’s bid was $10.20. Timken’s bid was $10.20 as compare 
to a cost of $2.97. 

Mr. Srarpteron. There is a packaging cost in there. I don’t know 
what that item might be and how expensive it might have been to 
package it. 

Mr. Casey. The cost for packaging would have to be more than 
the actual cost of the item to change the picture that much. 

Mr. Srapiteron. You might buy a washer for 1 cent but it might 
cost you 15 or 20 cents to pac ckage it. 

Mr. Harpy. Let us see if by any chance we have the packaging cost 
on this item. I find that we don’t have it. 

Mr. Casry. Mr. Stapleton, are you and Mr. Sipe generally familiar 
with the practices of all of the automotive parts manufacturers and 
the vehicle assemblers ? 

Mr. Srapieron. Mr. 8 is the contracting officer. I thmk he is 
familiar with them. I don’t do any buying, but I sit on the board 
and I do look at the legal phases or one of my assistants does, and 
I become familiar with most of the practices of these companies. 

Mr. Casry. You are generally familiar, Mr. Sipe, with the prac- 
tices of most of these companies ? 


FURTHER STATEMENT OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Sire. Yes, sir. 

Mr. Casey. Is this picture one that reflects any tie-in arrangements? 
Is this a pretty general practice of the automotive parts industry, or 
is this limited to a certain few manufacturers ? 
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Mr. Sire. I think it is limited to just a few. I don’t think it is 
the general practice. 

In the course of a vear we will buy 80,000 items. I don’t know 
offhand how many different models and types of vehicles they cover, 
but it is a considerable number. So we get a cross section of the whole 
industry. Asa whole I think we do a pretty good buying job. We 
do everything we can to protect the Government’s interests. 

Mr. Casey. Do you feel that the necessity, as you construe necessity, 
to advertise in some of these situations is detrimental to the Govern- 
ment’s interests / 

Mr. Steer. In some of the instances; yes. I think that where you 
have unknown factors in price which neither party is familiar with 
nor has had any current experience, then you should resort to negotia- 
tion, not necessarily with one party but with a number, multiple nego- 
tiation, and use periodic price adjustments in your contracts so that 
you get a look at prices as you go along. We do that quite frequently. 

Mr. Casey. Let me just read this one paragraph from a staff memo- 
randum and ask you to make any comments you wish to with respect 
to it. This is in connection with the Timken parts (exhibit 3) : 

yenerally the only firms who could possibly be in a position to submit bids 
would be Timken, Federal Motor Truck Co., and four or five other vehicle 
assemblers who originally purchase the item from Timken. Despite this narrow 
field of competition, Ordnance on the 32 items involved sent out 1,363 invita- 
tions, or an average of 4214 invitations per item; 168 responses were received, 
an average of four responses per item, or an average response of 12.3 percent. 

Mr. Sirr. Sometimes we strike pay dirt. Sometimes we get a fel- 
low who has some tooling that was used to make this item for a prime 
manufacturer who comes in and is willing to bid. We are criticized; 
we are damned if we do: we are damned if we don’t. If we narrow 
the field down and don’t get the coverage, we get letters from Con- 
gressmen saying, “Why did you keep my constituent off of your bid- 
ders’ list ?” 

Mr. Harpy. Do you get a lot of those? 

Mr. Strr. We sure do. Sometimes before we make an award, before 
even the ink is dry, we get a teletype from a Congressman saying, 
“Don’t make the award until you send the whole file to me. I want 
to see what you are doing, and I want to be sure that you are not pre- 
cluding my constituent from this award.” 

Now, on the other hand, when we advertise a manufacturer’s part 
number, such as a Chrysler number, somebody will write us and say, 
“Why are you advertising that? You know you can only get that 
from Joe Doaks. He is the only one that has got that part. You 
don’t have drawings on that. Why are you wasting my time on it?” 

But, as I say, once in a while we do hit pay dirt by this advertis- 
ing. It is not a hit-and-miss proposition. You can find cases where 
we have bidders’ lists that don’t look too good, but as a whole our 
bidders’ lists reflect our experience in buying that item. We know 
that from our stock control people who send us the requisitions and 
the order. We know who made the vehicle. We recognize the part 
numbers that are listed, the manufacturer’s part number. We have 
a source file that has been built up from experience and from the peo- 
)le who write in and ask to be put on the bidders’ lists for certain 
items. We try to include all of those people in the bidders’ list and 
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still keep the thing within reason. It does cost a lot of money to 
circulate these things. 
Mr. Casey. I was getting to that. 


FURTHER STATEMENT OF AL C. LAZURE, CHIEF COUNSEL, 
ORDNANCE DEPARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazure. To give one more reason why we advertise is that the 
law requires it. Under 2 (c) the law states: “All purchases shall 
be made by advertising except”—and then it gives the 17 exceptions. 
Where competition is impracticable, is the one most largely used. 

Mr. Casey. Wouldn’t you say that competition was impracticable in 
a case where you are receiving four responses and are sending out 45 
invitations over a period of a year? Couldn’t you make that sort of a 
determination andee one of those exceptions ¢ 

Mr. Lazure. I think we should and I think we do. We do find 
fellows who want to get into the parts manufacturing business and 
who will come to us and say that they don’t want to get in on this 
particular contract but who want to be put on the bidders list. Lately 
we have the Association of Spare Parts Manufacturers, a newly 
organized group which has come in and asked us to assist them in 
furnishing our catalogs and listings so that they could compare and 
give bids on the basis of the Chrylser part numbers as compared with 
their own listing for the parts. 

It runs into a situation where, in order to be conservative and to 
save, we do ask them to give as much coverage to procurment as pos- 
sible. Now, I hope something can be done about the fact that there is 
too much paper going out. The amount of paper going out from Pro- 
curement is astronomical, as the subcommittee perhaps knows through 
their study of Detroit. 

Mr. Casey. I was going to come to that. It is true, is it not, that 
during the fiscal year 1950, in the execution of 3,700 contracts, I believe 
at Fort Wayne, which I believe had something to do with procure- 
ment of parts during that time, they required 37 million pieces of 
paper or an average of 3,700 pieces of paper for every contract. 

Mr. Stapieton. That is right. 

Mr. Casey. That paper work was in large part attributable to send- 
ing out numerous invitations to bid. 

Mr. Staptetron. On those figures that you have there, you should 
understand that we frequently lump together transmission items or 
axle items so that if we send out 40 IFB’s there will be more than the 
Timken items on there. They will include also the users of other 
manufacturers’ items. 

We do lump transmission items together or body parts together. 
In other words, we don’t send glass items out to transmission people or 
body parts to somebody else. 

Mr. Casey. I intend to have Mr. Schaffer explain and support this 
staff memorandum later on. I am sure he will bring out whether or 
not there were any other manufacturers’ items on these invitations. 

(Discussion off the record.) 

Mr. Harpy. I think we are going to recess this hearing and recon- 
vene in this room at 2:30 p. m. 

Whereupon, at 12:25 p. m., a recess was taken, the subcommittee 
to reconvene at 2:30 p. m. of the same day.) 
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AFTERNOON SESSION 


Mr Harpy. The subcommittee will come to order. I think we will 
have some more subcommittee members in a little while, but we will 
go ahead. 

Mr. Casey, you resume where you left off this morning. 

(Discussion off the record.) 

Mr. Casey. Mr. Schaffer, you have in the course of your study on 
procurement prepared some memoranda outlining the facts on prices 
concerning basic manufacturers of parts, have you not ¢ 


STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Scuarrer. Yes, sir, we have. 

Mr. Casey. I wonder if you would refer to those and just briefly 
sketch the facts in each case? 

Mr. Scuarrer. I have prepared seven cases. There are others, but 
these are representative of the situation as I found it to exist. 

For example, in case No. 1, exhibit 2, Electric Auto-Lite, a basic 
source manufacturer of electrical equipment, sells to Chrysler Corp., 
a vehicle assembler. In submitting bids to the Government, Auto- 

‘Lite, the basic manufacturer, bids higher than Chrysler to whom 
they sold the item. 

Mr. Casey. Mr. Chairman, at this point I would like to insert in 
the record, and I will furnish this to the reporter later, the actual 
prices and cost data that we have secured with respect to case No. 1, 

Mr. Harpy. Without objection it will be incorporated. 

(See exhibit 2 for a complete listing of items.) 

Mr. Scuarrer. Case No. 2 (exhibit 3) involves Timken Detroit 
Axle Co., a basic source manufacturer, who sells to vehicle assemblers. 
A review of 32 bid invitations for its product failed to disclose a 
single instance where Timken, the basic source manufacturer, was the 
successful bidder. 

The vehicle assemblers, with the exception of an occasional sale by 
a surplus or spare-parts dealer, are the successful bidders. Federal 
Motor Truck Co., a vehicle assembler, manages in most instances to 
successsfully underbid the other vehicle assemblers and when losing 
the bid does so by only a small margin. 

Timken, the basic source manufacturer, was in every instance invited 
to bid. No bids were submitted in response to 24 of the invitations. 
The eight bids submitted were in every instance considerably in excess 
of the bids submitted by the various vehicle assemblers who purchased 
the items from Timken. 

Generally, the only firms who could possibily be in a position to 
submit bids would be Timken, Federal Motor Truck Co., and four or 
five other vehicle assemblers who originally purchased the item from 
Timken. Despite this narrow field of competion, Ordance on the 32 
items involved sent out 1,363 invitations or an average of 4214 invita- 
tions per item. One and sixty-eight responses were received or an 
average of 4 responses per item or an average response of 12.3 percent. 

Do you want me to review any of the individual items? 

Mr. Harpy. Unless there is some particular ones you need to point 
out. 
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Mr. Scuarrer. I think the chairman has already discussed some 
of these. 

Mr. Harpy. We have discussed some of these already. Is there 
any further discussion that should be had in connection with those 
successful bidders other than Federal Motor Truck? Is there any- 
thing pertinent ? 

Mr. Scuarrer. I think it is important to note, to carry out the point, 
that was brought out, that where Federal loses the bid it is only by a 
very small margin. For example, if Diamond T manages to get the 
bid, a representative item would be where Diamond T bid $45.70, 
Federal bid $46.20, whereas Timken’s bid on that item was $59.01. 
That is item No. 17 (exhibit 3). 

Mr. Harpy. On that particular item you show Timken’s price to 
their assemblers as $35.50. 

Mr. Scuarrer. Right. 

Mr. Harpy. Does you study indicate whether that is a replacement 
price or whether that is the original component price / 

Mr. Scuarrer. As far as we were able to determine, Timken does 
not have an original equipment price on the item in question. 

Mr. Harpy. So that price would be uniform whether or not it was 
for replacement / 

Mr. Scuarrer. Yes, sir. 

Mr. Harpy. In the next group you have a similar sort of situation. 

Mr. Scuarrer. Yes. We have the same situation in connection 
with Biederman Motor Corp. who will occasionally get a bid in that 
is lower than Federal Motor Truck. For example, Federal Motor 
Truck bid $45.50, Biederman bid $45.31. That was an item with a 
list price of $149.35 and on that one Timken did not happen to submit 
a bid. The cost of that item to Timken incidentally was $36.64 (item 
22, exhibit 3). 

Mr. Harpy. Unless there is something particular in the others, we 
will skip over them. 

Mr. Casey. I would like to make those figures part of the record at 
this point, Mr. Chairman. 

Mr. Harpy. Without objection they will be included. 

(See exhibit 3 for complete listing of items. ) 

Mr. Scrarrver. Case No. IIT (exhibit +) involves Hercules Motor 
Corp., a basic source manufacturer, who sells to vehicle assemblers. 
A review of 19 bid invitations shows that in every instance where 
Hercules bid they were far in excess of the bids of the vehicle assem- 
blers to whom Hercules sold its products. Bids were submitted by 
Hercules in all but three instances. 

Federal Motor Truck Co. was the successful bidder on nine of the 
bids and on six of the remaining bids lost the bid by only a small 
margin to Biederman Motor Corp., another vehicle assembler. The 
other four bids were awarded to two spare-parts dealers whose bids 
were slightly lower than those submitted by Federal and Biederman. 

In all instances, except the three cases in which Hercules did not bid, 
Hercules sold its product to Federal and Biederman at 50 percent off 
its list price. In almost every instance Hercules’ bids equaled or ex- 
ceeded its own list price, whereas the bids of Federal and Biederman 
ranged from 57 percent to 62 percent of Hercules’ list price. 

Here again, despite the limited field of competition available for 
bidding on Hercules’ products, Ordnance issued 781 invitations on the 
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19 items, or an average of 41.1 per item. Only 104 bids were received, 
or an average response of 5.4 per item. 

Do you wish to review a few of these items as illustrative of this 
situation ¢ 

Mr. Harpy. I want to review some items, particularly pointing out 
instances where Hercules’ bid to the Government was in excess of its 
ewn list price. 

Mr. Scuarrer. Item No. 2, for example, cost Hercules $26.60. It 
was sold to the vehicle assemblers at $38.78. Federal Motor Truck in 
this case was the successful bidder and sold it to the Government for 
$46.73. Hercules’ list price on that item is $77.56, and Hercules’ bid 
was $81.44. 

Mr. Harpy. Now, is there any special packaging involved in that 
particular item which might have justified Hercules in exceeding its 
own list price in bidding to the Government ? 

Mr. Scuarrer. There was some special packaging, but if there was 
any packaging it was added on to their list price apparently. We 
have not been able to get an explanation of the reason for bidding 
in excess of their list price. 

Mr. Casey. The list price itself does not include packaging / 

Mr. Scuarrer. No. Generally speaking, it would not, although 
actually in running through the whole industry you will find that the 
bids that are made, even if they include the most expensive type of 
packaging, nevertheless the resulting prices are always lower than the 
list prices. This is one case where they actually went higher. 

Another item illustrative of that is a part that cost Hercules $19.52 
[item 7] was sold to the vehicle assembler for $27.10. Federal re- 
ceived the bid at $37.75. Hercules’ list price is $54.21. Hercules bid 
$63.98. 

Mr. Casry. The bidder assumed in that case that the difference 
between $27.10 and the price bid to the Government, $37.75, included 
not only the packaging cost but the profit to the middleman / 

Mr. Scuarrer. Yes. 

Mr. Casry. So that $10.65 includes both packaging cost and profit ? 

Mr. Scuarrer. Right. 

Mr. Harpy. And you have actually a difference of $9.77 which Her- 
cules added to its own price / 

Mr. Scuarrer. That is right. 

Mr. Harpy. So, Hercules either did not want to get the business or 
it wanted to make more than all of the channels of distribution would 
make on an individual retail sale ? 

Mr. Scuarrer. That is right. 

Mr. Casry. Mr. Sipe, is it necessary that every part that the Gov- 
ernment buys in this automotive field be packaged ¢ 


FURTHER STATEMENT OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Sure. It is now; yes, sir, unless it is going to a rebuild shop 
where it will be immediately put into use. 

Mr. Casry. Otherwise, it becomes part of some store ? 

Mr. Sire. It goes into depot stock for issue. That is indicated 
when it does not have to be export-packed. We indicate that on the 
invitation. 
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Mr. Casry. Is there a considerable difference between export pack- 
ing and domestic packing ? 

Mr. Sree. Yes, sir. 

Mr. Casey. Do I understand that in the procurement of automo- 
tive parts your requirements are based on what you estimate will be 
needed to be drawn from some common store of parts? 

Mr. Sire. It is based on demand, based on actual customers. Now, 
Mr. Draudt represents a department; they are the ones that generate 
these demands. 

Mr. Dravupr. Generally speaking, the material that is now being 
procured does go into a storage point. We have about seven at the 
present time throughout the country, and, of course, it is in storage for 
verying lengths of time. Therefore, packaging is an important item. 

Mr. Harpy. You have to estimate in advance the quantity of each 
item that has to be put up in export packages ? 

Mr. Dravpr. That is correct. 

Mr. Harpy. And you have to carry parts in export packages in 
warehouses in this country before you even find out the quantity that 
is going to be needed overseas? You frequently have to do that? 

Mr. Dassen. That is generally correct. You store first domesti- 
cally in anticipation of your requirements overseas or elsewhere. 

Mr. Harpy. How frequently do you find that you have to use your 
parts prepared for export for repair and maintenance in the zone of 
interior? 

Mr. Draupt. Not very often, because generally with a rebuild pro- 
gram we know what they are going to be for the next year and you 
would buy your material for that rebuild program just for the next 
12-month period. 

Mr. Harpy. If you have a rebuild program, you would not have to 
have each part packaged separately in an export package? 

Mr. Dravupr. You do not. That is the domestic pack. I am not too 
familiar with the packaging specifications. However, that sort of 
material for big shops is not export-packed. 

What is that? 

Mr. Stee. That is domestic. 

Mr. Dravupr. That is domestic commercial pack. 

Mr. Harpy. In that case you would have essentially the same kind 
of package that would go from the manufacturer to the end-item 
assembler ? 

Mr. Dravpr. Yes. 

Mr. Harpy. In other words, what I am getting at is that you people 
are not required to export-package unnecessarily. 

Mr. Dravpr. No, sir. 

Mr. Casry. Do you believe that you are required to domestic-pack- 
age unnecessarily ? 

Mr. Harpy. You know, that is an unfair question and mine was an 
unfair question, because I would think it would be pretty difficult for 
you people to admit that you were requiring export packaging and 
then using the item domestically. 

General Crawrorp. It has been the other way more recently. For 
quite a while we had difficulty getting export packaging at all in 
many cases. We have had to package in our own depots a considerable 
amount of material that has been shipped to Korea and to both over- 
sea theaters in the last year or two. 
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Mr. Harpy. If you try to do too much anticipating as to what is 
going overseas prior to the time that you get actual requisitions, you 
are bound to have a lot of errors. It would seem to me this packaging 
problem is one you cannot very well work out at the time you place 
your initial contracts. I can see where there would be a lot of 
difficulties involved. 

Go ahead, Mr. Casey. 

Mr. Casgy. Well, if there are no other questions with respect to 
particular items on case No. 3, I would ask that the figures be made 
part of the record. 

Mr. Harpy. I have this one question: Mr. Sipe, you are aware of 
the fact that Hercules was bidding in excess of its list price? 

Mr. Sree. No; not until I heard it today. 

Mr. Harpy. What is your reaction to that practice on the part of 
anybody to whom you submit invitations to bid? 

Mr. Sire. I have a very violent reaction, and I personally went to 
see the president of Hercules in the past several years to talk to him. 
At one time we started to buy some surplus items. He called me up, 
incensed about it as a taxpayer and citizen, and all that stuff. 

Mr. Harpy. If he got a little incensed, why does he not come and 
see me? 

Mr. Sire. I said, “Why don’t you bid if you are so anxious to 
protect the economy; why don’t you bid direct? Why do you give 
us these fictitious prices?” He said, “I am in business. I have to 
protect my stockholders. That is our method of selling.” 

Mr. Harpy. Did you inquire as to whether he was protecting his 
stockholders by bidding in a manner whereby he could not possibly 
get a Government contract / 

Mr. Sire. We went so far as to talk with the engineers about 
substituting for Hercules engines. That is how far we went to try 
to get rid of him. We were very serious about this thing. 

Mr. Harpy. You have had trouble with Hercules’ prices over a 
period of time? 

Mr. Sire. Yes, evidently. 

Mr. Casey. Have you undertaken to do that in any other instance; 
that is, where you have had trouble getting parts at reasonable prices ¢ 
Have you undertaken to determine whether it would not be in the 
interest of the Government to dispense with the original vehicle ? 

Mr. Sier. I do not have official knowledge of it, but I know that 
is the practice. 

Mr. Harpy. That you have eliminated that kind of vehicle from 
the prograin / 

Mr. Sivz. We are into that with Studebaker right now. 

Mr. Harpy. We are coming to the Studebaker case directly. 

Mr. Sree. I know it. 

Mr. Harpy. Have you undertaken to include in any of your ori- 
ginal contracts for the vehicles any provisions that would insure the 
Government a fair shake in the securing of replacement parts? 

Mr. Sire. We have price redetermination for the spare parts on all 
the original vehicle contracts when we write them. When we buy 
the vehicle initially, we buy the vehicle and the spare parts to go 
with it. 

Mr. Harpy. That is under the current contract ? 
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Mr. Siez. The concurrent spare parts. On those we’ have price 
redetermination. We can police that to some extent because we do 
get a look at those prices on the initial bid. The following year, 
when the stock control puts up responsibility for servicing those 
vehicles, then the depot system starts to work and then your usage 
comes into the picture and they start reflecting their demands based 
on the actual usage in the field and some anticipation as to mortality. 
At that time they come in and we try to buy. Then, instead of buy- 
ing from Chrysler, for example, we try to buy from Auto-Lite. 

Mr. Harpy. Did you have any luck ? 

Mr. Strz. Sometimes. I could not find the letter, but I had written 
a letter to Auto-Lite in 1947 or 1948 complaining about the discounts, 
complaining about the fact we are not getting the most-favored- 
customer price out of it. In all these moves that we go through, I 
just cannot find the correspondence on it, but their reply was that we 
were not the best customer; that is, they had bigger customers for 
these items. 

Of course, in those days our requirements ran about $12,000,000 a 
year over-all. That did not compare with the dollar value today. 

Mr. Casry. You say you have price-redetermination clauses in the 
original contracts which cover the price the Government will pay for 
the supply of concurrent spare parts ? 

Mr. Sree. Yes. 

Mr. Casry. Are there are procedures set up to relay the cost in- 
formation you get in connection with those price-redetermination 
clauses to the negotiators of contracts for spare parts? 

Mr. Stee. Yes. 

Mr. Casey. So that, in some cases at least, the negotiators of the 
contracts will have some idea of what the contractor’s costs are to 
manufacture that part. 

Mr. Harpy. Now, a moment ago you were talking about having 
difficulty with Hercules over a period of time. I think you said you 
went to see the president of the company to protest the prices they 
were quoting. Is that correct / 

Mr. Stree. That is correct. 

Mr. Harpy. You did not get any satisfaction out of that discussion. 
Did you make any report on that situation to any superior? 

Mr. Stee. No written report; no. 

Mr. Harpy. What kind of report did you make ? 

Mr. Sire. I do not know that I made any report. I was under the 
impression that, if the fellow wanted to sell, he could sell; if he did 
not want to, he did not have to. 

Mr. Harpy. I suppose that is a logical reaction. If a fellow has 
something he wants to sell, he can. If he does not, he does not have to, 
but Uncle Sam has to have something to keep his equipment running. 
I just wonder if you did not take unto yourself an awful lot of re- 
sponsibility if you were willing to let rest on your shoulders the 
responsibtlity for not pursuing a subject of this nature any further 
than your own contacts with the manufacturer. 

Now, I think you indicated further that you went so far as to try to 
see whether you might be able to substitute some other engine for the 
Hercules engine. Now, with whom did you take that up? 

Mr. Sipe. The engineering department. We have an awards board 
that passes on these deals and the engineers are represented on the 
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awards board. In the course of the discussion on these things we dis- 
cussed them. 

Mr. Harpy. Was it such a discussion as that which prompted your 
visit with the president of the Hercules Co. 4 

Mr. Sree. I do not recall. 

Mr. Harpy. I do not think we need to pursue it any further. Let 
us go ahead with something else. 

Mr. Casey. I will ask that the figures be made a part of the record 
on case II] and we will proceed with case IV. 

Mr. Harpy. Without objection that may be done. 

(See exhibit 4 for a complete listing of items) 


FURTHER STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Scuarrer. Case LV (exhibit 5) involves Sid’s Truck and Auto 
Sales, Inc., a surplus deawr who when successful in bidding either 
buys the parts from parts distributors or subcontracts to have them 
manufactured, 

Bids are not made on the basis of Sid’s inventory. In one instance 
this firm had to secure the items from Germany. 

Here again there were 732 invitations extended on 15 items where 
Sid’s was the suecessful bidder. Only 60 responses were received or 
an average response of 4 per invitation. 

In checking back the cost at Sid’s, we found, for example, in one 
item that Sid’s cost was $1,103.44, and that was sold to the Govern- 
ment for $1421. Bear in mind that they got the contract first and 
then had to go out and locate the material and buy it. 

Mr. Casry. Are there packaging costs involved in this? 

Mr. Scuarrer. There are packaging costs involved, and we do not 
have the packaging costs available on these particular items, but in that 
spread there would be packaging costs. 

Mr. Casey. In this particular case the successful bidder is a surplus 
dealer? 

Mr. Scuarrer. That is right. 

Mr. Casey. Are these parts obsolete parts ? 

Mr. Scuarrrr. That I do not know. They do not necessarily have 
to be obsolete parts because they can go out and buy them from a parts 
dealer or a distributor in some cases cheaper than the basic parts 
manufacturers bid, if he did submit a bid. 

Mr. Casey. In this particular case, though, the fact that they only 
received less than 4 bids per invitation and the successful bidder was 
a surplus dealer, I just wonder what other course of action ordnance 
could have pursued except to advertise. 

Mr. ScuArrer. Advertising, yes, except for the fact that the people 
who had this equipment and supplied it to Sid’s did not submit a bid. 

Mr. Harpy. I think it would have been a little unusual if some- 
body in Germany were to bid on it. 

Mr. Scuarrer. That is right. Generally speaking, a good part of 
their equipment was gotten from Oakland Truck and Auto Sales. 
Another surplus dealer Oakland Truck and Auto Sales did not bid 
on these particular items. 
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Mr. Harpy. They made their profit by selling to Sid’s. 

Mr. Scuarrepr. That is right. 

Mr. Harpy. The 123 percent of the contractor’s cost might or might 
not be too significant. One hundred and twenty-three percent for 
rounding up stock that comes from as far away as Germany might not 
represent an exorbitant mark-up on the part of Sid’s. 

Mr. Scuarrer. That is right. 

Mr. Harpy. The question would arise in my mind immediately as 
to why these items could have been secured from a surplus dealer 
or junk dealer, as he might be, at a more advantageous price than 
they could have been through the normal producer of that. 

Mr. Casey. Do you have any comments to make with respect to 
this kind of situation bearing in mind I know you do not know the 
particular facts involved ? 

Mr. Sree. Just this, that as far as the surplus dealer is concerned, 
as I think is indicated by Mr. Schaffer’s statement, to receive an 
average of 4 bids on these invitations, that is 

Mr. Srapteron. If this was an item that was currently in produc- 
tion—I believe he said it was a Timken item—it may have been a 
Hercules item—by any one of those two people, most certainly the 
people that we have been referring to here this afternoon or this 
morning would have bid and the chances are, just reading between the 
lines there, that what we are buying there is an item no longer cur- 
rently being manufactured. It is an obsolete item. You are either 
going to buy it from a surplus dealer or you are going to pay not 
$1,000 or $1,400 but maybe $14,000 to set somebody up for tools to 
manufacture that obsolete item. 

Mr. Casey. The indications however are that in group two here of 
five items that Sid’s Truck and Auto Sales Co. had those parts manu- 
factured themselves by independent manufacturing firms. 

Mr. Sraptetron. [ think you will find they may have had a portion 
of that part manufactured or they may have modified another item 
that was similar to that. Sid’s do not manufacture engines. 

Mr. Casry. No. They say they had parts manufactured by inde- 
pendent manufacturers. 

Mr. Srapteton, They did not have parts manufactured. They may 
have manufactured an item or a component or a part that would 
change the nomenclature of an item they had on hand to the item we 
wanted. There are engines, for example, that are designed to fit in 
ene vehicle. By changing the mountings on them you make them fit 
on another vehicle. I am just using that as an illustration. 

They might have had some other item—lI do not know what it might 
be—manufactured in order to change the end item and make it usable. 

Mr. Lazurr. This group incidentally was one group that always 
came in yelling when we did not put it out on an advertising basis, 
as to why we did not give these surplus dealers a chance to bid on 
that. It has been a very unhappy situation. 

Mr. Harpy. In other words, the surplus dealers want an oppor- 
tunity to buy up surplus parts which the Government at one time or 
another owned, and then sell them back to Uncle Sam ? 

Mr. Lazure. As I recall, our inspection people had great difficulty 
because, as Mr. Sipe and Mr. Stapleton mentioned, they would manu- 
facture portions and get portions of it and substitute the things. We 
would find on inspection that the thing did not come up to par and 
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would have to reject it. I think practically all of these surplus dealers 
are before the Board of Contract Appeals in one form or another 
yelling about their cases, and they defaulted on delivery, they were 
late. 

It is a very, very unhappy situation. On the other hand, it was a 
pretty good source where we could get these things at a price which 
was fairer than tooling up a new facility and attempting to get small 
lots. 

Mr. Harpy. You might have had some second-hand parts in it, too, 
might you not ? 

Mr. Lazurer. I think our inspection people at times rejected on that 
basis. 

Mr. Harpy. They could not always catch them? 

Mr. Lazure. That is impossible in axles and things like that unless 
you strip the thing down entirely. 

Mr. Harpy. For example, with a crankshaft you would have a hard 
time to find out whether that was borrowed from something that had 
been used. 

General Crawrorp. On these small orders they get a job-shop outfit 
to make these converted parts. It would be a matter of copying some- 
thing or perhaps getting hold of a drawing. Maybe they made it 
before as a subcontractor. 

Mr. Casey. I would like to make the rest of these figures part of 
the record. 

Mr. Harpy. All right. 

(See exhibit 5 for a complete listing of items.) 

Mr. Casry. Now will you take up case V ? 

Mr. Scuarrer. Case V (exhibit 6) involves the Jefferson Chevrolet 
Co., of Detroit, a retail Chevrolet automobile dealer. During the fiscal 
year 1950 this dealer was awarded contracts totaling $651,881.56; 
and from July 1, 1950, to January 10, 1951, it was awarded contracts 
totaling® $472,624.05. 

A review of the bids discloses that Jefferson Chevrolet Co. began 
submitting bids on items which by their nature would indicate that 
few, if any, bids would be received. Analysis points up the fact that 
Jefferson Chevrolet’s bid was generally in excess of other bids when 
there was competition and when successful there were but one or two 
other responses. 

When there were no responses or the bids from other companies were 
not responsive, then Jefferson Chevrolet would be asked to negotiate. 

Another significant factor is that in a number of cases Jefferson 
Chevrolet submitted bids just a few hours before or exactly at opening 
time. Upon being awarded a contract, Jefferson purchased parts, if 
available, from the United Auto Electric Co., a parts dealer, who did 
not submit a bid. 

If the parts were not available from United, either United or 
Jefferson would contact the Industrial Facilities Co., or some other 
manufacturer to manufacture the part. Packaging was contracted for 
separately by either Jefferson or United. 

We have typical examples here. We do not have the manufacturer’s 
cost, the ultimate manufacturer, I should say, on these parts. For 
example, United Auto Electric would buy the part for $4.90, sell it 
to Jefferson for $5.15, and Jefferson would in turn sell it to the Gov- 
ernment for $6 (item 3). 
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Another e: xample : United bought the part for $106.95, sold it to 
Jefferson for $124, and Jefferson sold it to the Government for $147.30 
(item 6). 

Mr. Harpy. What you are pointing out is that there seems to be a 
practice on the part of Jefferson of just working out an arrangement 
under which it could split its profit with United. 

Mr. Scuarrer. Right. 

Mr. Harpy. Now were these examples on negotiated or on eompeti- 
tive bids? 

Mr. Scuarrer. I believe that they are intermixed. I do not have 
that information available, Mr. Chairman, as to which would be 
negotiated and which would be on advertising. 

Mr. Caszty. Why do you say it is a significant factor that in a 
number of cases Jefferson Chevrolet submitted bids just a few hours 
before or exactly at opening time ¢ 

Mr. Scuarrer. Ordinarily the bids are received at least a day or 
2 or 3 days in advance, or some time prior to the opening. We 
noticed that their bids were generally submitted in the morning be- 
fore the bids were opened and in some cases as late as 1 o’clock if the bid 
opening was going to be at 2 o’clock. What the significance is there 
we do not know unless they had some information to the effect that 
there were no other bids in on this particular invitation and that they 
might submit a bid. 

Mr. Casry. Can you explain that any further? 





FURTHER STATEMENT OF THOMAS F. STAPLETON, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Srapteron. I wanted to ask if he noticed whether or not there 
Was a time-stamp mark on those bids he is talking about. Ag far as I 
know, it is a matter of fact they brought all their bids by hand and 
attended the bid openings. That is not unusual with Jefferson Chev- 
rolet. We have a percentage of those located in Detroit who always 
attend the biddings, bring the bids in and sit in at the openings. 

Mr. Casey. Under that procedure how would you know, for exam- 
ple, when the bid was submitted in the morning ? 

Mr. Srarteron. They are time-stamped in, whether they are carried 
by hand or sent in by mail. 

Mr. Sive. [ will tell you what we do. The buyer never gets the 
bid. The bids come into the Control Section, They stamp those bids 
in and put them ina locked safe. The buyer never attends the opening 
of the bids. At the time of opening or within 5 minutes before the 
opening of the bid a special messenger takes the list of bid openings. 
We have had as high as 100 bid openings a day. We have these mes- 
sengers. They goin the safe with their lists, are given the bids for that 
opening, hand carry them to the opening, and then one of the clerks 
stacks the bids unopened. 

Mr. Harpy. It will not be a stack that high if there are only one or 
two bids. 

Mr. Sire. Yes. 

Mr. Srarteron. Very frequently they are returned without prices 
on them. So you might have 20 envelopes that are > apparently bids 
but when you open them you find there are only 1 or 2 
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Mr. Srrz. Anyway, he slits open the top bid, puts a crayon mark 
on it, “No. 1.” He opens it up and says, “This is Jefferson Chevrolet.” 
Then over here another clerk has a master abstract and they enter those 
bids on there. Of course, there are always people at the openings and 
they write them down. 

That abstract is reproducible, goes to the reproduction room, and 
is reproduced, and the reproduced copies go to the buyer and the 
original master_goes back in the files and is kept there until the 
deal is closed. In that way we are trying to eliminate this skuldug- 
gery that you inferred. 

Mr. Casey. Do I infer from your testimony that you think there 
is tam skulduggery there? 

Mr. Srartetron. You bet your life. There is at least the possibility. 
We try to eliminate all possibility. 

Mr. Casey. In other words, you would put it that you were going 
to eliminate the possibility rather than the skulduggery ? 

Mr. Srarteron. That is right. 

Mr. Casey. Getting back to this statement of Mr. Schaffer’s, do 
either of you, Mr. Stapleton or Mr. Sipe, attach any significance to the 
stamp on the Jefferson Chevrolet bids, the time element ! ? 

Mr. Srarpteron. They are all time-stamped in. Unless they are 
stamped in prior to the time the bid is opened they cannot be opened. 
We have had them come in 5 minutes after the opening-bid time, and 
we have refused them. 

Mr. Casey. Is it significant that a particular company should al- 
ways —_ in just under the wire? 

Mr. Srariteron. Not if they attend the bids. They are not unusual 
in that respect. We have a number of them that do the same thing. 

General Crawrorp. I think there are many out of town who do 
the same thing. They come in and bring their bids with them. We 
will hear from them. we will hear from Congressmen on that, too, 
that so-and-so is coming in. 

Mr. Sire. These surplus dealers will not send their bids in ahead 
of time. They bring them right in and hand them to the guy right 
there. 

Mr. Harpy. There is another aspect to this thing that T want to 
pursue a little bit. As far as bringing the bid in, T have seen it hap- 
pen in other cases, and IT understand how some people might not want 
to get their bids in ahead of time, they are afraid there might be a 
leak and somebody else might get an advantage. Maybe they do not 
know how careful you handle the bids. 

Is this Jefferson Chevr olet Co. a local Chevrolet dealer ? 

Mr. Sire. I think it is the biggest one in the country. 

Mr. Harpy. It is a retail Chevrolet dealer? 

Mr. Sire. That is right, and distributor. It is a distributor, too, 
for Chevrolet cars and parts. 

Mr. Harpy. I do not know if I know exactly what a distributor is 
in the — business any more. 

Mr. Srarteron. A distributor will sell to other retail dealers. 

Mr. Harpy. T am not too familiar with how carefully they handle 
that thing. An automobile distributor as such in most cases that T 
have had a little contact with them cannot do much on the basis of 
selling to other dealers unless he just wants to split his normal com- 
mission with them. 
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Mr. Srarteron. They work a little bit differently than that. I 
think the volume of parts controls the amount of discount they get. 

Mr. Harpy. You are talking about parts now or cars? 

Mr. Stapteron. No; we are talking about parts exclusively. 

Mr. Harpy. So this company is a parts distributor? 

Mr. Srap.ieron. That is right. He is a retail dealer and a parts 
distributor. 

Mr. Harpy. Is it not just a little unusual that you would have a re- 
tail dealer and parts distributor getting a pretty substantial volume of 
parts contracts instead of the contract being made with the source 
manufacturer ? 

Mr. Srarteton. I do not know whether Mr. Schaffer has finished 
his story. Ido not want to tell it. Let him tell it. 

Mr. Harpy. Don’t worry about Mr. Schaffer’s story. I am asking 
you for the story. 

Mr. Srapteton. The parts that he is talking about are parts that are 
not Chevrolet parts in a good many cases. There may be some General 
Motors parts. 

Mr. Harpy. That is still a little bit more unusual, is it not? 

Mr. Strapteton. That is right. 

Mr. Harpy. So then we have the situation here where a distributor 
for Chevrolet parts is a successful bidder on parts for other makes of 
vehicles. 

Mr. Srarteron. That is right. 

Mr. Harpy. Do you run into that ordinarily ? 

Mr. SrarteTon. Not ordinarily; no, sir. 

Mr. Casey. I think, Mr. Chairman, we ought to take up, at this 
point, case VI, which is another Chevrolet dealer, and I think the facts 
are brought out a little bit clearer as to the parts involved. 

Mr. Harpy. Just a minute, there are still one or two things I want 
to find out about this one. 

Now just what is the relationship between Jefferson Chevrolet and 
United ¢ 

Mr. Starteton. I do not know that there is any. 

Mr. Harpy. You are not aware of the fact that Jefferson goes to 
United to get the supplies to fill this contract ? 

Mr. Strarieron. I did not know that Jefferson had; no. 

Mr. Harpy. You do not look behind the contracts at all? 

Mr. Strarteton. Not on an IFB; no, sir. 

Mr. Harpy. Well, I think that might be a reasonable position if you 
were pretty well satisfied that you had sufficient competition in your 
bidding from qualified bidders, but I think that there might be reason 
for looking behind the bid of a Chevrolet-parts distributor to supply 
parts from other types of automotive equipment. 

Mr. Srapteton. You see, on an IF B, sir, we do not ask them where 
they get their parts or ask them for cost breakdowns or anything else. 
The law says you will advertise it and you will give it to the lowest 
responsible bidder. 

Mr. Harpy. I understand that, where you have substantial competi- 
tion in your bidding and you have a reasonable basis for believing 
that the price is reasonable, but unless you have made a determination 
that this is a proper price and have had substantial competition in 
the bidding I do not see how you can justify just saying this is at least 
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theoretical competition, so you are going to make the award and not 
worry yourself as to what happens behind the contract. If that is 
your position, we will pass on to the next case. 

Mr. Stapteton. I went through a number of the bids on these items 
that Chevrolet was awarded, the number requested, and the number 
of bids received. There is one down here. There is one where they 
got an award of $2,700. There were only two bids received. 

Another for $22.50, and there were three bids received. The rest 
cf them were from 7, 8, 9, 12, up to 25 bids on the items. 

Mr. Harpy. So, for the most part you did have substantial 
competition ? 

Mr. Straptetron. I would say so, sir. I do nof know that all of 
these bidders bid on the particular item they got. There were 123 
bids outstanding, and there were 25 bidders. I do not know whether 
the 25 bid on all the items they received. They received an award 
for $6,000 in that particular case. 


FURTHER STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Harpy. Mr. Schaffer, have you any other comment on this 
particular case ? 

Mr. Scuarrer. I might say that we made up the bidding data on 
the item rather than the IFB. In other words, there could be a 
discrepancy there. For example, on item No. 1 we show 43 invitations 
extended and 9 bids received. On item No. 2, we show 52 invitations 
extended and 6 bids received. 

Mr. Starteton. That is not the same contract. 

Mr. Scuarrer. I do not follow you. 

Mr. Srapteton. That is not the same contract number because we 
would not send out a different number of invitations for the different 
items on the same bid. 

Mr. Scuarrer. We took the items, for example, where Jefferson 
was successful, and we ran across the list to see how many bids were 
submitted, ran across on the abstract how many bids were submitted 
on that particular item. It is true you may have had 25 or 30 re- 
turns on that particular IF B, but on that item alone there would only 
be one or two bids. 

For example, on item 6 there were 123 invitations sent out on the 
IFB. There was one bid returned. On this particular item Jef- 
ferson Chevrolet bid $131. United Auto Electric sold it to them for 
$106.95 and then United Auto Electric contracted to have the part 
made by Fairfield Engineering Co., have it manufactured by that 
company in Detroit. So that the returns on the bids will be different 
in that respect because we felt that tabulating invitations for a par- 
ticular item rather than on an IFB basis United States Ordnance does 
present a more factual picture of the particular item under 
consideration. 

Mr. Srapteton. According to your statement there were 123 peo- 
ple solicited for that part. 

Mr. Scuarrer. Right. 

Mr. Stapieton. It might go to some other people, I do no know, but 
I think 123 in that case was probably enough. 
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Mr. Casey. I would like to ask one general question, Mr. Sipe, with 
respect to your procedure, for receiving and safeguarding these bids, 
which you have described. When was that procedure instituted ? 

Mr. Sirz. Last Stepember. We also had that same procedure in the 
arsenal except that the buyer used to open the bids in the arsenal. 
When this procurement was in the Detroit Arsenal the bids were al- 
ways received and put in this locked cabinet. 

Mr. Casry. Were they time-stamped ? 

Mr. Srapieton. Yes; there were too many arguments. 

Mr. Casry. What was the difference there? The buyer himself 
opened the bid? 

Mr. Srapieron.- The buyer himself used to open the bids—at a 
public opening, you understand. 

Mr. Casey. Yes. 

Mr. Harpy. Now reference has been made here to hearing from 
Members of Congress about these bids, squawks from this one or that 
one that his constituent did not get the bid in quite on time or was not 
getting fair treatment, which brings up a personal situation that I 
found myself in not very long ago. 

One branch of the military had refused to accept bids from two or 
three responsible concerns in my district. The bids were thrown out, 
and we had some arguments about it. The bids were thrown out be- 
cause of the determination that these concerns were not regular dealers 
in this particular item. 

Now the invitation to bid contained this same clause that your in- 
vitation to bid has: “The bidder represents that he is”—and he is sup- 
ae to check—“a regular dealer,” “manufacturer of the supplies 

id upon.” Would that fit the Jefferson Chevrolet Co. in the case 
of parts? 

Mr. Stee. There is more to that qualification there, I think. 

Mr. Harpy. I am really looking for some enlightenment now. 
Maybe I can get the answer to the problem that I had. 

Mr. Sirr. Here is what we do: If you will read further, you will 
find that if he says he can make it, then we ask him to submit prints 
or data in sufficient detail to enable the contracting officer to deter- 
mine that what he is submitting is an equal. 

Mr. Harpy. Did you do that in the case of Jefferson Chevrolet ¢ 

Mr. Stree. I do not know. 

Mr. Harpy. Just where does that appear on this form? 


FURTHER STATEMENT OF THOMAS F. STAPLETON, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Srapirron. It is in the invitation to bid, sir. If they are go- 
ing to offer you an equal item, they are requested to furnish sufficient 
information. 

Mr. Harpy. By that he does not have to be a regular dealer in or a 
manufacturer of that item. 

Mr. Srapieton. He is supposed to be, but he can be a regular manu- ° 
facturer. 

Mr. Harpy. This Jefferson Chevrolet is not a manufacturer. 

Mr. Srapieton. All right, but let us go back on this if we want to 
go that way. 
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Mr. Harpy. Go back as far as you want to go because I am looking 
for enlightenment. 

Mr. Srarteron. He starts being a regular dealer. If he has half 
the contracts that is alleged here, it seems to me it has gotten to the 
point where he is the regul: ar dealer. 

Mr. Casey. How about the first contract he got? 

Mr. Srarteron. It all depends on what that first contract was for. 

Mr. Harpy. Now I had a ruling in the case that came to my per- 
sonal attention that because this company did not actually store the 
items on which it bid it was not a regular dealer, and that was ruled 
on by the military, and still you contract for Studebaker parts to be 

sapplied by a Chevrolet. parts distributor. 

Mr. Lazure. ‘The regulation says this 

Mr. Harpy. Now we are going to get some different regulations. I 
am going to find out why the Defense Department cannot “get together 
on regulations. 

Mr. Lazure (reading) : 





The regular dealer shal! be determined to be one of the following: A person 
or firm regularly carrying a stock of the supplies being procured and having a 
warehouse or place of business from which sales are made, or a bona fide manu- 
facturer’s agents regularly employed on salary or commission basis by one or 
more manufacturers of the supplies being procured. 

Mr. Harpy. You have just read a regulation. Now you go back 
and fit that to this case. 


FURTHER STATEMENT OF AL C. LAZURE, CHIEF COUNSEL, 
ORDNANCE DEPARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazure. It is a regulation which I must admit does come up 
and cause a lot of diffic ulty. 

Mr. Harpy. See whether you read that regulation and fit it to this 
Jefferson Chevrolet Co. You may have a sensible inter pretation, but 
all I am saying to you is that somebody else in the Department of 
Defense is interpreting it the other way. 

Now I want to see if you can fit that to this case. If so, 1 am going 
back to somebody. 

Mr. Lazurr. If I were asked over the telephone for a quick deci- 
sion, I would construe it personally that a supplier who maintains a 
stock of automotive parts and who is in the business of bidding on 
that type of thing with our agencies would be considered a regular 
dealer. 

Mr. Harpy. Read that regulation again. 

Mr. Lazure (reading) : 

The regular dealer shall be deemed to be one of the following: A person or 
firm regularly carrying a stock of the supplies having procured and having a 
warehouse or place of business—— 

Mr. Harpy. Does a Chevrolet distributor regularly carry Stude- 
baker parts? ° 

Mr. Lazure. I think that is getting it down to a rather technical 
distinction. 

Mr. Harpy. I am getting technical with the military. They get 
technical with me. 

Mr. Lazurr. The reason I say that is that many automotive-parts 
people carry all kinds of parts, like Universal Automotive Parts in 
Arlington. 
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Mr. Harpy. Yes; but they are not Chevrolet dealers. 

Mr. Lazure. I think Chevrolet dealers, however, could get other 
arts. 

Mr. Harpy. I think that is right, but did you inquire as to whether 
they handled Studebaker parts? 

Mr. Lazure. I do not think we would be required to do so under 
that regulation. 

Mr. Casry. You do not mean to say that a Chevrolet dealer could 
be considered a regular dealer in Studebaker parts? 

Mr. Lazure. I think he could be considered a dealer for the purpose 
of supplying and bidding on parts. 

Mr. Casey. A regular dealer in Studebaker parts? 

Mr. Lazure. I do not know about this particular case, but it seems to 
me that a big procuring dealer in, say, the Detroit area, might very 
well get himself in a position where he could go in and bid on auto- 
motive parts generally. I would not consider that unreasonable. 

General Crawrorp. They do a big maintenance job there. 


FURTHER STATEMENT OF THOMAS F. STAPLETON, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Srapteron. Mr. Chairman, this particular dealer has a contract 
for the city of Detroit for the upkeep of all the city-owned cars. Now 
irrespective of the make of car, he maintains it. I say “the city of 
Detroit”; it is partly with the city of Detroit. He also has a contract 
with the FBI for the maintenance of all their cars. 

Mr. Harpy. You are probably going to work yourself up to a loop- 
hole. 

Mr. Srapteton. I think he told the investigator that; at least that 
is the story he told me. 

Mr. Harpy. What sort of investigator / 

Mr. Sree. We have lots of them. 

Mr. Harpy. I want this one identified, Mr. Sipe. 

Mr. Srarieron. I could not recall who it was, but I think it was 
an FBI man who got that answer over there. He has the contract 
with the FBI. 

Mr. Harpy. How do you know what kind of answer the FBI man 
got? Did he make the investigation for you ? 

Mr. Strapteron. No, sir. 

M od amor. How did this Jefferson Chevrolet thing come up with 
the FBI? 

Mr. Srarpteton. We have them in our place every day in the week. 

Mr. Harpy. I understand that. Do you not think it is a little bit 
unusual for you to pick this out of thin air? 

Mr. Srarretron. I do not think it was in this particular case. 

Mr. Harpy. Then there must have been some question in your own 
mind on that. 

Mr. Srarteron. No; because I know they have been questioned on 
the same problem. 

Mr. Harpy. It has been raised before ? 

Mr. Srarteron. Yes. 

Mr. Harpy. By whom? 

Mr. Srap.eron. By ourselves for one thing. 
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Mr. Harpy. Did you get the FBI to check it for you? 

Mr. Strartetron. No;I do not think we did. 

Mr. Harpy. It may be a perfectly legitimate proposition. I want 
to find out. If the interpretation you placed on this thing in approv- 
ing it for Jefferson Chevrolet is valid, then somebody has to change 
an interpretation they made on my case. 


FURTHER STATEMENT OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Srirer. We buy assemblies. That is probably one of the things 
that is bothering you. 

Mr. Harpy. There are a whole lot of things bothering me. 

Mr. Srier. We buy an assembly that we cannot buy the from the 
manufacturer because he does not do that. He does not put the parts 
together and sell it the way we want to buy it. Do you understand 
what I mean? 

Mr. Harpy. I understand what you mean. 

Mr. Stree. He knows enough about the parts business so that he 
will go and get those items and put them together and sell the 
assembly. 

Mr. Harpy. Then, in effect, he becomes a manufacturer; does he 
not? At least on the assembly. 

Mr. Srapietron. He is an assembler. He does that with Inter- 
national Harvester items. 

I will tell you this, Congressman. If your man was one of our 
vendors and he was qualified in every other way, we certainly would 
find out whether he knew what he was doing and was going to furnish 
us an item, and particularly if he was a low bidder. 

Mr. Harpy. I was inclined to think that the interpretation that 
was given to me in this particular case was correct. The fact of the 
matter is that there were either two or three dealers involved; but 
I was inclined to think, on the basis of the regulation that was sub- 
mitted to me, that the interpretation was correct. 

However, you are giving an entirely different interpretation now. 

Mr. Stee. We would not throw a low bidder out without plenty of 
investigation. If your man was a low bidder, I would holler, too. 

Mr. Harpy. Obviously, the Jefferson Chevrolet Co. has no store 
‘of the parts on which they are bidding. 

Mr. Sirz. Well, they have some parts. They store Studebaker 
parts, International Harvester parts, Ford parts. I don’t know what 
else they store. 

Mr. Casey. If they don’t have any store, as I understand Mr. Schaf- 
fer’s statement, they go to United and to the Industrial Facilities Co. 
after they get the contract. 

Mr. Stez. They might have done that. We have a letter from 
Studebaker here refusing to bid. 

Mr. Casey. Well, I think the Studebaker case comes up more point- 
edly in the next case which we want to take up. 

Mr. Harpy. I have one more point, and then I am ready to go 
ahead to something else. 

Mr. Schaffer, was any comparison of these bid prices made with the 
list price or the usual retail price of these items? 
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FURTHER STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Scrarrer. Not on this case. On the other case it was, case VI. 

Mr. Harpy. Well, let’s get the case VI then. Maybe that will be 
more productive. 

Mr. Scuarrer. In summarizing the detail again, Jefferson did not 
stock any of these items with the exception of one motor where they 
accumulated parts. The rest of them they got from United Auto Elec- 
tric or they went directly to Industrial Facilities Co. and had the parts 
made. 

Mr. Casey. That was after they received the bid? 

Mr. Scuarrer. That is right. 

Mr. Harpy. The question that immediately arises in my mind is 
why United Auto Electric and this other company—Industrial Fa- 
cilities didn’t bid. 

Mr. Stree. I wouldn’t know that. 

Mr. Scuarrer. United Auto Electric, for some reason we haven’t 
been able to determine, was bidding up to about 2 years ago and then 
suddenly stopped bidding. 

Mr. Casry. How do you know that, Jefferson is going to conform 
with the specifications in supplying the part when they don’t have 
any parts available at the time they bid? 

Mr. Strarteton. If they don’t conform at the time of inspection, 
they don’t get paid. 

Mr. Harpy. Then, if they don’t conform, you don’t get the part you 
expected to get; do you? 

Mr. Srarteron. That is right. 

Mr. Casey. And you have to advertise all over again ? 

Mr. Starteton. That is right. 

Mr. Harny. And, if it happens to be a critically needed item at the 
time delivery was called for, you would be behind the eight ball; 
wouldn’t you ? 

Mr. Srapteron. That is true. The same thing is true of any man- 
ufacturer. 


Mr. Harpy. Yes: but these are not manufacturers. Certainly, if 


you got these items from a source manufacturer, you would be able 
to anticipate what you called for. 

Mr. Srapieron. I think the man he is talking about is not the prime 
manufacturer. You are talking about items that are no longer being 
manufactured. The items that Mr. Schaffer has mentioned appar- 
ently are items that are no longer in production by the original 
manufacturer. 

Mr. Harpy. No, that may or may not be the case. Just so we can 


clear that point up, I would like to have a determination made as to 


whether that is the case or not. 

Mr. Srapieron. Let’s find out the original item and let’s find out 
whether the original manufacturer was on the bidders’ list. 

Mr. Casey. Is that information available? 

Mr. Harpy. If you haven’t got it, Ordnance can help us with it. 

Mr. Scnarrer. I think we can get that determined. If the indi- 
vidual bids are here, we can determine who the bidders were. 

Mr. Harpy. We can determine who the bidders were, but can you 
determine from that whether or not the parts were—— 
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Mr. Scuarrer. I only know that on probably 50 percent of the 
19 items that were covered they were able to go to the United Elec- 
tric Co., which company was a small regular “parts distributor, and 
buy the parts, which would indicate to me that the parts were and 
still are current parts. The items that were contracted directly with 
Industrial Facilities for manufacture would indicate to me that those 
parts were no longer in existence. 

Mr. Harpy. That may or may not be true. They may have been 
iailable from their original manufacturer. 

Mr. Scuarrer. That 1s quite correct. 

Mr. Harpy. And you might have what is in common automotive- 
industry parlance called a Cory p” manufacturing proposition. 

Mr. Scuarrer. That is right. 

Mr. Harpy. That may be what Uncle Sam was getting instead of 
getting a good park I don’t know. 

Mr. Srarteron. I don’t think there is any claim made that the 
parts we got were not suitable or did not meet the specification of 
the item. 

Mr. Harpy. We are certainly not making any such contention as 
that, but I was merely trying to speak in the parlance of the big 
companies who refer to the independents as making “gyp” items. 
But the fact that they are made by this company—I can't think of 
their name. 

Mr. Scuarrer. Industrial Facilities. 

Mr. Harpy. The fact that they were made by this company does 
not necessarily imply that they were not available through the ori- 
ginal manufacturers. If Industrial Facilities happened to be par- 
ticularly good buddies of Jefferson Chevrolet, they might buy ae 
from Industrial instead of going back to the source manufacturer. 

Mr. Srarteron. Normally they would go back to the prime manu- 
facturer because of the tooling costs which would enable Jefferson 
to make a much larger profit “if they bought them from the prime 
manufacturer. 

Mr. Harpy. Maybe Industrial Facilities was already tooled up to 
make them. A lot of people made these parts. 

Mr. Srapteron. That may be so. 

Mr. Harpy. There are a lot of angles on this thing. It wouldn't 
hurt to have a little additional light thrown on this case. 

Is there anything further on this case that you have to offer, Mr. 
Schaffer. If not, let’s go ahead. 

Mr. Casry. I would like to have the figures included in the record 
and then go on to case VI. 

(See exhibit 6 for a complete listing of items.) 

Mr. Scuarrer. Case VI (Exhibit 7) involves P. L. Grissom & Son, 
Inc., also a retail Chevrolet dealer. 

Mr. Harpy. Wait a minute. The Chevrolet dealers don’t have a 
monoply ¢ 

Mr. Sravieron. This happens to be an associate company. 

Mr. Scrarrer. It is owned by the same people. 

During the fiscal year 1950 this firm was awarded contracts totaling 
$163,7 48.7 (5, and from July 1, 1950, to January 10, 1951, it was aw arded 
contracts totaling $486,439.62. 

A review of the bids discloses that P. L. Grissom & Son, Inc., began 
submitting bids on items which, by their nature, indicated that few 
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if any bids would be received. This was particularly true in the case 
of Studebaker parts. Analysis points up the fact that Grissom’s bid 

yas generally in excess of other bids when there was competition, and 
when successful there were few responses from other sources. When 
there were no responses or the bids from other companies were not 
responsive, Grissom would be asked to negotiate. 

‘Lhe Studebaker Corp. and Studebaker-franchised retail dealers 
have refrained consistently from responding to invitations for bids. 
A large portion of the parts contracted for by Grissom, a Chevrolet 
retail dealer, were Studebaker parts common to present-day Stude- 
baker vehicles. 

Upon being awarded a contract for Studebaker parts, Grissom, a 
Chevrolet dealer, contracts with United Auto Electric, a wholesale 
auto-parts distributor, who does not submit bids to the Government, 
but does in turn procure the parts from Greentield Sales & Service, a 
retail Studebaker dealer, and sells to Grissom. 

Of the 30 items reviewed, the Government paid more than the 
retail list price to a retail consumer for 19 of the items. The estimated 
cost of the manufacture of nine of the items was ascertained from 
Studebaker. The following is indicative of the unwarranted and 
avoidable unnecessary cost to the Government as shown by composite 
figures of the nine items: 

The manufacturer’s cost—that is, Studebaker’s cost—was $12.07. 
The price to the dealer on those items was $23.70, the cost to the Gov- 
ernment was $44.79. The retail list price was $37.59. 

Thus the Government is paying for these items 188 percent of a 
retail automobile dealer’s cost and 19 percent more than the list price 
for sales to a retail customer. Further, the Government, because of 
Studebaker’s refusal to bid, is forced to pay 371 percent of Stude- 
baker’s cost. 

If the items cannot be purchased by United Auto Electric, who does 
not bid direct to the Government, from a retail or other wholesale 
source, then a contract is made with small manufacturers such as 
Fairfield Engineering Co. to manufacture the parts. 

The cost of packaging these items is not reflected in the figures set 
forth and which L am going to read, because all we were able to get 
Was an estimate from Grissom as to what they contracted for. So, 
rather than including them here, you must remember that the packag- 
ing is not included. 

lor example, on one of the parts [item 1], the cost to Greenfield, 
who is a Studebaker dealer, was $8.10. They sold that part to United 
Auto Electric for $9.50. They in turn sold the part to Grissom for 
$12.38, and Grissom sold it to the Government for $18.35. Stude- 
baker’s list price on that item was $12.50. 

Mr. Casry. Do you have the cost to manufacture that item by Stu- 
debaker ? 

Mr. Scuarrer. We were successful in obtaining cost on nine of the 
items. £ will see if I can find that particular one. On that particular 
item the Studebaker cost was $4.04. 

Mr. Starteton. Do you have the part number of that ¢ 

Mr. Scuarrer. I don’t have the part number on it. 

Mr. Harpy. Well, now, presumably this item could have been pur- 
chased at retail from a Studebaker dealer, which in this case was 
Greenfield / 
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Mr. Scuarrer. That is right. 

Mr. Harpy. If he had sold it at his ev eryday retail price, he would 
have sold it at $12.50 at the most but by going through this circuitous 
route we managed to pay $18.35 for it, while it could have been bought 
over the counter for $12.50. 

I don’t know how much of this goes on. I would just like to ask 
whether any of you gentlemen knew that you were paying more than 
the parts could be purchased for at a retail store, paying for them 
on the basis of the retail price ? 

General Crawrorp. Certainly I did not. This is a revelation to 
me. I was wondering about the same thing you were: how much of 
this goes on. It is remarkable to me that some of these Studebaker 
dealers didn’t get wise to it and cut in on it for themselves. That is 
remarkable to me. 

Mr. Casey. Isn’t it true, Mr. Sipe—I will address this to you— 
that Studebaker informed the Government that they would not bid 
in the furnishing of this part? 

Mr. Sirz. Yes, sir; that is right. We had this brochure from Stude- 
baker. This came in within the last several weeks. It is dated May 
21. It shows the sources where they are known. We have tried to 
buy these parts from Studebaker for some time. 

Mr. Casey. Have you tried to buy them from the Studebaker deal- 
ers ¢ 

Mr. Strr. Yes. 

Mr. Casry. What have they had to say about it? 

Mr. Sirr. They say they can’t get a firm delivery; so, they can’t 

uote firm prices. Here is one from Stotts & Murphy, ‘Studebaker 
dashes. 

Mr. Casey. And yet Grissom undertakes to bid without having the 
parts and knowing that he has to go back to a Studebaker parts dealer 
to get it? 

Mr. Sire. That is right. 

Mr. Scuarrer. But he goes through one other step. He doesn’t 
disclose that he is the purchaser. He goes to the parts dealer, United 
Auto Electric, who goes to the Studebaker dealer, who in turn goes 
to Studebaker to get the part, and in at least four of these instances 
Studebaker went to somebody else. 

Mr. Harpy. Now, this part cost Studebaker how much to make? 

Mr. Scuarrer. $4.04 on this item we are discussing. 

Mr. Harpy. And they sold it to Greenfield for $8.10? 

Mr. Scuarrer. That is right. 

Mr. Harpy. And so the Government paid $18.35 for a part that cost 
Studebaker $4.04 to make, and Studebaker has got its normal profit, 
Greenfield got its distributing profit apparently, and United got 
nearly as much profit as Studebaker did, and Grissom gets a 50 percent 
mark-up on what he paid United for it. And Uncle Sam pays $18.35 
for an item that any private citizen could walk into a garage and buy 
for $12.50. 

Mr. Scuarrer. And usually get a discount on that, because you can 
argue them into a 15- or 20-percent or even greater discount. 

Mr. Casry. On item No. 8, where you indicate that Greenfield's cost 
was 24 cents, that United Auto Electric’s cost was 30 cents, where 
Grissom's cost was 38 cents, and the price to the Government was 58 
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cents, the list price was 40 cents. Do you have the cost to manufacture 
that item ? 

Mr. Scuarrer. The cost to manufacturé was 8 cents. 

Mr. Casey. In other words, the Government paid more than seven 
times the cost of manufacture. 

Mr. Scuarrer. That is right. Item No. 9 was six times the cost of 
manufacturing. 

Mr. Casey. In that case the cost to manufacture the item was what? 

Mr. Scuarrer. It was 3 cents, and the Government eventually paid 
18 cents for it. Studebaker’s list price was 17 cents. 

Mr. Casey. I don’t have any further questions on this case except 
to make these figures a part of the record. 

Mr. Harpy. It is so ordered. 

(See exhibit 7 for a complete listing of items. ) 


FURTHER STATEMENT OF AL C. LAZURE, CHIEF COUNSEL, 
ORDNANCE DEPARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazure. I think the approach taken by Mr. Schaffer is all right. 
Tamalsoa former alumnus of the GAO. I came from the GAO to the 
Army. 

Mr. Harpy. Then you ought to know better. 

Mr. Lazure. I would like to say that we are procuring in the neigh- 
borhood of 80,000 line items and spare parts, and an invitation goes 
out with, say, 120 items on it. Now, as I understand—and I would 
like Mr. Schaffer to correct me if I am wrong—what he did was to 
take a particular item of the 120 and then take the abstract of bids on 
that particular IFS, determine the bidder who was the low on the item 
and come out with an end result which showed that on that particular 
item of the 120 the low bidder received an excess of an excessive profit. 
I say that is perfectly all right, and if we are doing this sort of 
thing 

Mr. Harpy. Of course,you realize that the committee has a limited 
staff. On this job we have just one former GAO man who is on the 
staff working on this assignment. We don’t have as many people to 
put on this as the Detroit Tank and Automotive Center. 

Mr. Lazure. I was about to point out that we don’t have many 
people either. That is why we have to put 120 items on a list for bids, 
When the bids come in, a review clerk looks these over and says, “This 
is the low bidder.” 

Now, if we had an investigating staff that could go out and check a 
particular item against a list of bidders who have bid, it would be a 
different story. There may be 50 bidders bidding, but only four 
bidding on that particular item. Now, that is the situation we have 
here, and I would not be fair to the Ordnance Department if I didn’t 
mention that point. 

Some of these are practical problems that I am sure the subcom- 
mittee can help to alleviate. We have carefully screened your re- 
ports as to what we could do in Ordnance, such as open-end and other 
type of contract procedures to remedy these situations. 

Mr. Harpy. What have you done about that up to now? 

Mr. Lazurr. Well, on these points that you are bringing out today 
this has been my first knowledge of them. I do think, however, that 
we will have to ask our people in the field, over and above their pres- 
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ent practices, to be sure to check every procurement and every item 
on a procurement as to who is putting the bids in. 

We are writing now 1,400 contracts of over $5,000 a week in Ord- 
nance. Detroit is not doing all of that, but the volume is up astro- 
nomically. I think that, in fairness to Ordnance, I should bring out 
these points. 

Mr. Harpy. We are trying to be fair. I am glad to have these 
points brought out. as ; 

I think there has been some discussion here today of the position of 
price analyst. Is he supposed to check these things 4 ' 

Mr. Lazure. There again I might say that our price analyst is en- 
gaged on the negotiated-price side. 

Mr. Harpy. Well, the military has more personnel than anybody 
I know of. Everybody down in my district says that the military are 
hogging all the people and that nobody else can get anybody. Now, 
when this thing is getting so involved that the military comes up and 
tells me that they don’t have enough personnel to do this, when they 
have priority on everything that comes along, and when you are just 
about getting a blank check—and incidentally, 1 am going to try to 
cut down on that blank check a little bit—— 

Mr. Lazure. Well, I myself, Mr. Congressman, on looking at our 
personnel figures in the light of our load, am frank to say that I think 
you will find that the Ordnance Corps figures on personnel are not 
very much above those of 1939, when we didn’t have 95 installations 
and the procurement load for the entire armed services that we have 
today. 

Mr. Harpy. We had one agency up before this committee in the 
Eighty-first Congress which complained that they didn’t have enough 
personnel to do the job. They got a cut in their appropriation; so, 
they thereupon discharged all of their auditors so that they couldn’t 
keep track of what they spent. 

Now, I don’t know whether Ordnance is doing any of that or not, 
whether it is getting rid of their price analysis and concentrating on 
negotiators, 


FURTHER STATEMENT OF BRIG. GEN. DAVID J. CRAWFORD, COM- 
MANDING GENERAL, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General Crawrorp. Mr. Chairman, I would like to talk about that. 

Mr. Harpy. Fine. 

General Crawrorp. I went to the Detroit Arsenal just after the 
severe personnel cut of March 1947. At that time it was just obvious 
from every point of view that we didn’t have enough people to do the 
job. Not only were we limited in the numbers but we were limited in 
the qualifications: in other words, what we could pay a man all the 
way up the line. We had so many that we could have in this pay class 
and so many in the next pay class, and so many in each pay class 
through the various pay brackets. 

The first thing was to get enough — to do the job that we had 
on hand. At that time, which was July 1947, we had then, I think, 
about 1,350 people there. By the following July we had built our 
force up to somewhere around 2,000; maybe a little more. I believe 
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these figures are correct. I didn’t try to check, but they are close. 
In another year it grew again and we were getting up to around 3,500. 

Now, all through that time it was a fieht to get a few more people 
to do this job. We rec ‘ognized it; Mr. Sipe here recognized the big 
job that he had to do, and he was on my neck all the time begging 
and pleading for more people. 

Well, it was my job to adjudicate the allotment of positions in the 
engineering, manufacturing, purchasing, fiscal, service, safety, and 
security divisions, all the way across the board, as to where these 
people went. 1 took the responsibility for making those adjudications, 
and I will admit right now that I did not supply Mr. Sipe with enough 
help to do the big job he had to do. 

Mr. Harpy. Maybe you just overestimated his capacities. 

General Crawrorp. Overestimated Mr. Sipe’s capacities? 

Mr. Harpy. Yes. There are some folks who have the capacity of 
‘doing the work of three or four. 

General CrawForb. So has he, sir; but even, if he goes for a long 
enough time, that kind of a horse will break down. 

Mr. Harpy. That is a fact. 

General Crawrorp. The story is longer than you may realize. 

Mr. Casry. General, at that point 1 would like to ask this: It 
wouldn't have taken too many people to have checked Studebaker’s 
prices on these parts ? 

General Crawrorp. No, sir. 

Mr. Casey. That was information that was available from Stude- 
baker’s own catalog. 


Mr. Steer. You can’t go in and buy these parts off the shelf. Now, 


I wouldn’t want to quarrel with the subcommittee. It is getting so 
that it isn’t worth it, as far as I am concerned. 

Mr. Harpy. We don’t want you to quarrel with the subcommittee. 

General Crawrorp. I would like to follow this personnel picture a 
jittle further. 

When the time came that the country found itself in trouble—you 
see, from the point of view of engineering and manufacturing, ‘the 
fact is that we are today str uggling desper: itely to get tanks into pro- 
duction that we should have had completely engineered 3 or 4 years 
ago, or at least 2 years ago, and we are turning over to commercial 
manufacturers uniinished prototypes as to which we don’t have the 
engineering staff to complete them. We have worked on them our- 
selves. We didn’t have the engineering staff to complete age At 
the same time the engineering staff was sharing people with Mr. Sipe. 

Now, you can’t m: ake a price analyst or any other expert overnight. 
Finally the time came last July when we found ourselves in trouble, 
and we took the lid off. We started out then to build up our personnel 
staff to do the job. 

Now, we got another personnel cut I think in late 1949, October 
1949, and we immediately went back in and restated our case. We 
were cut from 4,400 to 3,800 in October of 1949. By the end of De- 
cember our case had been recognized and we were again back up with 
a ceiling of around 4,500. We continued to grow from that time on. 
But there comes a time when you can absorb people and assimilate 
them and train them just so fast. The drop this year is 10 times what 
it was last year, the money to be spent and the number of items to be 
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bought. The job has grown between 5 and 10 times what it was a 
year ago. 

Now, we would like to be able to go out on to the labor market in 
Detroit and hire able price analysts and hire able buyers to fill up 
this whole picture. But, considering the rates that we can pay white- 
collar people in the Detroit area, it is almost impossible to get them. 
We have been struggling to build up that staff. After you get them, 
it is necessary to train them in our work. 

I think that if you go over what has happened from the time Mr. 
Kerr and Mr. Vick visited us last November or October, whenever it 
was, you will find that we have made great strides in building our staff 
up. But, with the ceiling off, we are still faced with the difficult prob- 
lem of being able to hire the right man to do a job in the Detroit area. 

Mr. Harpy. I have a pretty keen recognition of some of the diffi- 
culties that a lot of the different branches of the milit: ary go through 
in trying to get on a mobilization footing,-even if it isn’t a full mobili- 
zation footing. I recognize the fact that there are personnel prob- 
lems which have been pretty acute. I am inclined to believe that your 

yroblem in finding qualified, conscientious, capable personnel is per- 
eg creater than the numerical difficulty that you have. 

General CrawForp. The problem is getting qualified people. 

Mr. Harpy. That is true. 

General Crawrorp. I certainly agree with you. We can get the 
numbers, but to get those who are pr roperly qualified for the job since 
last July has been a most difficult problem. 

Mr. Harpy. Then you have another problem of watching that you 
don’t get qualified people who have a personal ax to gr ind and want 
to dish out a few favors. I suppose you have some ‘of those : apples 
in the barrel, too. 

General Crawrorp. I have that, and I have also had to face this: 
That in this business of working these old work horses beyond the 
call of duty, over long extended periods of time until I saw their 
health breaking down and knowing that we had to go easy on them as 
otherwise we would have nothing to fall back on. That has been a 
very great responsibility that I have had to take. 

Mr. Harpy. I know that is a difficult part of this whole problem. 
At the same time we are going to have to find some way to get this 
proposition on a better basis because I am convinced that if we could 
save the amount of taxpayers’ funds that are being unnecessarily 
thrown away by the military we could cut a good many billions off the 
appropriation. 

General CrawForp. I certainly agree with that, sir. We will have 
to pay competent people to do it, and I don’t think you will find any 
firm in a $6 billion a year business where the top salary they are pay- 
ing their managerial staff is $10,000 a year. 

Mr. Harpy. We have some very serious problems there, and I frank- 
ly don’t know the answers to that. I hope we can find some. 


FURTHER STATEMENT OF AL C. LAZURE, CHIEF COUNSEL, 
ORDNANCE DEPARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazure. I would like to venture this comment with respect to 
advertised procurement. I am sure the General Accounting Office 
will review all of these contracts as part of our distribution system 
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and will agree with me, I am sure, that our advertised procurement 
practices are those commonly followed. 

Mr. Harpy. I don’t question that. It may be common practice, 
but, if it is poor business we had better change to negotiation. 

Mr. Lazure. I agree with you. 

Mr. Harpy. If we are going to let people who are parasites—I will 
put it that way—come in here and get contracts at exorbitant prices 
then we are going to have to find some other way to get the equipment 
we need. 

Mr. Lazure. I agree 100 percent with you. It is a tremendous prob- 
lem. I have studied these procurement systems pretty closely, and 
we work closely with Army, the Navy, and the General Accounting 
Office. We have to because we are interested in doing a job that is as 
good as we can, and I am sure Ordnance has the general reputation 
of doing a fine job. 

Mr. Harpy. Well, your reputation of doing a fine job has fallen 
down a little bit with me as I have reviewed some of these cases. As 
far as total volume is concerned, maybe you are doing a fine job, 
but if what we have seen here today thus far is indicative of what 
goes on generally in Ordnance, we are going to have to find a way 
to do this better. 

Mr. Lazure. I hope we can. I wanted to point out these 80,000 
line items and the number of procurements we are going through. 
I don’t know the number of cases the subcommittee has—I hope it 
isn’t too many. I hope that dollarwise they don’t amount to very 
much. 

Mr. Harpy. You can be sure that we don’t have all of them. 

Mr. Lazure. I believe these are exceptions rather than the rule. 

Mr. Stree. I bet you don’t have any good ones, either. 

Mr. Harpy. There wouldn't be any point in bringing those up. 

Mr. Stee. We save money every day. 

Mr. Srapteton. Mr. Chairman, I wonder if we could get the con- 
tract numbers of the ones in question so that we could check and see 
what our records show as to those. We couldn’t come here with the 
files, naturally, not knowing what items were involved. 

Mr. Harpy. I haven't reviewed all the items which the staff has 
prepared. I think we had better provide you with copies of these. 

Mr. Srare.ton. We would appreciate them. 

Mr. Harpy. Then you can check them. 

General Crawrorp. We are sincere in attempting to do the best 
job of this that we can. We are as serious about this as you are. We 
want to doa good job. 

Mr. Harpy. And we want you to do that. 

Mr. Casey. I would like to state at this time in connection with Mr. 
Lazure’s statement that while we didn’t propose to cover the whole 
field we did cover 86 items contained on this sheet, so that it was a 
little bit more than just a spot-check, you might say. 

Mr. Lazure. I don’t doubt that there will be cases which will be 
cited as horrible examples, but what I was really trying to point out 
is the total number of line items we are procuring. That runs from 
329,000 to 500,000. The job of getting the requirements out, pro- 
graming them, and procuring them, I am sure you will all appreciate, 
is a tremendous job. 
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Mr. Harpy. Yes. We can’t undertake to check all of those. 

Mr. Lazure. I can assure you that we and our staff people are en- 
deavoring to get as good a deal for the Government as we can, and 
T am sure that if there are better ways of doing it that you can suggest 
or that we can develop, they will be put into use. 

Mr. Harpy. I hope we can suggest some by the time we get through 
or at least present the problem in sufficiently clear form so that you 
people, with all the brains that you have represented right here, can 
come up with some answers. 

What else do you have, Mr. Casey ? 

Mr. Casey. I think with that understanding we will furnish the 
gentlemen here copies of these staff memoranda for the purpose of 
having them verify our figures. I might say that each of these figures 
is supported by, I believe, copies of original documents which are 
available and to which you may have ready access rather than going 
and digging them out yourselves. 

With that I would like to insert the figures in case VI in the record 
ess exhibit 7 for a complete listing of the items and get on to two 
specific cases about which I would like to have the subcommittee learn 
the facts as they have been developed by the staff of the subcommittee. 


FURTHER STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Casey. Mr. Schaffer, do you have some facts concerning a situ- 
ation involving the Brown Art Corp. ? 

Mr. Scuarrer. Yes; I do. 

Mr. Casey. Will you outline briefly what those facts are? 

Mr. Scuarrer. I will outline briefly and chronologically the details 
= led up to the letting of a particular contract with the Brown Art 

orp. 

On December 4, 1948, Col. S. A. Daniel was appointed special assist- 
ant to the chief of the Detroit Arsenal. 

On May 31, 1949, Colonel Daniel retired from the Army, due to 
physical disability, with the rank of colonel. His pay was scheduled 
as $4,125 a year. 

On November 15, 1949, the Detroit Arsenal was notified by the Chief 
of Ordnance that $100,000 had been allocated for the Munitions Board 
cataloging activities. They were also notified that personnel ceilings 
had not been lifted and that adjustment must be made within the 
present personnel ceilings to accomplish the work. It was also sug- 
gested that consideration be given to letting contracts for part or all 
of the work. 

On December 4, 1949, a Mr. Nathan Tunison was hired by the Brown 
Art Studio, a predecessor of the Brown Art Corp. 

On February 27, 1951, Mr. Tunison stated that he was hired by 
the Brown Art Studio in anticipation of their receiving a cataloging 
contract from the Detroit Arsenal. : ~ 

On December 12, Colonel Daniel, who was retired on May 31, 1949 
from the Army, was placed on the payroll of Brown Art Studio at 
$50 per week. 

On December 13 the books of the Garden Implement Co. reflected a 
payment of $200 to the Packaging Service Corp. for commissions to 
Colonel Daniel. 
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On December 22, 1949, a letter of clarification from the Chief of 
Ordnance to the Detroit Arsenal with reference to the cataloging 
program was received. 

On February 3, 1950—this was some 3 months after Mr. Tunison 
had been hired by the Brown Art Studio—the Detroit Arsenal re- 
quested bids for performing cataloging services. 

On March 3, 1950, the first Government contract was awarded to 
Brown Art Studio to prepare Ordnance Technical Manual 9-710 for 
the Raritan Arsenal. Six other contracts were awarded to Brown Art 
Studio for similar type work at Raritan Arsenal. None of the con- 
tracts were for cataloging activities. They were all on a negotiated, 
fixed-price basis. 

Mr. Harpy. As I understand it, none of these were for cataloging 
activities? 

Mr. Scuarrer. They were for the preparation of technical manuals. 

Mr. Harpy. What is that? 

Mr. Scriarrer. They were technical manuals showing pictures of a 
vehicle and how to service the vehicle and the parts that go into that 
particular vehicle. 

Mr. Harpy. I see. 

Mr. Scuarrer. On March 7 the Detroit Arsenal wrote Brown Art 
Studio requesting a revised bid. The letter indicates that various 
proposals had been received. 

On April 13, the Brown Art Studio was incorporated as Brown 
Art Corp.. with the following officers and increasing the salaries 
of each as follows: 

The president was named as Roy E. Brown, and his salary was 
increased from $100 per week to $184.63. 

The vice president and general manager was named as Robert W. 
Morden, and his weekly salary was increased from $150 to $276.94. 

The vice president and treasurer was named as Harold L. Keith, 
and his salary was increased from $150 to $276.94. 

The vice president and secretary was named as Harold C. Morden, 
and his salary was increased from $150 to $276.93. 

On May 4, Colonel Daniel was placed on the payroll of the Garden 
Implement Co. at $25 for 2 days a week. 

On May 8 the Brown Art Co. was awarded contract No. DA-20- 
089-Ord 1303 for $234,000 for cataloging services at the Detroit 
Arsenal, reimbursement to be on an hourly basis plus overhead and 
profit. 

On May 15 the Brown Art Corp. began charging the time of Colonel 
Daniel to this contract, and in that week Brown Art paid Colonel 
Daniel $80. 

On May 22, Colonel Daniel’s salary at Brown Art Corp. was in- 
creased to $100 a week. 

On May 29 Brown Art Corp. began charging a portion of Daniel’s 
time to the Raritan Arsenal contracts. 

With one or two minor exceptions, Daniel’s full time of 40 hours a 
week was allocated to the Detroit and Raritan Arsenal contracts. 

This practice was continued through December 31, 1950, the latest 
date of which I have a record. 

On September 7, while this time was being charged, that is 40 hours 
per week on those contracts of the Brown Art Studio, Colonel Daniel’s 
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salary at Garden Implement Co. was increased from $25 to $100 a 
week. 

On reviewing this very briefly it would appear that Brown Art 
Corp. had substantial reasons for believing that it would be awarded 
a catalog contract because Nathan Tunison and Colonel Daniel were 
placed on the payroll at Brown Art Corp. on or about December 4 
and 12, 1949, although a formal request for proposals was not issued 
by the Detroit Arsenal until February 3, 1950, and the contract was 
not awarded to Brown Art Corp. until May 8, 1950, 

The Brown Art Corp. records show that commencing with the week 
of June 5, to December 31, 1950, 683 hours of Colonel Daniels’ time 
was charged to the catalog contract, No. 1303, as a cost item and 489 
hours were charged to the Raritan contracts. 

These hours were accounted for as a full 40 hours per week, but 
during this time Colonel Daniel was also employed by Garden Im- 
plement Co. and had a commission ararngement with the Packaging 
Service Corp. 

The income that we were able to trace of Colonel Daniel for the 
year 1950 was the retired Army pay of $4,150, commissions received 
from the Packaging Service Corp. of $400; the saiary from the Brown 
Art Corp. of $4,080, and the salary from Garden Implement Co. of 
$2,150, a total of $10,750.63. 

Evidence in the files which can be later introduced indicates that 
Colonel Daniel had not contracted technically for the execution of 
the work and that physically he spent but few hours at the locations 
where the work was being performed. 

Mr. Harpy. The first question I want to raise is this: 

The total of contracts beginning on March 3 and up to June 12, 
1950, amounted to $175,688.01. Out of what allocation did that 
winount come ¢ 

You have indicated that on November 15 there was a notification 
by the Chief of Ordnance that $100,000 had been allocated for the 
Munitions Board cataloging activities. 

Mr. Scrarrer. Yes, sir. 

Mr. Harpy. You haven’t anything subsequent to that to point out 
the additional allocation ? 

Mr. Scuarrer. No, sir; we were unable to trace it? The $173,688, 
of course, would not be out of that $100,000 allocation. Those were 
technical manuals at Raritan Arsenal. 

But the $234,000 would be for the same purpose for which the 
$100,000 was allocated. 

Mr. Harpy. You have not checked to determine when the remainder 
of the $234,000 was allocated for cataloging ? 

Mr. Scuarrer. No, sir. 

Mr. Harpy. You have not checked that in order to determine the 
source of the appropriation for the manuals? 

Mr. Scuarrer. No, sir; we have not. 

Mr. Harpy. All right, go ahead. 

Mr. Casgy. At this point, Mr. Schaffer, I think it would be appro- 
priate to ask General Crawford if he has any facts or information 
concerning this contract, which I believe we specified in our letter 
to him would be the subject of some questioning. 
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FURTHER STATEMENT OF BRIG. GEN. DAVID J. CRAWFORD, COM- 
MANDING GENERAL, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General Crawrorp. I can give no specific facts myself. I think 
Mr. Sipe and Mr. Stapleton will be able to comment on that. 

I knew that Brown Art Corp. was doing some work for us, but I 
didn’t know how much it amounted to or the exact nature of it until 
this matter came up. 

Mr. Harpy. You knew Colonel Daniel ? 

General Crawrorp, Oh, yes; I know Colonel Daniel quite well. 

In fact, sometime back, after the contract was placed, I knew that 
he worked for some firm that. was doing cataloging work in connection 
with the field service manuals. I didn’t know that he was connected 
with this firm at all until after the contract had been awarded and 
work was in progress. I found out about it through a rather unusual 
circumstance. 

Last summer when everything began to tighten up securitywise I 
had all of the tags, the arsenal tags on all automobiles not belonging 
to employees of the arsenal collected by the safety and security officer. 
He mentioned that Colonel Daniel felt a little badly about it because 
he was not in too good health. He had been working there, and it 
was causing him some difficelty. 

He had been entitled to come in and park his car in the vicinity 
where he worked inside the gate, and this required him to walk quite 
a little distance across the arsenal grounds. 

But as to the details, I don’t think I can comment, and I would rather 
refer this to Mr. Sipe and Mr. Stapleton who can discuss it in much 
more detail. 

Mr. Harpy. Mr. Sipe, or Mr. Stapleton, do you have some informa- 
tion on this? 

Mr. Stee. This was a multiple negotiation. I was just trying to find 
out from our file how many people we had on the original list, but I 
think it was between 15 or 20 to start with. 

We didn’t know too much at that time when we started this deal 
about what we were buying. 

As we went along it developed—we learned, and we asked for new 
bids. We had three go-rounds on this. 

The third time we took the three low bidders who were Brown Art 
Corp., Remington Rand, and H. L. Yoh Co., and we said, “Now, this 
is the time we are going to have to lead with our Sunday punch. 
Here are the rules. You are going to have to tell us how many people 
you will need in each category, what your hourly rates are, what your 
burden is, and so forth. Don’t send your bids in. You will all come 
in and sit around the table and we will open them up publicly, and the 
low bidder will get it.” 

That is what we did. 

Mr. Casry. Can you give the dates of these three go-rounds ? 
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FURTHER STATEMENT OF THOMAS F. STAPLETON, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Srapteton. We got quotations from eight suppliers. I will 
list the names. They are the Design Service Co., Henning & Cheadle 
Co., Inc.; Smith, Hinchman & Grylls, Inc., Remin ston Rand; Nelson 
Associates, Inc.; Roy Bernard Co.; and Brown Tirte Studio. That 
was their name at that time. 

Mr. Casry. What was the date of those bids ? 

Mr. Srapteton. This started off first of all on the 3d of February 
1950. 

We had quotations from these companies. They each responded. 
At the time each of the companies responded, they estimated the 
number of people, the categories those people would be in, and the 
number necessary to complete the job. 

It ended up that we were just about unable to evaluate the bids be- 
cause one fellow said that he needed a whole lot of low-priced help 
and would only need two or three high-priced help, while the other 
fellow said that he couldn't do it that w ay and that he had to have a 
number of high-priced help and only a few low-priced help. 

We didn’t know what kind of ground we were standing on and we 
had to get some more infor mation. 

As Mr. Sipe said, we didn’t know what this was supposed to be 
ourselves. 

We had had some limited experience and we had samples of the 
things they were going to prepare, but nobody was thoroughly con- 
versant with the actual operation of it. 

So we went into it a lot more deeply, and we came up with our own 
estimate of the people that were required to complete the job, as to 
their abilities, and as to the categories they would be placed in, and 
the number of people in each category. 

Then we requested quotations from each of these contractors, those 
we had contacted originally, on the basis of the allocation that we 
made. We received a number of bids. I will see if I can find an ab- 
stract of those. 

Mr. Harpy. Did each of those eight concerns submit detailed pro- 
posals for doing this work ? 

Mr. Srarteton. Yes, sir. 

Mr. Harpy. And they submitted them on the same dates originally ? 

Mr. Srapieron. Originally, no. They submitted information as 
to classes of people. 

Mr. Harpy. Did they submit them on the same date ? 

Mr. Srarteron. No. 

It was not an IFB. They came in in response to our original re- 
quest for quotations. 

Mr. Harpy. Who did the negotiating with them ? 

Mr. Srapteron. What is that, sir? 

Mr. Harpy. Who did the negotiating with them at that time? 

Mr. Strapieron. One of the buy ers at the Detroit Arsenal, a fellow 
by the name of Billoette who is a negotiator. 

Mr. Harpy. Where is he now? 

Mr. Starteron. He still works for us. 

Mr. Harpy. And he made the original contacts with these people? 

Mr. Srapteron. That is right. 
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Mr. Harpy. At what stage of the game did either of you two gen- 
tlement become involved in these matters ? 

Mr. Srarteron. I didn’t get involved in this matter until they pre- 
sented it and wanted to know what I thought about it. That may 
have been after the bids were opened. I don’t recall. 

Mr. Harpy. What was the name of that man again? 

Mr. Srapteton. Billotte. 

Mr. Harpy. Will you spell it? 

Mr. Srapieton. B-i-]-]-o-t-t-e, I believe. 

Mr. Harpy. Did you call him a buyer? 

Mr. Strapieron. A negotiator, or a buyer. 

Mr. Harpy. What did he know about cataloging ? 

Mr. Stapteton. Not very much. 

Mr. Harpy. Well, who gave him the asignment of working this 
thing out ? 

Mr. Srapteron. Mr. Draudt over here is the cataloging expert. 

Mr. Harpy. Now, you have an expert. - Thank God for that. 

Mr. Dravpr. I am sorry he said that. 

Mr. Harpy. I haven’t found that we have had too much expert 
testimony. In fact, I am not too happy about the testimony that 
we have had from General Crawford because it hardly seems con- 
ceivable to me that you would have a colonel associated with you 
up until just a few months before he became connected with Brown 
Art Studio and know nothing more about it than you indicated a 
while ago. 

Will you go ahead ? 


STATEMENT OF HAROLD A. DRAUDT, CHIEF, RECORDS SERVICE 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Dravupr. The office of Chief of Ordnance assigned to the De- 
troit Arsenal at that time the responsibility for the Munitions Board 
cataloging program. The portion of the program assigned to us at 
that time was for describing each item of the automotive supply, 
project category 262. 

We had had, up to that time, no experience in the Munitions Board 
cataloging program. 

We have had experience, of course, in ordnance cataloging. 

Now, in ordnance cataloging we deal primarily with manufacturers’ 
parts numbers and stock numbers for the items and basic nomen- 
clature, whereas in the Munitions Board cataloging program they 
go into fairly minute detail on specifications, type of material, and 
so forth, and dimensions. 

Our assignment at this time appeared to be this: The Office of 
Chief of Ordnance gave us a description pattern that they felt most 
of our items would meet. This information was passed on from my- 
self to the procurement people, Mr. Sipe specifically, Mr. Billotte, 
and then from that point on Mr. Billotte picked it up by going out by 
letter with excerpts from my memorandum to him included in that 
letter as to what the program would be. 3 

Mr. Harpy. I wonder if anybody here is qualified to justify as 
to just what transpired between Mr. Billotte and these eight concerns? 

Mr. Strr. We have the Jetters from the companies. 
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Mr. Harpy. I understood your statement to be that these people 
came in and the matter was discussed with them. That wouldn’t 
show in your correspondence. 

Mr. Sree. Well, no. We brought in, we brought in all of the 
prospective bidders. 

I don’t know who else was doing this work. I guess the Navy 
was doing it. We got the people who were currently doing this 
kind of work, and we brought them all in. We sat down around a 
table, and Mr. Draudt, together with somebody else from Stock 
Control or Field Service explained it to them, what this amounted to. 

Mr. Harpy. Were you there, Mr. Sipe? 

Mr. Sire. No. 

Mr. Harpy. How do you know that that is what happened ? 

Mr. Sire. Mr. Draudt, you were there. 

Mr. Harpy. Mr. Draudt, will you tell us what happened? 

Mr. Dravpr. We did have that meeting. I can’t recall the names 
of those present, but I assume all of these people were. 

Mr, Harpy. Mr. Sipe just said he wasn’t there. 

Mr. Dravpr. I am talking about the prospective contractors. Mr. 
Billotte was present. I know that. 

I believe Mr. Monfette was there also. 

I believe Mr. Loveland from the Field Service Department was 
there. 

We discussed this program with those people all around the table, 
similar to what we are doing right now. 

Mr. Harpy. Can you tell us what the date of that meeting was? 

Mr. Dravpr. I don’t have that record here. That was listed in the 
first letter Mr. Billotte sent out. He told them when we would have 
that meeting. 

Mr. Harpy. You didn’t keep a transcript of what went on at that 
meeting, did you? 

Mr. Dravvr. Mr. Sipe’s people handled it personally. I did not. 

Mr. Harpy. Was any transcript of the meeting kept? Mr. Sipe 
wasn’t there, and he wouldn’t be able unless he has had somebody 
assigned to him 





FURTHER STATEMENT OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Sirr. The purpose of the meeting was to explain to these gen- 
tlemen what we were trying to buy. 

Mr. Harpy. Was a transcript kept of the meeting ? 

Mr. Sree. I don’t know. 

Mr. Harpy. The answer, then, is that so far as anybody here knows 
there was neither a transcript nor any minutes or any memoranda as 
to actually what took place at that meeting kept. 

Is that a correct statement ? 

Mr. Sire. Maybe the letter inviting these people to the meeting 
would serve. 

Mr. Harpy. That wouldn’t serve a thing in the world, Mr. Sipe. 
There are a lot of things in a letter of invitation that don’t transpire 
at the meeting, and there may be a lot of additional things that do 
transpire. 
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Mr. Casev. Mr. Sipe, do you know Colonel Daniel ? 

Mr. Sire. Yes. 

Mr. Casey. Do you know he was connected with Brown Art Studio? 

Mr. Sire. Yes, but not at the time. 

Mr. Harpy. When did you? 

Mr. Casey. When did you first find out? 

Mr. Sree. Sometime after we placed the contract. 

Mr. Harpy. Now, doesn’t that seem just a little unusual to you, 
General ? 


FURTHER STATEMENT OF BRIG. GEN. DAVID J. CRAWFORD, COM- 
MANDING GENERAL, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General Crawrorp. No, sir. 

Mr. Harpy. Here is a man who has been on duty there for a con- 
siderable period of time, and here is a company that is negotiating for 
a contract. They employ him and nobody on your staff knows that 
he is connected with this company until after the contract is awarded. 

General Crawrorp. I would like to explain the situation a little bit. 
Tam sure that I can see how it would be difficult for you to understand, 
but Colonel Daniel was in a very serious condition for a long time. 
It was questionable as to whether he would live or not. He had had 
an operation in which one kidney had been removed and it was a 
well-known fact that the other kidney was badly infected. 

There was a question as to whether he would work again. 

We were very busy there, and he was not living on the post at all 
any more, as a retired officer. He was entirely out from under our 
control. I had no occasion to see him and did not see him over ex- 
tended periods of time. 

Mr. Casey. General, isn’t it a fact that Colonel Daniel was as- 
signed space right next door to your office after this contract was 
let 

General Crawrorp. Not right next to my office, I don’t believe. 
There was a desk in an office just across from mine on which his old 
name plate was kept. It stayed there for a long time, but I didn’t see 
him at that desk. I am quite sure that he didn’t use it for any active 
work. If he did, I didn’t see him at it. 

I don’t think it was his desk, as far as I know. 

Mr. Harpy. This strikes me a little peculiar and is a little diffi- 
cult for me to understand. 

I note that he was retired for disability on May 31, 1949. He had 
evidently sufficiently recuperated to become active again by Decem- 
ber 12, about 6 months later. 

General Crawrorp. He had been in bad health. This business of 
retiring an officer requires quite a little time. He had not been on 
active duty for a long period of time. 

I believe it was back in 1948 that he took his physical examination 
where for the first time something was found wrong with him. He 
was sent up to Perey Jones Hospital, and he was found to be in very 
serious condition there. 

He was not on active duty after about May. The only reason he 
stayed on our rolls out there was because that is where he was as- 
signed at the time. We carried him on our rolls until he was retired, 
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but I didn’t see him for long periods of time at all and had no associa- 
tion with him. 

Mr. Harpy. Well, it is a little unusual, well, maybe not, but I just. 
can’t tie the threads together very well. 

Mr. Sree. Would this help any? 

Mr. Harpy. Just a minute. Let me make this observation. 

He was retired on May 31, and it is entirely possible that he may 
have gone through a considerable period of inactive duty for re- 
cuperation before his actual retirement took place. 

General Crawrorp. He was at home or at the hospital, one or the 
other. 

Mr. Harpy. That is entirely possible, but he was retired on May 31. 

On November 15, notification comes through to the Detroit Arsenal 
ot an allocation for $100,000 for cataloging work. Less than a month 
later he is employed by Brown Art Studio apparently to supplement 
the employment of a Mr. Tunison who states that he was hired be- 
cause a Art Corp. was expecting to get the contract for cata- 
loging for the Detroit Arsenal. 

Now, those statements seem to have some significance. 

General Crawrorp. I agree with you, but we knew nothing about 
the internal business of Brown Art Studio. I certainly knew nothing 
about them. I had heard their name, but I did not have any negotia- 
tions with them myself. 

Mr. Dravpr. I have something here that isn’t directly related to 
Brown Art Studio. However, we did have a contract on this Muni- 
tions Board cataloging work prior to the Brown Art contract. This 
contract was with H. L. Yoh Co. 

At that time we only contracted for one phase of the program be- 
cause we did not know where we were going on the complete program. 
So we contracted with H. L. Yoh Co. for the initial phase of it. 

At that time I believe Brown Art and numerous of these other or- 
ganizations submitted quotations on that first smaller contract. 

As I recall, it ran about $15,000. They all knew that we anticipated 
contracting for the remainder of the program when we received suf- 
ficient information from Office Chief of Ordance to go ahead. 

So Brown Art was not the only concern that anticipated our ask- 
ing or seeking another contract. 

Mr. Sier. They were competitors of H. L. Yoh Co. on the first 
contract. 

Mr. Dravpr. I believe so. 

Mr. Sire. They don’t want to hear that. 

Mr. Casey. Mr. Tunison, will you take a seat down here, if you will, 
please. 

Will you identify yourself for the record, please ? 


STATEMENT OF NATHAN H. TUNISON, ENGINEER, RESEARCH AND 
DEVELOPMENT DIVISION, ORDNANCE TANK AUTOMOTIVE CEN- 
TER, DETROIT ARSENAL 


Mr. Tuntson. Nathan H. Tunison. Iam an engineer with the Re- 
search and Development Division of the Detroit Arsenal. 

Mr. Casry. Are you the gentleman who has been referred to as 
having been employed by Brown Art Studio at one time ? 

Mr. Tuntson. That is correct. 

Mr. Casey. When were you first employed? 
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Mr. Tunison. I went with Brown Art in October 1949. 
Mr. Casey. Where had you been employed prior to that time? 

Mr. Tuntson. With Kaiser-Frazer. 

Mr. Casey. Had you had any previous Government experience? 
Mr. Tuntson. Yes. I was with the Research and Development 
Division from November 1944 to January 1948, as an engineer in the 
Research and Development Division, Electrical Section. 

Mr. Casey. From January 1948 up until October of 1949, you were 
with Kaiser-Frazer? , 

Mr. Tunison. Yes. I was technical editor of the service publi- 
cations. 

Mr. Casry. Now, when you were hired by the Brown Art Studio, 
what was the nature of your job? 

Mr. Tunison. Well, I became acquainted with Brown Art Studio 
when I was with Kaiser-Frazer. The Brown Art Studio was doing 
art work for us in connection with our shop manuals and various 
service publications. 

They approached me to come with them. They anticipated doing 
this Government work. They didn’t know exactly what it was going 
to be, whether it would be technical manuals or what, but they wanted 
me to form the nucleus of a technical staff to do writing in connection 
with these manuals. 

Mr. Harpy. They had a pretty good idea then that they were going 
to get the contract ? 

Mr. Tuntson. They probably felt that they were. 

Mr. Harpy. At least they conveyed that impression to you? 

Mr. Tuntson. That is correct. 

Mr. Casey. Now, what was your work to be in connection with these 
technical manuals as distinguished from this cataloging work? 

Mr. Tunison. 1 don’t believe it was definitely determined. When 
I went with them in October, I did considerable writing on commer- 
cial contracts for Nash, Hudson, and various other people that they 
were doing work for. At that time, or during that time, they did 
obtain a contract in connection with the MBCA that they were doing 
through Raritan. 

I had nothing to do with the job. I didn’t work on it. 

Mr. Cassy. Now, shortly after you were hired, Colonel Daniel was 
hired by Brown Art? 

Mr. Tunison. I met Colonel Daniel at Brown Art some time prior 
to April when they got the contract with the Detroit Arsenal in con- 
nection with the cataloging. 

Mr. Casey. Well, you were to form a nucleus of this new group 
in Brown Art to perform the Government work ? 

Mr. Tunison. That is correct. 

Mr. Casey. Who else was in that group besides yourself? 

Mr. Tuntson. Nobody. 

Mr. Casey. You were the only one? 

Mr. Tuntson. That is correct. 

Mr. Casey. Can you pin-point the date when you met Colonel 
Daniel any better for us? 

Mr. Tunison. I am sorry, but I did not attach any significance 
to it. I met the gentleman in the office. I met the gentleman in the 
office there. I was introduced to him. I didn’t even know, as I said, 
what he was going to do; what his capacity was going to be. 
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Mr. Casry. He was not associated with the work you were per- 
forming ¢ 

Mr. Tunison. No, sir. 

Mr. Harpy. This was not until after the contract had been awarded 
to Brown Art? 

Mr. Tuntson. No; it was before the contract was awarded to 
Brown Art. 

Mr. Harpy. I am thinking now about the manual contracts. 

Mr. Tuntson. Well, I don’t know when the manual contract was 
awarded to Brown Art. ’ 

Mr. Scuarrer. The first one was March 3. 

Mr. Tuntson. Well, I don’t know the date I first met Colonel 
Daniel. 

Mr. Casey. Did you ever have anything to do with these manual 
contracts ¢ 

Mr. Tuntson. No, sir; I was never in on any of the contractual 
negotiations in connection with any of the Brown Art contracts. 

Mr. Casry. What did you do at Brown Art Studio from the time 
you were hired in October until they finally got the cataloging in 
May? 

Mr. Tunison. I wrote for the commercial accounts. I wrote the 
operators’ manual for Nash and considerable publication material 
for Hudson and other commercial accounts that they had. 

Mr. Casey. Well, did you state at one time that you had been hired 
by Brown Art Studio in anticipation of their receiving a cataloging 
contract from the Detroit Arsenal ? 

Mr. Tuntson. Not necessarily in connection with it. 

Mr. Casey. All I am asking you is whether you made that state- 
ment at one time or another ? 

Mr. Tuntson. I don’t believe so, not in connection with a catalog- 
ing contract. 

Mr. Casry. Well, you were interviewed by an auditor for the Gen- 
eral Accounting Office concerning your connection with this. 

Mr. Tonison. That is right. 

Mr. Casry. And you made certain statements to him at that time? 

Mr. Tuntson. Yes, sir. 

Mr. Casry. And you don’t recall or remember stating at that time 
that you were hired by Brown Art Studio in anticipation of receiving 
a cataloging contract from Detroit Arsenal ? 

Mr. Tuntson. I made a statement to him that I was hired by Brown 
Art Studio in connection with certain publications that they antici- 
pated doing for the Government. I don’t remember indicating the 
‘ataloging contract as the particular one. 

Mr. Casey. How long did you stay with Brown Art Studio? 

Mr. Tuntson. I stayed with Brown Art Studio from October 1949 
to October of 1950. 

Mr. Casey. During the course of your employment there, did you 
have occasion to work with Colonel Daniel on the cataloging contract ? 

Mr. Tuntson. What do you mean by working with him? 

Mr. Harpy. Don’t ask him. Any sort of work with him. 

Mr. Tunison. I was assigned as project engineer on this. 

Mr. Harpy. Did he work with you then—let’s put it that way. Did 
he do any work in connection with the work you were doing? 
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Mr. Tunison. As far as the execution of the daily work is con- 
cerned, and the supervision of the employees, that was under my 
control. 

Mr. Harpy. Well, do you know whether he did any work in con- 
nection with that ¢ 

Mr. Tuntson. No, sir: I do not. 

Mr. Casry. Do you know whether he did any? You were the 
project engineer from Brown Art Studio, were you not, in carrying 
out this contract 2 

Mr. Tuntson. Yes, sir. 

Mr. Casey. And if Colonel Daniel had done any work under that 
contract you would know about it, wouldn’t you ? 

Mr. Tuntson. I say that he didn’t do anything as far as I know 
on the operation that I was concerned with there. I don’t know 
what his capacity was. I don’t know what his function was. 

Mr. Casey. You don’t know to this day what his function was? 

Mr. Tunison. No, sir. 

Mr. Harpy. So far as you know, he didn’t do any work at all? 

Mr. Tuntson. I am afraid I don’t. 

Mr. Meaper. How large an organization is Brown Art Corp.? 

Mr. Tuntson. At the time I went to work for them in October of 
1949, I believe they probably had 20 or so commercial artists there. I 
wouldn’t know exactly, but it was something in that neighborhood. 

Mr. Meaver. In other words, the total employment of the organ- 
ization wouldn’t run over 20 or 25 people ? 

Mr. Tuntson. I doubt it. 

Mr. Harpy. They were all specialists in that particular field? 

Mr. Tuntson. Yes, sir. 

Mr. Meaper. You were all housed in one building ¢ 

Mr. Tuntson. Yes, sir. 

Mr. Meaper. In other words, you would not be familiar with the 
work that wasn’t done directly under you? 

Mr. Tuntson. No. I was rather busy on the particular contracts I 
was working on for Nash and Hudson. They occupied a floor in the 
Charlevoix Building, and the officers were more or less segregated 
here and there. 

Mr. Meaver. How many of these 20 people were working under 
you? 

Mr. Tunison. None. I was doing technical writing in connection 
with their Nash and Hudson contracts. 

Mr. Harpy. In connection with the cataloging contract by the 
arsenal, you said that you were in charge of that work ? 

Mr. Tuntson. Yes, but not there. When they obtained the contract, 
I immediately went to the Detroit Arsenal and I spent a couple of 
weeks there in an indoctrination program with Mr. Layton and Mr. 
Houseman who were ordnance coordinators for the job and who were 
familiar with the MBCA requirements. That was in order to acquaint 
myself with the scope of the job. 

Mr. Casey. Now, were there any employees of Brown Art Studio 
other than yourself used on this contract ? 

Let me rephrase that question. 

How many employees did Brown Art Studio have on this contract 
for cataloging? 
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Mr. Tuntson. At the time I left Brown Art Studio I believe we 
had about 30 employees at the Detroit Arsenal. 

Mr. Casry. Were any of those employees employed by Brown Art 
Studio prior to the date that this cataloging contract was let? 

Mr. Tuntson. I don’t believe so. 

Mr. Casey. Do you know that to be a fact ¢ 

Mr. Tunison. Yes, sir. I don’t believe any of them were in the 
employ of Brown Art Studio prior to their getting that contract. 

Mr. Casry. So that at the time the contract was let you were the 
only person who could be considered as qualifying Brown Art Studio 
to do the work ¢ 

Mr. Tunison. Yes, sir. 

Mr. Casey. And every employee who was hired to do the work by 
Brown Art Studio was hired after the contract was let other than 
yourself ¢ 

Mr. Tuntson. That is right: 

Mr. Harpy. Now, I believe it has been testified that the contract for 
the cataloging services was awarded on May 8. Then from May 8 
until October of 1950 it was your job to get the program set up and 
into operation ? 

Mr. Tuntson. That is right. 

I went out there, and with the assistance and under the direction 
of Mr. Layton and Mr. Houseman, we started integrating the people 
into the set-up to do this MBCA cataloging work. 

Mr. Casey. Then in October of 1950, after you had some months 
to get the thing in operation, you went over to the arsenal ? 

Mr. Tunrson. No, sir. I resigned and tendered my resignation to 
Brown Art Corp. 

Mr. Harpy. You tendered your resignation to Brown Art in October 
of 1950; is that correct ¢ 

Mr. Tuntson, That is correct. 

Mr. Harpy. During that period from May until October, you at no 
time had any contacts with Colonel Daniel in connection with the per- 
formance of the contract at the arsenal; is that right ? 

Mr. Tunison. No. I saw the colonel quite frequently. 

Mr. Harpy. I am talking now about whether he carried on any 
activities in connection with it. 

Mr. Tuntson. Not to my knowledge. 

Mr. Harpy. Well, you would have known if you were in charge of 
the contract, would you not? 

Mr. Tunison. Yes, sir. 

Mr. Harpy. When were you employed by the arsenal ? 

Mr. Tunison. I came back with the arsenal in March of 1951. 

Mr. Casey. Did you have anything to do with the negotiation of 
the cataloging contract ? 

Mr. Tunison. No, sir. I was in on none of the negotiations with 
respect to any of their contracts. 

Mr. Casry. Did you have anything to do with the preparation of the 
schedules that have been referred to here as to the number of employ- 
ees and the grades and salaries they would have to be paid ? 

Mr. Tuntson. No, sir. 

Mr. Casry. And yet you were the only employee of Brown Art 
Studio that undertook to carry out this contract once it was let ? 

93669—52——6 
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Mr. Tuntson. That is correct. 

Mr. Casey. Do you know who did the negotiating of the contract 
for Brown Art Studio? 

Mr. Tuntson. Well, as far as I know, it was Mr. Robert Neff and 
Mr. Robert Morden. 

Mr. Casey. When you say so far as you know, you are assuming 
they are the ones, are you not? Ordo you know ? 

Mr. Tuntson. I don’t know who carried on the negotiations. 

I know that they did, but if there was anybody else, I wouldn’t 
know about that. 

Mr. Casey. Were you kept advised between the time you were hired 
and the time the contract was actually let as to the progress of these 
negotiations ¢ 

Mr. Tuntson. Not exactly. I heard comments from both Mr. 
Robert Neff and Mr. Robert Morden to the effect that they had the 
contract, then that they thought they had-lost the contract, and then 
again that they thought they ‘had the contract, and so on. 

“Mr. Casey. What were you being paid by Brown Art Studio? 

Mr. Tuntson. When I jeft Kaiser-Frazer, they wanted me to come 
with them, and they offered me the same pay as I was getting at Kaiser- 
Frazer, which was $6,000 a year. 

When they did not obtain this contract. as quickly as they thought 
they might, they came to me and said that they felt they would have to 
ask me to take a reduction in pay which w ould be a temporary measure 
until they obtained the contract and that then they would place me 
back at my other salary and perhaps more, because the original offer 
they had made me was one in excess of what I had been making at 
Kaiser-Frazer. That never did materialize. 

When I approached Robert Neff sometime after we were actually 
operating, he said that in the end they had had to take the contract at 
such a figure that they could not afford to pay the project engineer 
more than $100 a week. That is the salary I received from them. 

Mr. Casry. Those circumstances give some support to the belief 
that you were hired in anticipation of the Brown Art Studio getting 
this particular cataloging contract. In fact, your salary was fixed 
in anticipation of that contract being the one that you would work on. 

Mr. Tuntson. I believe so, because in connection with this contract 
they had with Raritan on technical manuals they didn’t want me to 
do any work on that because they were waiting for the results or the 
negotiations on this cataloging deal as they felt I should head that and 
carry on that work at the ‘arsenal, 

Mr. Casry. Perhaps I got the wrong impression of your original 
testimony, but you said that you had not been hired in anticipation 
of this particular cataloging contract, but only in anticipation of 
getting some Government work. 

Mr. Tuntison. Yes. 

They intended, as I understood it, to bid on a variety of Govern- 
ment invitations that encompassed writing and work in that related 
field. ‘ 

Mr. Casry. But from the very outset your salary and your em- 
ployment was hinged upon Brown Art Studio getting this cataloging 
contract ¢ 

Mr. 'Tunison. I am not positive—— 
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Mr. Harpy. That is what you just testified to. Didn’t you just 
testify a moment ago to the effect that you were requested to take a 
reduction in pay because this contract had not yet come through? 

Mr. Tuntson. Yes, sir; but that was after I was with them. 

Mr. Harpy. I understand that, but hadn’t you had that under- 
standing with them from the beginning ? 

Mr. Tuntson. It wasn’t necessarily in connection with this catalog- 
ing effort. It was in connection with any contract; the cataloging 
contract came along a little later. 

Mr. Casey. Well, now, when you were approached while you were 
still in the employ of Kaiser-Frazer the most natural question that 
would be discussed at the outset is how much money you were going 
to get. 

Mr. Tuntson. Yes, sir. 

Mr. Casey. I believe you testified that they offered to pay you the 
same salary you were getting at Kaiser-Frazer, namely, $6,000 a 
year, but represented to you that that would be a temporary basis 
and that when this contract came through you would probably get 
more than you were getting at Kaiser-Frazer. 

Mr. Tunison. That is right. 

Mr. Casey. How much more was the figure that was mentioned ? 

Mr. Tunison. They stated that the project engineer on the job 
should get between $600 and $625 a month. 

Mr. Casry. Is the project engineer’s salary on that job charged 
directly to the Government as a reimbursable item of cost? 

Mr. ‘Tuntson. I don’t know. 

Mr. Harpy. You are not familiar with the terms of the contract? 

Mr. Tuntson. No, sir. I have never seen the contract. 

Mr. Meaper. By project engineer, you mean project engineer on 
this Munitions Board cataloging activity ? 

Mr. Tuntson. That is what it finally developed into. 

Mr. Meaper. I mean that is what you had in mind when they talked 
about giving you a raise up to $600 or $625 a month: that is, project 
engineer on this Munitions Board cataloging activity ? 

Mr. Tuntson. That is right. 

Mr. Meaper. So that you knew while you were still with Kaiser- 
Frazer that that was what they were hiring you for? 

Mr. Tuntson. Well, I don’t remember exactly whether it was that 
particular MBCA item. I don’t know whether that was even in the 
picture at that time, or not. 

Mr. Mreaper. But you said that they said your increase in salary 
would be based upon the position of project engineer for this project. 

Mr. Tuntson. No. I could have been project engineer on many 
projects that they had in connection with their technical manual con- 
tracts or any other publications they were doing. 

Mr. Casey. Was the matter of salary in any way related to your 
resignation from Brown Art Studio? 

Mr. Tuntson. Yes, and a couple of other things. As I said, 1 ap- 
proached Robert Neff for the reason I told you. He said that they 
could not pay me more than they were paying me. Sometime later 
when I koa been with them a vear, I asked Robert Neff about a vaca- 
tion, and he said he would check on it. I went along for quite a while, 
and I asked repeatedly. 
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Finally, he said that they had held a meeting and had decided that it 
was not company policy to grant a vacation. 

It was after that that I tendered my resignation. 

Mr. Harpy. They were extending vacations to none of their per- 
sonnel ? 

Mr. Tuntson. Yes; that is correct. 

Mr. Harpy. You didn’t know at that time that Colonel Daniel was 
getting his $100 a week? 

Mr. Tuntson. No, sir; I did not. 

Mr. Harpy. As project engineer on this project ? 

Mr. ‘Tuntson. No; I had no knowledge of that. 

Mr. Meaver. Did you know that they had incorporated and had 
raised their salaries about $125 a week, that is, Robert Morden, Harold 
Keith, and Harold Morden ? 

Mr. Tunison. No, sir. 

Mr. Meaper. You didn’t know that? 

Mr. Tunison. No, sir; 1 knew they had incorporated. 

Mr. Meaper. If you had known that, you would have had a little 
less doubt about their ability to grant you a raise. 

Mr. T'unison. And probably a lot sooner. 

Mr. Harpy. Well, we are not going to be able to finish this one item 
this afternoon. Iam a little bit disturbed about some of the testimony 
we are getting. 

I am sorry we didn’t ask you to bring along the gentleman who did 
the negotiating on these matters. 

We can’t meet tomorrow morning. I think we will try to meet to- 
morrow afternoon. 

Mr. Sipe, we asked you to bring along some information from your 
files on this case. 

Mr. Stet. I have the whole file here, sir. 

Mr. Harpy. I wonder if it might be a good idea to give the staff an 
opportunity to scrutinize that file, either with or without some of you 
people tomorrow morning, and then we will try to reconvene tomor- 
row afternoon at 2: 30 again, and try to dispose of this. 

There is one other case that we have. 

I think that after that we will have to defer any further hearings 
for the time being. 

Mr. Sire. We would just as soon give them the file. 

Mr. Harpy. All right. 

Mr. Stree. I believe you have copies. I don’t know whether you 
have all of them. 

I believe you have copies of all of the pertinent data, of all of the 
bids. 

Mr. Harpy. We tried to get that. We aren’t sure that we have it all. 

Mr. Sivez. Well, they have them. 

General Crawrorp. We turned it all over to them. 

Mr. Stree. That is right. 

Mr. Casey. Sometimes I don’t know what to ask for. 

Mr. Sree. That is all we have, and it is very complete. It shows 
very good negotiations. At least we tried to keep them on a high 
level. 

Mr. Harpy. Well, if I was General Crawford and you made a state- 
ment contrary to the one you have just made, I would fire you. 

Mr. Sire. We have the documentation here also. 
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Mr. Harpy. I think that under the circumstances we will adjourn 
this meeting. There is no need to proceed further this afternoon. 
We will adjourn and meet again in this room at 2:30 tomorrow after- 
noon. 

If we should encounter any difficulty as to the use of this room 
tomorrow afternoon, we will meet here anyway and try to arrange for 
a room close to this one. 

The committee will adjourn until tomorrow at 2: 30. 

(Whereupon at 5:15 p. m., the hearing recessed, to reconvene at 
2:30 p. m., Tuesday, June 26, 1951). 
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INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES GOVERNMENT 


TUESDAY, JUNE 26, 1951 


Houser or REPRESENTATIVES, 
GOVERNMENT OPERATIONS SuscomMM ITTEE 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS, 
Washington, D.C. 


The subcommittee met at 2: 45 p. m., pursuant to call, in room 1501, 
New House Office Building, Hon. Porter Hardy, Jr., chairman of the 
subcommittee, presiding. 

Present: Representatives Porter Hardy, Jr., William Lantaff, 
George Bender, and George Meader. 

Also present: Ralph Casey, counsel; and Edward P. Schaffer, staff 
member. 

Mr. Harpy. The subcommittee will come to order, please. 

Yesterday when we adjourned we were in the process of consider- 
ing certain aspects of the Brown Art cataloging contract, and we will 
resume on that subject now and try to conclude it as quickly as we can. 

Mr. Casey. Mr. Fleming will follow through on this, on the Brown 
Art case. 

Mr. Fiemine. Thank you. Mr. Draudt, will you come forward, 
please. 


FURTHER STATEMENT OF HAROLD A. DRAUDT, CHIEF, RECORDS 
SERVICE DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


Mr. Fiemine. Now will you state your name and occupation for 
the record, please ¢ 

Mr. Dravpt. Harold A. Draudt, Chief of the Records Service 
Division, Field Service Department, Detroit, Mich. 

Mr. Fiemina. Mr. Draudt, yesterday it was brought out in the 
testimony that the Detroit Arsenal received notice from the Chief of 
Ordnance on or about the 15th of November of 1948, regarding the 
$100,000 allocation of funds for the purpose of carrying out the Mu- 
nitions Board cataloging program. Are you acquainted with that 
notice ? 

Mr. Dravpr. Was that 1948 or 1949? 

Mr. Fiemrne. 1949, I am sorry. 

Mr. Dravpr. Yes. 

Mr. Fremine. When did that first come to your attention ? 

Mr. Dravupr. Immediately after receipt of the correspondence. 

Mr. Fremine. Who directed your attention to it? 
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Mr. Dravpr. The letter itself came direct to me, through our mail- 
ing records, and so forth, through the normal channels, as I had been 
assigned the responsibility for any work in connection with the Mu- 
nitions Board catalogs. 

Mr. Fiemina. Describe to the subcommittee, if you will, what steps 
you took upon receiving that communication through normal 
channels. 

Mr. Draupr. Well, we had various conversations with the Office of 
the Chief of Ordnance. 

Mr. FLteminc. Who is “we’’? 

Mr. Dravupr. Myself, and I believe Colonel Conrad talked to him 
on the phone, or Colonel Jantz, it was, at the time, and a Mr. Even 
from the Detroit Arsenal. 

Mr. Harpy. Mr. Even ? 

Mr. Dravupr. Mr. Even, E-v-e-n. Offhand, those are the names I 
remember. There was also a Mr. Kiel of the Detroit Arsenal who 
attended one or two meetings. 

Mainly, though, myself, I was the person who was designated to be 
responsible for this work. 

In these conversations with the Office of the Chief of Ordnance 
they indicated that we would not get any additional personnel ceiling 
for this work. There is some correspondence in the files on that, and 
as I recall, General Crawford signed one of the letters asking for 
additional personnel. 

The Office of the Chief of Ordnance indicated to us that we should 
contract for this work. 

Mr. Ftemrine. Would you give us the name of your superiors with 
whom you spoke directly concerning this matter? Start in with the 
commanding general. Did you speak with him about it? 

Mr. Dravpr. I did not talk with him directly, no. I believe Colonel 
Jantz was the Chief of the Field Service Department at the time. I 
talked to Mr. Loveland, Deputy Chief of the Field Service Depart- 
ment, and people in the Chief of Ordnance office here in Washington, 
and I talked to Mr. Collins, and Colonel Sadlar, who is now Chairman 
of the Munitions Board Cataloging Agency. 

Mr. Harpy. I don’t want to interrupt your train of thought, but 
you referred to personnel ceilings, did you not ? 

Mr. Dravupr. Yes. 

Mr. Harpy. And you were not permitted to expand your personnel 
in order to accomplish this work. 

Mr. Dravupr. That is correct. 

Mr. Harpy. Had you done work of this nature with personnel ? 

Mr. Draupr. Of a similar nature, yes. I have the organization 
under my supervision that is responsible for the assignment of stock 
numbers to the automotive material, the ordnance stock numbers. 

We are also responsible for the determination of interchangeability 
of parts, for example, Electric Auto-Lite and Chrysler parts, they 
both have different numbers on their parts, the same parts. 

My organization makes that determination to reflect that informa- 
tion in our stock records and, of course, in procurement action. 

Mr. Harpy. Your records do reflect interchangeability ? 

Mr. Dravpr. Yes. 
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Mr. Harpy. You have always maintained that kind of records 
since you have been operating it ? 

Mr. Dravpr. Yes. 

Mr. Harpy. Was that substantially in keeping with the catalog- 
ing program of the Munitions Board as you understood it. 

Mr. Draupr. Yes, with the exception that in our cataloging we 
made the comparisons of specifications and dimensions, and so forth, 
but did not formally put those things on a piece of paper, whereas 
the Munition Board cataloging program required that you not only 
compare the items, but that you describe them in words as to sizes 
and tolerance. 

That is the basic difference between the cataloging we have been 
doing and this cataloging. 

Mr. Harpy. The Munitions Board program, then, is a more de- 
tailed program than you had been doing before ¢ 
Mr. Dravpt. In the way of description, yes. 

Mr. Harpy. But substantially it was the same type of function 
rhich had formerly been performed by your own personnel ¢ 

Mr. Dravpr. That is right, for Ordnance material. 

Mr. Harpy. So that you had a pretty good idea yourself, and per- 
haps certain other people in your particular activities had a pretty 
good idea of the nature of the work which was to be done. 

Mr. Draupr. A general idea. As to the specific detail, we did not. 

Mr. Harpy. Well, that would simply be addition of some details 
to what you had already been doing, was it not ? 

Mr. Dravupr. Well, yes, but we had no manuals, and so forth, and 
the specific detail of how we had to submit this information, et 
cetera, we did not have that at that time. 

Mr. Harpy. Well, but you knew that that would be subsequently 
provided, or it would subsequently have te be provided by the Muni- 
tions Board, whether the work was performed with your own per- 
sonnel, or done on a contract, didn’t you? 

Mr. Dravpt. That is correct. 

Mr. Harpy. So that in this case you were instructed to accom- 
plish by contract work of a nature similar to that which was formerly 
done with your own personnel. 

Mr. Draupr. That is correct. 

Mr. Harpy. All right. 

Mr. Dravpr. I would like to add one thing there, this program 
was in addition to our normal program. 

Mr. Harpy. Well, in addition to it or substituted for it? 

Mr. Draupr. Well, as I understood it, it was in addition to it. 

Mr. Harpy. Then do I understand that your concept of a Muni- 
tions Board cataloging program was to duplicate to a certain extent 
what you were already doing, and what you intended to continue 
to do? 

Mr. Dravpr. Initially, yes, until the program had progressed suffi- 
ciently under the ultimate objective to replace the Ordnance numbers, 
Navy numbers, and so forth, with the Munitions Board numbers. But 
you have a transition period where you are going through establishing 
the Munitions Board identification numbers for the items that you 
must carry on under your present existing system. 
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Mr. Harpy. Except in the case of a new item you would not need 
to revise your existing program. 

Mr. Draupr. We do. We received no instructions relative to the 
handling of new material coming into the Ordnance system. 

Mr. Harpy. Well, it is assumed that you already have your own 
system built up on the items which you already have in stock. 

Mr. Dravpr. That is correct. 

Mr. Harpy. If you have to add new items, then you might substitute 
the Munitions Board system for your system ¢ 

Mr. Draupr. That has not been implemented to date. 

Mr. Harpy. Well, do I understand, then, that you are continuing 
your old system on new items that are added and applying the Muni- 
tions Board system to the old items? Isthat what you are doing ? 

Mr. Draupr. Not actually. We are submitting the new items as 
well as the old. However, there is no method at the present time, there 
has been no implementation where we come in with a new item, there 
is no fast means that has been devised as yet for submitting that and 
getting the number assigned. So we continue assigning Ordance 
stock numbers for the new material. 

Mr. Harpy. Are you assigning the new stock numbers to it also? 

Mr. Dravupr. Of the Munitions Board? 

Mr. Harpy. Yes. 

Mr. Dravupt. When we receive it, yes. 

Mr. Harpy. So that particular new item gets handled in both ways. 

Mr. Dravupr. That is correct. 

Mr. Mraver. I would like to ask Mr. Draudt how many people are 
engaged in this interchangeability study or were engaged on November 
15, 1949. 

Mr. Dravpr. At that time, as I recall, we had approximately 25 
to 30 people, that was for the Ordnance program. 

Mr. Mraper. Has that been level for some period of time? 

Mr. Dravpr. Yes, the lowest number of people we ever had on our 
Ordnance program was about 25. During World War II it was as 
high as 200, through the various RIF programs in 1945, 1946, 1947, 
and so on, and it had reduced down to approximately 25 people, and 
it held at that. 

Mr. Meapver. How long had you been connected with that inter- 
changeability study ? 

Mr. Dravupt. Directly since 1945. 

Mr. Meaper. Yes. 

Mr. Dravpr. Prior to that time, indirectly from 1941. 

Mr. Mraper. Are you familiar with the drive that was made to 
squeeze out the water of these parts identifications, so as to reduce the 
number of items handled back in 1944, or so? 

Mr. Draupt. Yes: I worked on it. 

Mr. Meaper. The Truman committee had an interest in that, if you 
will recall—or do you? 

Mr. Dravupr. No; I don’t, but I did work on the program for the 
Tank and Automotive Center. 

Mr. Meaper. Now, as I understood it, you had undertaken to go 
through all the items handled by Ordnance and duplicate the manu- 
facturing part numbers, and reduce them to one number for each par- 
ticular type of part. 

Mr. Dravupr. That is correct. 
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Mr. Meaper. For example, I recall in bearings alone, that there 
were 15,000 bearing numbers carried by the Ordnance Department, 
and when they squeezed the water out there were only 1,700 different 
items. 

Mr. Dravpr. That is correct. 

Mr. Meaper. Was that job completed ? 

Mr. Draupr. Yes; for all practical purposes it is completed. I 
mean, you constantly find additional information as you go along 
through correspondence with our depots, arsenals, and so forth. 

Mr. Meaper. Can you tell me how many numbers carried have been 
reduced through that interchangeability study ? 

Mr. Drauptr. We have some statistics on that. I am trying to re- 
call them. This I do recall, that it averaged about three manufac- 
turers’ part numbers, different part numbers, for a single item over- 
all, and we had, I believe, 125,000 items that we finally reduced to. 

Mr. Mraver. How many? 

Mr. Dravupr. 125,000 different items, different parts. That includes 
nuts, bolts, screws, and so forth. 

Mr. Meaper. Do you remember what the total line items were 
before ? 

Mr. Dravupr. Approximately 400,000. 

Mr. Meaper. That was before the interchangeability study ? 

Mr. Dravupr. Yes. 

Mr. Meaper. What were these 25 people doing, if you had completed 
that study, Mr. Draudt? 

Mr. Dravupr. Maintaining that record. We have a card file that 
indicates this cross reference and, as I said, through correspondence 
with our depots, where they physically have the material, and by cor- 
respondence with the depots, they indicate to us that they believe part 
No. so-and-so is the same as another part number. 

Well, we make a final research on that, and if we concur, we throw 
the two items together under one stock number, so it is a continuing 
process. 

In addition to that—— 

Mr. Meaper. Well, but your people were particularly trained in 
this matter? 

Mr. Draupr. That is correct, and basically that is why I was as- 
signed the responsibility for the cataloging program. 

Mr. Meaper. Why couldn’t this Muntions Board study be worked 
along with your own work? 

Mr. Dravupt. It required more people, I had no objection to doing it 
that way, but I could not get the additional people. 

Mr. Harpy. Right on that point, if the gentleman will yield. 

Mr. Meaper. Yes. 

Mr. Harpy. Was it usual for you to contract services that could be 
performed by your own personnel ? 

Mr. Dravpt. No. 

Mr. Harpy. Was this an unusual situation, that you were authorized 
to contract in this case? 

Mr. Dravpr. So far as I am concerned, yes, the first time since I 
have been with the War Department, either Quartermaster or Ord- 
nance, that I have been concerned with a contract of this nature. 

Mr. Harpy. Well now, would that apply also to these manuals that 


Mr. Tunison discussed yesterday ? 
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Mr. Dravupr. No, I believe it was a common practice during World 
War II to contract with commercial facilities for that work. 

Mr. Harpy. But not for your cataloging and cross referencing on 
parts. 

Mr. Dravpr. No, sir. 

Mr. Harpy. You had special dispensation in this case. Who au- 
thorized that ? 

Mr. Dravupr. The Office, Chief of Ordnance, as I mentioned before. 

Mr. Harpy. Excuse me. Go ahead. 

Mr. Meaper. As a matter of fact, your group that has been work- 
ing on this interchangeability study was probably the only group of 
that size that was equipped to do this particular job, was it not? I 
mean, there is no commercial activity of that kind, is there? 

Mr. Draupr. Oh, no. 


Mr. Meader. And Brown Art had not been engaged in that type 


of business, had they ? 

Mr. Dravupr. No. 

Mr. Meaver. Was there anybody who had been engaged in it par- 
ticularly ¢ 

Mr. Dravpr. Well, yes. 

Mr. Meaper. Outside of the Government? 

Mr. Dravupr. Outside of the Government, I know of none. How- 
ever, there are other commercial concerns that have contracts for the 
same work with the Navy Department, the Air Force, Corps of En- 
gineers, Signal Corps, Chemical Corps. 

Mr. Meaper. Doing it on a contract with the Government ? 

Mr. Dravpt. Yes. 

Mr. Meaper. There is no commercial enterprise of that kind. 

Mr. Dravpr. Not that I know of. 

Mr. Meaper. Asa matter of fact, your organization could have done 
a better and more economical job than to hire a new contractor who 
had never been in the field ? 

Mr. Dravpr. That was my opinion, but I needed additional people. 

Mr. Harpy. That is what happened in this case? 

General Crawrorp. Yes, I think we had probably 60 percent of our 
drafting that was being done outside of the arsenal by engineering 
firms, service firms, who did nothing but the drafting. 

Mr. Harpy. It probably cost you more money than it would have 
cost you with your own personnel. 

General Crawrorp. Absolutely. We could have done it for 25 to 30: 
percent less. 

Mr. Harpy. If that was the case, personnel ceiling created a pretty 
expensive situation, haven’t they ? 

General Crawrorp. Yes. You give a man a job to do and a certain 
amount of money to do it with, and you at least allow him to hire the 
help to do it. 

Mr. Harpy. But if he is not able to do it, then you fire him ? 

General Crawrorp. Yes, sir. 

Mr. Harvy. You and J are talking the same kind of language now. 

General Crawrorp. We felt that way, that we had to do the best 
we could under the circumstances. 

Mr. Mraper. Was this personnel freeze the one that was widely 
publicized by Secretary Johnson ? 





eee ye Ass 





Sate Beeld ROR aaa PO ILE es 


nite 


% 








19 








Ze SiR OSs ain 


SK Ae EE 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 79 


General Crawrorp. No, the first one, the one that hurt, came in 
1947, when the first big freeze came, is that not true? 

Mr. Dravpr. Yes. 

Mr. Meaper. This was in November 1949. 

yeneral Crawrorp. The one in October 1949, which I mentioned 
yesterday, they cut us back from about 4,400 to about 3,800 people at 
the time. 

Mr. Meaper. That is when Secretary Johnson was Secretary. 

General CrawForp. Yes sir, at the time when we should have been 
expending. We derived some benefits from that, because we made 
certain readjustments in our personnel structure, and it did allow us 
to remove people from service who did not prove so satisfactory. 

When we came back and reestablished our position we were very 
shortly back to the same ceiling, and continued to grow, but it was 
a continual fight to get enough people to do the job. 

Mr. Meaver. Mr. Draudt, in your own opinion, and you are an ex- 
pert on this numbering of parts, do you think the Munitions Board 
numbering system w as superior to that of the Ordnance Department ? 

Mr. Dravpr. No, sir, it is basically the same thing. The Ordnance 
Department had or has had since 1944 or 1945 a nonsignificant seven- 
digit parts number. We number in the 7 million series. The number 
itself does not indicate the function or the application of the item. It 
is just a consecutive number, and as the new item comes in, the next 
consecutive number is assigned. 

The Munitions Board identification number is exactly the same 
thing, a nonsignificant seven-digit number. In other words, they 
number them consecutiv ely, as they receive an item. 

Now, No. 1, for example, may be a can of beans; No. 2 may be an 
automobile engine; No. 3 may be underwear. There is no significance 
attached to the number itself, and Ordnance has had that method since 
approximately 1944 or 1945. 

Mr. Mrapver. Well, if it was not an improvement on Ordnance, 
actually it was a damage to the system, was it not, because of the fact 
that every time you change a numbering system you confuse every- 
thing, don’t you / 

Mr. Dravupr. Yes, that is true. However, the Munitions Board 
ataloging agency did accept the Ordnance seven-digit number as the 
Munitions Board identification number on those items that were 
peculiar to the Ordnance Department, where Ordnance was the ex- 
clusive user-designer of the item. 

The Munitions Board accepted that number, so there was no change 
in those instances. 

In addition to that, they have accepted the Ordnance standard 
number, which is a six-digit number. When I say standard, I mean 
the common hardware, nuts, bolts. screws, clasps, and the things that 
you can buy more or less at the corner hardware store. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Harpy. On the record. 

Mr. Fiemrnc. You made the statement that you were assigned the 
responsibility for supervising this contract with Brown Art’s Studio 
No. 1303. Who assigned that responsibility to you? 
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Mr. Dravpr. Mr. Sipe, the contracting officer, and I believe he had 
the concurrence of my department head. 

Mr. Sree. I think you misunderstood his question. Weren’t you 
speaking of prior to that time? 

Mr. FLemrne. Prior to that time. 

Mr. Dravupr. Prior to that time, why, my department head, who, 
at that time, I believe, was Colonel Jantz. 

Mir. Fiemine. Colonel Jantz ¢ 

Mr. Draupr. Yes. 

Mr. Fiteminc. He came to you and told you they contemplated un- 
dertaking this work, and that it would necessitate entering into a con- 
tract with some commercial firm ? 

Mr. Dravpr. No, not in exactly those words. 

Mr. Fiemine. How did it happen é 

Mr. Dravpr. Prior to that time we had received correspondence 
from Washington requesting that we send representatives to meetings 
that were being held here in Washington. There was one at Mechan- 
icsburg, Pa. 

When that came to Colonel Jantz’s attention he designated myself 
to attend these meetings, so when this correspondence from Washing- 
ton came in where we were to actually begin operations on the pro- 
gram, he sent it along to me, with instructions for me to follow 
through and see that we got whatever was necessary to do the job. 

Mr. Fiemine. Did you participate in preparing the notices that 
went out to various firms requesting they nc proposals ? 

Mr. Draupr. To this extent, I submitted a memorandum to the Pro- 


curement Division, outlining to them briefly what our program was,’ 


and what we would expect the contractor to do. 

Mr. Fiemina. Did you attend the meeting when the first proposals 
were received ? 

Mr. Dravuptr. No. The only meetings I attended, or the only meet- 
ing I attended, was the one where the procurement people asked var- 
ious facilities to send representatives in on a specific date, at which 
time we would discuss the program, as to what we expected them to 
do, around a table similar to this. 

Mr. Harpy. On that point, I want to see if I follow it through here. 

You say you did not participate in a drawing up of the invitations 
that went to the prospective contractors? 

Mr. Dravupr. That is right, except, as I said, to the extent that I 
did give these people a memorandum outlining what the work was 
that we wanted to be done by the contractor. 

Mr. Harpy. Do we have a copy of that memorandum here? 

Mr. Fitemine. I don’t believe so, sir. 

Mr. Dravpr. I have a copy of that. Would you pass the folder 
to me? 

Mr. Harpy. The thing I was trying to get at, and I think it was the 
same thing Mr. Fleming had in mind, is that if you were the indi- 
vidual who had been assigned to attend the meetings on the matter, 
and had the major responsibility for the cataloging activity which is 
currently being conducted, or was currently being conducted, then I 
was wondering on what basis Mr. Sipe’s people in his section would 
have sufficient information to draw up these proposals, unless it was 
based on your contribution to it. 
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Mr. Dravupr. That piece of paper right there that he is reading, 
that outlines the program, I believe that portion of that piece of 
paper, that covers the specific step-by-step process, was included 
in the initial letter that went out to the prospective bidders. 

Mr. Harpy. Then when these bidders came in and discussed the 
possibility of their entering into a contract, were you present, and 
did you discuss in detail with them your understanding of what 
the work would be? 

Mr. Draupr. Yes; at the open meeting with representatives of 
various concerns. I don’t know all the concerns. However, I imagine 
there were 12 or 15 different concerns represented, to elaborate on 
what was said in that piece of paper. 

Mr. Harpy. That is what I wanted to ask you there, just what 
part did you play in that. 

Mr. Dravupr. Just the portion of it discussed with these people, 
answering their questions concerning the outline procedure in that 
piece of paper right there. 

Mr. ase. Did you participate in the final determination as to 
how the contract would be operated and how many people would be re- 
quired, the number of project engineers that would be required, and so 
forth. 

Mr. Draupr. When we take this more or less step by step here, as 
I understand it, subsequent to that meeting these people were re- 
quested to submit their quotations. They submitted their quotations 
and, as I understand, from conversations with people in the Pro- 
curement Division, 1 firm would quote on the basis of 1 project engi- 
neer and 25 clerks, and just 2 or 3 technicians; another quoted with 
25 technicians, and very few clerks. 

So there was no way that these people could come to a conclusion 
there, as to who could do the job, and how to arrive at a conclusion, and 
who is the low bidder, and so forth. 

So they then asked me to supply them with information as to what 
I would estimate for the number of people, the various types of people 
required to complete this program. That I gave them. In that I 
listed two project engineers. At the time we did not have space avail- 
able at the Detroit Arsenal to perform the job there. But there was 
one portion of that job that had to be done, using our records there, 
our cross-reference records, numbered records, and we did indicate 
that we would provide space for approximately seven people at the 
arsenal, The remaining people, some forty-five-odd people, would 
have to be working at the facilities on the facilities premises, so for 
that reason we have indicated two project engineers, one to be located 
at the arsenal itself and one to be setting up the organization on the 
facility premises. 

Mr. Harpy. Let me go back just a minute. 

Do I understand, then, that you worked out the type of organiza- 
tional set-up which you considered would be the most effective ? 

Mr. Draupr. That is correct. 

Mr. Harpy. To handle this contract. 

Mr. Dravupr. Yes. 

Mr. Harpy. And what did you do then, submit that to Mr. Sipe? 

Mr. Dravupr. Yes. 

Mr. Harpy. Did you have anything further to do with the working 
out of a contract to carry out that program, or was that then his 
responsibility. 
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Mr. Dravupt. That was then his responsibility. I was asked whether 
I considered H. L. Yoh Co. an organization that could perform the 
job. I was also asked whether I considered the Brown Art Studio 
as one that could do the job, and also Remington-Rand, I believe was 
the other one, and I gave them an affirmative answer in all three in- 
stances. 

Mr. Harpy. | am trying to go back to one basic point: You left 
out—or rather, you worked out the organizational structure of the 
group that was to carry on the work, did you not ? 

Mr. Draupr. Yes, sir. 

Mr. Harpy. Was that structure approved and adopted 4 

Mr. Dravupr. Yes. 

Mr. Harpy. You did not have anything to do with the submission 
of a specific proposal, then, as to the prospective contractors, other 
than to discuss this subsequently with Mr. Sipe? 

Mr. Dravupr. That is correct. 

Mr. Harpy. All right. 

Anything further on that? 

Mr. Draupr. And when I say Mr. Sipe there, I do not necessarily 
mean Mr. Sipe personally, but someone within Mr. Sipe’s Procure- 
ment Division. Mr. Billotte, for instance, is the man I talked to. 

Mr. Harpy. Iam sorry. Mr. Billotte is not here? I think we may 
have to ask him a few questions. 

I would now like to ask Mr. Sipe one or two questions. 

You have heard Mr. Draudt’s testimony, Mr. Sipe, in connection 
with the manner in which the determination was arrived at as to the 
kind of personnel which would be required, and the proposed organi- 
zational set-up for the contractors to do this job? 


FURTHER STATEMENT OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Sire. Yes, sir. 
Mr. Harpy. That is substantially in keeping with your recollection, 
is it not ? 

Mr. Sire. That is right, sir. 

Mr. Harpy. Now, when an agreement was finally reached on the 
organizational set-up of the contractor for this particular work, what 
did your section do with that? 

Mr. Stee. We sent out a request for a new proposal, and outlined 
in the request a quotation that they would bid on a specific number of 
people as designated by Mr. Draudt on this memo. 

Mr. Harpy. Did you send that to all of the concerns that you had 
sent your original request to ? 

Mr. Sree. Yes, sir. 

Mr. Harpy. Do you have a copy of that invitation ? 

Mr. Sree. Yes, sir. 

Mr. Harpy. Have we got a copy of it? 

Mr. Fiemine. Yes, sir. 

Mr. Harpy. That is all right. I don’t want it. 

Mr. Stee. Mr. Casey has seen it this morning. That was the first 
one. 
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Mr. Harpy. Now, do we have a listing of the people to whom that 
was sent ¢ 

Mr. Casey. Yes, sir. 

Mr. Harpy. Did you get more than one reply to that invitation ¢ 

Mr. Sipr. Yes, sir; : this i is subject to correction, but I would guess 
we had about eight. 

Mr. Harpy. You got eight contractors that were willing to under- 
take the contracts? 

Mr. Stree. Yes, sir. 

Mr. Harpy. Were they all quoting on much the same type of con- 
tract? Was it a cost-plus-a-fixed-fee / 

Mr. Sire. It was an hourly rate contract. 

Mr. Harpy. An hourly rate contract ? 

Mr. Sipe. Yes, sir. 

Mr. Harpy. Was there a considerable variation in the rates? 

Mr. Sire. Well, yes; between the top and bottom; yes, there was. 

Mr. Harpy. Which bidder had the lowest rate / 

Mr. Sire. Brown Art. Then we took the three. We still did not 
think our buyer did not think that he had the water out of the job, 
so we took the low three bidders, and sent them another request and 
said, “This is the last time: we are going to close the bids.” And in 
our letter we told them or invited them to bring their bids in on a 
certain day at a certain time. 

We sat down at a table and opened the bids and we said, “Who is 
the low man here today? The low man is the fellow that is going to 
get the job.” 

Mr. Harpy. Those were the three concerns which Mr. Billotte had 
discussed with Mr. Draudt ? 

Mr. Sire. Yes, sir. 

Mr. Harpy. And he indicated any one of the three should be able 
to perform such services / 

Mr. Stee. That is right. 

Mi. Harpy. Now, you knew that you could determine with reason- 
able accuracy, could you not, what these concerns would be likely to 
have to pay for personnel of this type / 

Mr. Strr. Personnel of what ? 

Mr. Harpy. For personnel of the type which would be required. 

Mr. Sire. Yes; we could. 

Mr. Harpy. So that you could pretty well determine for yourself 
the extent of the water which was involved, if it was an hourly propo- 
sition, if you knew how much the concerns were going to have to pay, 
you would know how much profit you were paying? 

Mr. Ster. That is right. 

Mr. Harpy. Was there any substantial change in the figures sub- 
mitted by those three, when they made their final submission, from 
the originai figures ? 

Mr. Sivr. There was a ch: ange, but IT don’t remember what it was. I 
don’t know whether they all changed their prices or not. 

Mr. Harpy. Let me ask the staff. 

Mr. Meaper. You have the abstract ? 

Mr. Dravpr. As I recall, looking at them this morning, there was 
no major change. 
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Mr. Casry. The only change, as I remember, was made by Reming- 
ton-Rand, but Yoh and Brown Art were about the same. 

Mr. Harpy. Were they familiar with the bid each of the competitors 
made originally ? 


FURTHER STATEMENT OF HAROLD A. DRAUDT, CHIEF, RECORDS 
SERVICE DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


Mr. Stree. No, sir. 

Mr. Harpy. There was no public opening of the bids? 

Mr. Stee. Except for the final one. 

Mr. Harpy. Except for the final one? 

Mr. Sire. Yes, sir. 

Mr. Harpy. Go ahead. 

Mr. Fremine. Mr. Draudt, after you had submitted your recom- 
mendations as to the various firms, or gave your O. K. that various 
firms were qualified to perform this work, were you called into con- 
versation by anyone in reference to the granting of this contract ? 

Mr. Dravupr. No, sir; I was not. 

Mr. Fiemina. Were you contacted by any representatives for en- 
lightenment in regard to the stipulations and proposals? 

Mr. Dravupr. You mean representatives of these companies? 

Mr. Fiemine. Of the various concerns. 

Mr. Draupr. No, sir. 

Mr. Fiemrinc. Do you know of any contacts that were made by 
members of this firm with any superior or employee of the arsenal? 

Mr. Draupr. None that I know of. 

Mr. Fieminc. Now, did you—— 

Mr. Dravpr. I would like to clarify one thing on that, prior to 
the initial submission of the quotations, many of these concerns did 
come in and talk to me individually. That was prior to the initial 
quotation, however. 

Mr. Harpy. You said none of them talked to you. 

Mr. Dravupr. After the quotation. 

Mr. Harpy. After the initial quotations and before the final quota- 
tions. 

Mr. Dravupt. Not that I can recall. 

Mr. Harpy. You of course have known Colonel Daniel? 

Mr. Dravpr. Yes. 

Mr. Harpy. Did he at any time contact you in connection with this 
contract ? 

Mr. Dravupr. No, sir; not until after the contract was signed. 

Mr. Harpy. When were you first aware of his connection with 
Brown Art? 

Mr. Dravpr. I understood from Mr. Neff, of Brown Art, that they 
were thinking if they did get this contract that they would hire Mr. 
Daniel. I don’t know that he actually went to work for them, or I did 
not know that he actually went to work for them until after the con- 
tract was signed. 

Mr. Harpy. Approximately when was that? 

Mr. Dravpr. Oh, that goes way back to the initial—back to Novem- 
ber or thereabouts in 1949. 

We did have a contract with H. L. Yoh Co. prior to the Brown Art 
contract ? 


























Se CARE ROG 





Sale Rea note set 


AS HSE OE. ies De 


ee eRe aie iret 


EA Neohit eect ise 


ig Ae Beal: 


PROCUREMENT OF AUTOMOTIVE SPARE PARTS 85 


Mr. Harpy. Mr. Neff told you back about the time the funds were 
allocated that he was considering employing Colonel Daniel ‘ 

Mr. Dravpr. Yes. 

Mr. Harpy. But Colonel Daniel made no contact with you during 
the negotiation stages 

Mr. Draupr. Not concerning the contract. 1 saw the man a few 
times, and he did not say anything concerning the contract. 

Mr. Harpy. He did not volunteer the information that he was work- 
ing for Brown Art? 

fr. Draupr. No, sir. 

Mr. Fiemina. I missed the date on that. When was that that he 
contacted you ? 

Mr. Dravpr. That who contacted me / 

Mr. Fiemine. Mr. Daniel. 

Mr. Dravupr. After the contract was signed, | was told by Mr. Neff 
that Colonel Daniel was working for them. 

Mr. Fiemine. Did I misunderstand youé As I understood it, you 
said that Mr. Daniel had contacted you prior to the execution of the 
contract. 

Mr. Draupr. Not concerning the contract. 

Mr. Fieminc. No; not concerning the contract, but he did contact 
you? 

Mr. Dravupr. Well, indirectly. I saw the man at the arsenal. 

Mr. FLemine. How do you mean “indirectly” ¢ 

Mr. Dravupr. He did not contact me; he did not come in specifically 
to see me. 

Mr. Fieminc. You met him in the arsenal 

Mr. Dravupr. Yes. 

Mr. FLemine. What time was that? 

Mr. Dravpr. Sir? 

Mr. FLteminG. What was the approximate date ? 

Mr. Draupr. Well, I don’t know, the latter part of 1949, or the early 
part of 1950. 

Mr. Fieminc. The latter part of 1949 or during early 1950? 

Mr. Draupr. Yes. 

Mr. Fiemine. And he went to work for them in December of 1949 ¢ 

Mr. Dravupr. I don’t know that, except you say you have verified 
that fact. 

Mr. Fiemine. You had been acquainted with him when he was an 
Army officer at the arsenal; had you not ¢ 

Mr. Draupr. Yes, sir. 

Mr. Fiemrnc. I believe it would be reasonable to assume that you 
would ask him how he was and what he was doing / 

Mr. Draupr. Yes. I asked him how he was. 

Mr. FLeminc. What did he say / 

Mr. Dravupr. I didn’t ask him specifically what he was doing. So 
far as I know, he was just recuperating and doing nothing except 
fishing. 

Mr. F'temine. Was that the only time you saw him? 

Mr. Draupr. I probably saw him two or three times prior to this. 

Mr. Harpy. Prior to the granting of the contract ¢ 

Mr. Draupr. Yes, sir. 

Mr. Harpy. But you said Mr. Neff told you about the time—— 
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Mr. Draupr. When we started the Brown Art people had submitted 
a quotation for a previous contract that went to H. L. Yoh Co. 

Mr. Harpy, And was that for cataloging? 

Mr. Dravupr. Yes; it was for first steps of this cat&loging program. 

Mr. Harpy. When was that‘ 

Mr. Dravupr. I believe that was December of 1949 or January—that 
contract terminated sometime in March 1950; I believe the 15th of 
March. 

Mr. Harpy. And it was about that time, about the time of the 
awarding of that contract, that Mr. Neff suggested to you that he 
might employ Colonel Daniel? 

Mr. Dravupr. Right. 

Mr. Harpy. Did he raise the question with you as to your judgment 
about employing Colonel Daniel for that particular cataloging work ¢ 

Mr. Dravpr. No; he did not. 

Mr. Harpy. What was the purpose of advising you of his consider- 
ing Colonel Daniel, if you know ¢ 

Mr. Draupr. I don’t know. 

Mr. Harpy. Well, did it just come out of the clear sky, and did he 
just say, “I am thinking about employing Colonel Daniel”? 

Mr. Dravupr. Mr. Neff was in talking to me about the first con- 
tract he had with Yoh, when he was trying to get together informa- 
tion to submit a quotation for the first contract we had on cataloging 
with H. L. Yoh Co., and in the course of that conversation he men- 
tioned that fact. 

Mr. Harpy. Well, then, it was in connection with the possibility of 
doing some cataloging work ? 

Mr. Dravupr. Yes. 

Mr. Harpy. But he did not inquire as to your appraisal of him? 

Mr. Dravupr. No, sir. 

Mr. Harpy. Well, it would seem to me that it would be just a little 
bit unusual. 

Mr. Dravpr. This, of course, is my personal opinion: I don’t 
think he had to ask about the man’s capabilities. Bob Neff knew 
Daniel for quite a few years prior to this time. He knew what the 
man had been doing. Mr. Neff was a former Ordnance officer him- 
self. 

Mr. Harpy. That being the case 

Mr. Dravpr. I don’t think he had to discuss the man’s capabilities 
with me. 

Mr. Harpy. Well, I think I understand, and I think I get that pic- 
ture clearly. If he was already well acquainted with Colonel Daniel, 
I am just trying to see what the probable reason was for his advising 
vou about his considering employing Colonel Daniel. 

Now, if he was already familiar with the Colonel’s qualifications, 
then would the fact that Colonel Daniel was a member of his staff on 
that particular work make his company more likely to secure favor- 
able consideration from your office? That would be the next. in- 
ference which I might draw. 

Mr. Dravupt. To this extent, possibly, yes: I also knew Colonel 
Daniel’s capabilities, and knew what he had done. 

Mr. Harpy. That being the case, in the absence of knowledge that 
some other company had personnel qualified for this work, it would 
be a logical assumption that you might look with favor upon the 
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granting of the contract to a company that had employed Colonel 
Daniel, whose abilities you respected ¢ 

Mr. Dravpr. Quite right. However, I believe they asked for simi- 
lar information in the quotations from all of these concer ns, to give 
us some background on the people they had intended to assign to this 
work, if they had received a contract. Is that correct, Mr. “Sipe? I 
know you ~ on this last one. 

Mr. Stree. I don’t know. 

Mr. Harpy. That was not on the last one, you say / 

Mr. Dravupr. This contract with Brown Art terminates this month. 

Mr. Harpy. Well, I think it would have been a natural thing to 
have done, and if it was not done I would be a little surprised. 

But, assuming that it was done, then it would have seemed highly 
unlikely that Brown Art would have shown Colonel Daniel as an 
employee. 

Mr. Dravpr. Well, as I said, Mr. Neff did not indicate to me that 
Colonel Daniel was employed by them. He indicated that they were 
thinking about hiring Colonel Daniel for this particular job, if they 
got the contract. He did not say—he did not tell me that Colonel 
Daniel was working for them. 

Mr. Harpy. Well, I notice from the record here that apparently 
Colonel Daniel went on the payroll as of December 12; so, if this 
discussion you had with Mr. Neff was placed in November, he was not 
actually on the payroll at that time, but was just actively under con- 
sideration, 

Mr. Dravupr. That is correct. I did not know that Colonel Daniel 
went on the payroll in December. 

Mr. Fiemine. Was anyone outside of the Ordnance Corps ever 
advised that this contract was under consideration subsequent to 
November 15, and before the invitations for proposals went out? 

Mr. Draupr. Not that I know of. 

Mr. Fiemine. Was the observation ever made by anyone, either to 
your direct knowledge or based on hearsay, that the Ordnance Corps 
possibly could do the j job better than someone on the outside ¢ 

Mr. Draven. Would you repeat that? I did not get the first 
part of it. 

Mr. Firminc. Was the observation ever made by anyone, to your 
direct. knowledge or based upon hearsay, that the Ordnance group 
could have done this job on better terms ‘and at less cost than an out- 
side firm ¢ 

Mr. Dravupr. I probably said that myself. 

Mr. Fieminc. Do you rec se as to whether or not you said it to Neff / 

Mr. Draupr. No; I don’t. I don’t believe I did. 

Mr. Fiemine. Now, you did have contact with representatives of 
Brown Art prior to the issuance of the proposal and subsequent to 
the letter from the Office, Chief of Ordnance ? 

Mr. Draupt. Previous to the submittal of the proposals; yes. After 
they received that first letter from Mr. Sipe. 

Mr. Fiemine. Now, did you have contact with any other private 
concerns during this period / 

Mr. Dravpr. Yes; H. L. Yoh, and Smith-Inchman—after the meet- 
ing we had at the Detroit Ordnance with all of these people. 

Mr. Fiemine. Was anyone told that the contract you had with Yoh 
was a forerunner of this contract that was subsequently awarded to 
Brown Art Studio? 
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Mr. Draupr. When we received the quotations for the first contract, 
I believe all of those people were told that. 

Mr. Fremine. That there was another contract? 

Mr. Dravupr. That we were only contracting for the initial phase, 
because we were not clear on the entire program, and we did not want 
to contract for something we were not sure of. Therefore, we were 
contracting just for that one job at that time. 

Mr. Fuemine. And that was approximately what time? 

Mr. Draupt. November or December, after we received a letter 
from Washington, whatever the date of that was. 

Mr. Fremrine. And prior to December 12th? 

Mr. Dravupr. Quite possibly. 

Mr. Fiemine. Now, let us go to the period when the contract was 
awarded to Brown Art, where they were the successful bidder, and 
you were then made representative of the contracting officer, Mr. Sipe, 
in this case. 

Mr. Dravupr. That is correct. 

Mr. Fitemine. Now, would you outline to the committee, please, 
what your direct day-to-day responsibilities were in the supervision 
of this contract ? 

Mr. Dravpr. To see that the contractor was performing his job as 
he was supposed to; to signify to Mr. Layton here or Mr. Lighthall, 
who is still with us, the time records of the people working there, there 
was a review of the completed work by the contractor, and the general 
supervision of the thing. 

Mr. Fiemrne. Is it correct to say that your approval was required 
before any disbursements could be made under the terms of this con- 
tract ? 

Mr. Dravpr. I don’t know just how you mean that. So far as the 
certification of the time is concerned, as I said, that was through Mr. 
Layton and Mr. Lighthall, with the exception of Daniel. 

Mr. Fiemine. What do you mean “with the exception of Daniel”? 

Mr. Draupr. The people, Mr. Key and Mr. Childs, from the Army 
Audit Agency in Detroit, came in to talk to me and Mr. Sipe, I guess, 
and numerous other people, about how to maintain—— 

Mr. Fieminc. Wait a minute. These numerous other people, who 
al] was there. 

Mr. Dravpr. I believe I talked to Mr. Layton myself, and Mr. Bil- 
lotti, and at that time I indicated to the people from the Army Audit 
Agency that we could not certify Daniel’s time, since he was not 
always at the Detroit Arsenal; that he spent some of his time down 
at the Brown Art Corp. office, and we obviously did not know whether 
he was there or not; and, therefore, we obviously could not certify 
his time. 

Mr. Fiemine. Were you the final authority to approve or certify as 
to his time? 

Mr. Draupr. Who, Mr. Daniel’s time? 

Mr. Fiemtine. Yes. 

Mr. Dravupt. No. ‘ 

Mr. Fieminc. Was there someone else who could certify to that? 

Mr. Dravupr. So far as I know, the Army Audit Agency was going 
to take care of it. 

Mr. Fremine. Within the Detroit Arsenal ? 
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Mr. Dravupr. So far as I know, no one certified Mr. Daniel’s time. 

Mr. Fieminc. Was there anyone else at that time whose certifica- 
tion would have been acceptable ¢ 

Mr. Dravupr. There may have been peop!e whose certification would 
have been acceptable: however, no one was in a position to certify. 

Mr. Bruce. On a time and material contract of this time, the cer- 
tifications are all made out, and that is paid for, and it would not 
be paid for unless that certification is in there by the finance officer. 

Mr. Harpy. Someone has to certify on it? 

Mr. Bruce. Their auditors. 

Mr. Harpy. Do their auditors stay on the job to determine whether 
or not this particular individual performed during the time he is 
supposed to have performed / 

Mr. Bruce. Brown Art would make the certification to them. 

Mr. Harpy. I understand Mr. Draudt said he had to certify with 
respect to the rest of them. 

Mr. Dravupr. That is correct: on the daily time forms that each 
person makes out, Mr. Layton or Mr. Lighthall review those to be 
sure those people were there for the time specified, and that they were 
doing the work stated, so that we did not have, for example, a tech- 
nician who was getting an hourly rate of, whatever it is, $1.90 an 
hour, that he was not doing or performing a clerical function that 
is listed here at $1 an hour, and that they did spend their time there. 

Mr. Harpy. And you certified with respect to each person that 
was employed on this contract except Colonel Daniel ? 

Mr. Dravupr. That is correct. 

Mr. Harpy. How about Mr. Tunison, did you certify with respect 
to him? 

Mr. Draupr. Yes. 

Mr. Harpy. He stayed on the project ? 

Mr. Dravpr. That is right. 

Mr. Harpy. And you do not know of your own knowledge whether 
anybody actually certified as to Colonel Daniel’s time ? 

Mr. Dravupr. No; I do not. 

Mr. Harpy. Now, I take it from your testimony that Colonel Dan- 
iel was not on the job, within your knowledge, extensively ? 

Mr. Dravupr. That is right. He visited me, oh, about every day 
there for, oh, 3 or 4 months. He may hare spent an hour or 2 hours 
with me initially discussing the organizational structure, the hiring 
of people, and he worked with Mr. Layton and Mr. Hausman, whom 
we had with us at that time, on a written procedure, and I believe 
Mr. Hausman did most of the writing, but Colonel Daniel went over 
it with him. He talked to me in that time. 

When he was recruiting, or Brown Art was recruiting, personnel 
he discussed with me on how fast we could absorb them and train 
them, and he more or less worked on the schedule of bringing these 
people in to do this job. 

Mr. Harpy. Well, now, how often did you talk to Mr. Tunison? 

Mr. Draupr. Well, on and off, but most of Mr. Tunison’s contact 
was with Mr. Layton or Mr. Hausman at the time. 

Mr. Harpy. You did not see him as often as some of the others? 

Mr. Dravpr. I did see him; he was located there and, of course, I 
did see him, but actually did not have too many discussions with him. 
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Mr. Harpy. How do you account for your having more discussions 
with Colonel Daniel than with Mr. Tunison ¢ 

Mr. Dravupr. He came into my office to talk over these things, so I 
talked to him, and he indicated to me by Mr. Neff that he was the man 
designated to do that, so I talked to him. 

Mr. Harpy. Was there a close coordination of the work between 
Mr. Tunison and Colonel Daniel 

Mr. Dravpr. So far as I know, yes; because Mr. Daniel talked to 
me about the progress, the number of items that had been completed 
in a particular day, and so forth, and it would seem to me that in 
order to know those things there must have been contact with Mr. 
‘Tunison. 

Mr. Harpy. Well, the thing I am getting at is, If the work was 
being performed more or less under your jurisdiction, then what was 
the function of the organization; that was your responsibility, es- 
pecially in view of the fact that your plan was put into operation, and 
you had suggested that there be two project engineers ? 

Mr. Dravupr. That is right. 

Mr. Harpy. So I am merely trying to ascertain what you know 
about the coordination which took place between Colonel Daniel and 
Mr. ‘Tunison. 

Mr. Draupr. Well, Colonel Daniel had a desk down in the same 
room with Mr. Tunison, and on numerous occasions I saw the two 
of them in there. 

Mr. Harpy. Now, of course, you realize this is in direct conflict with 
the testimony that Mr. Tunison gave yesterday. 

Mr. Dravpr. | realize that, but on numerous occasions I saw Colonel 
Daniel in that same room, and I did on some four of five occasions talk 
to Mr. Tunison and Mr. Daniel at the same time. 

Mr. Harpy. Well. I don’t need to refer to the testimony of vester- 
day, but I think it is sufficiently clear, and I am going to give Mr. 
Tunison an opportunity in a minute—maybe I might do it right 
now. 

Mr. Tunison, you just heard Mr. Draudt’s testimony, and you real- 
ize the conflict with the testimony you gave yesterday, and I wonder 
if you have any observation that you would care to make so that the 
record is correct ¢ 

Mr. Tunison. I do not see the direct conflict. 





FURTHER STATEMENT OF NATHAN H. TUNISON, ENGINEER, 
RESEARCH AND DEVELOPMENT DIVISION, OTAC,, DETROIT 
ARSENAL 


Mr. Harpy. Will you let me have yesterday’s record, please ? 

Mr. Casry. Yes, sir [handing tr anscript to Mr. Hardy]. 

Mr. Harpy. Here is Mr. Tunison’s comment : 

As far as the execution of the daily work is concerned, and supervision of the 
employees, that was under my control. 

Mr. Harpy. Well, do vou know whether he did any work in connection With 
that? 

He was speaking there of Colonel Daniel. 

Mr. Tunrson. No, sir; I do not. 

Mr. Casey. Do you know whether he did anv? You were the project engineer 
for Brown Art Studio, were you not, in carrying out this contract? 

Mr. TuNison. Yes, sir. 
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Mr. Casey. And if Colonel J’aniel had done any work under that contract you 
would know about it; wouldn't you? 

Mr. Tuntson. I say that he didn’t do anything as far as I know on the opera- 
tion that I was concerned with there. I don't know what his capacity was. 
I don’t Know what his function was. 

Mr. Casrky. You don’t know to this day what his function was? 

Mr. TuNISON. No. sir. 

Mr. Harpy. So far as you know, he didn’t do any work at all? 

Mr. Tunison. I am afraid I don't. 

Mr. Tuntson. So far as the immediate function of the job, the 
supervision of employees, I do not know of anything that Colonel 
Daniel did in that respect. 

I saw Colonel Daniel quite frequently at the arsenal, and there 
probably was a discussion about the progress of the job, how many 
descriptions we may have gotten out that day, but so far as doing 
anything in connection with the actual work on the supervision of 
the employees, no. 

If he was engaged in any other phases of it in regard to policy, or 
any contact between Brown Art and the arsenal, I do not know about 
that. 

Mr. Casey. Mr. Tunison, I think you had better at least explain 
your answer to the question that you made yesterday, in which you 

said you did not know what Colonel Daniel's function Was. 

Now, at some time did it come to your attention what Mr. 
Daniel’s official position was in connection with this Brown Art 
Studio contract ? 

Mr. Tuntson. In one day I wrote a progress report every 2 weeks 
on a job, and when I wrote my first progress report, and was in the 
process of following it through, Colonel Daniel had a desk in the 
office, and he asked what it was, and I told him it was a progress 
report. 

Mr. Casry. The contract began about the first of June / 

Mr. Tunison. Early in May sometime. 

Mr. Casey. In May. How often were the progress reports made / 

Mr. Tuntson. Every 2 weeks. 

Mr. Casry. Every 2 weeks after the contract got under way / 

Mr. Tuntson. I think I went out there immediately after they 
were awarded the contract and spent, I believe it was about 2 weeks, 
in indoctrination programs with Mr. Layton and Mr Hausman. 

Mr. Casry. At least pinpoint the date of the first progress report. 

Mr. Tunison. It was approximately 2 weeks after we actually 
started work. They have those progress reports. 

Mr. Casry. I have in front of me a second progress report dated 
in June 1950, so the first progress report would be approximately 
2 weeks before that ? 

Mr. Tunison. That is correct. Colonel Daniel asked me what 
it was, and I told him it was a progress report. He looked at the 
people listed on there and he said, “put me down as project engi- 
neer, and senior liaison officer.” 

Mr. Casry. Now, had you known that Colonel Daniel had been 
employed by Brown Art prior to that time? 

Mr. Tuntson. No, sir. 

Mr. Casey. Was your only authority for putting down in the prog- 
ress report a new project engineer just the fact that someone came 
along and saw if on vour desk and told you to do it? 
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Mr. Tunison. That is right. ' 

Mr. Casey. Did you verify that he actually was the project engineer ? 

Mr. Tunison. No, sir. 

Mr. Casey. Can any Tom, Dick, or Harry get their name put down 
in a report just by asking to have their name put down 4 

Mr. Tunison. I knew he had some connection with the function, 
as I told you I had met him at Brown Art. 

Mr. Casey. And you just assumed when he told you to put him down 
as project engineer that that was in accordance with the facts? 

Mr. Tunison. What do you mean, “in accordance with the facts”? 

Mr. Casey. The fact that he was a project engineer. 

Mr. Tountson. Well, I don’t know how to explain it. I knew that 
he was in the picture. Nobody had informed me as to what his 
‘apacity was. I had seen him around there frequently, and he asked 
me to put him down on the report as the project engineer and senior 
liaison officer. 

Mr. Casey. What did senior liaison officer mean to you? 

Mr. Tuntson. It had no particular significance to me. 

Mr. Casey. There was nothing in the contract about senior liaison 
officer ; was there ? 

Mr. Tunison. I was not familiar with the contract; I had never 
seen it. 

Mr. Casey. Did you know how many project engineers you could 
put down on the progress report ? 

Mr. Tunison. I was under the impression that there was one project 
engineer called for. 

Mr. Meaper. That was you; was it not ? 

Mr. Tuntson. So far as I knew. 

Mr. Harpy. I want to read another section from yesterday’s tran- 
script. 

Mr. Harpy. During that period from May until October, you at no time had 
any contacts with Colonel Daniel in connection with the performance of the 
contract at the arsenal; is that right? 

Mr. TuNISON. No; I saw the colonel quite frequently. 

Mr. Harpy. I am talking now about whether he carried on any activities in 
connection with it? 

Mr. TuNntson. Not to my knowledge. 

Mr. Harpy. Well, you would have known if you were in charge of the contract ; 
would you not? 

Mr. TUNISON. Yes, sir. 

Now, I just think that there ought to be an understanding of what 
the testimony shows, so that there will not be any unexplained con- 
flicts in your testimony of yesterday where you testified that you saw 
the colonel frequently, and you testified also that he carried on no 
activities in connection with the project, to your knowledge. 

Mr. Tunison. In the activities, so far as the execution of the work 
and the supervision of personnel was concerned. 

Mr. Harpy. You did see him frequently over at the arsenal? 

Mr. Tuntson. Yes: quite frequently. 

Mr. Harpy. And what did you understand his function was? 

Mr. Tuntson. Well, as I had indicated at the time I wrote the first 
progress report, he informed me that he was also a project engineer 
and senior liaison officer on the particular job. 

Mr. Harpy. So you considered then, in the light of that, in the light 
of the fact that he was a self-styled project engineer, but actually did 
not do any work? 
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Mr. Tuntson. I had no other information from either Brown Art 
or Ordnance, outside of what he told me. 

Mr. Fiemine. Did you take it up with anyone else? 

Mr. Tuntson. No, sir. 

Mr. Fieminc. You just let the matter die? 

Mr. Tunison. Absolutely; yes. 

Mr. Meaper. As I understand it, he would have been ranking proj- 
ect engineer ¢ 

Mr. Tunison. I believe so. 

Mr. Meaver. Who did you receive your authority from? 

Mr. Tunison. So far as the actual execution of the job, it was all 
through Mr. Layton and Mr. Hausman. 

Mr. Fieminc. I don’t mean that. You were an employee of Brown 
Art Studio? 

Mr. Tunison. Yes. 

Mr. Fitemine. Who was your superior ? 

Mr. Tunison. Bob Neff. 

Mr. Fiemine. Did you raise the question with Mr. Neff as to how 
come Mr. Daniel was in there claiming a rank equal with you? 

Mr. Tunison. No, sir. 

Mr. Fiemine. Why didn’t you? 

Mr. Tunison. Why, I did not believe it was any particular concern 
of mine. 

Mr. Harpy. He was not getting in your hair, and you were staying 
out of his, is that right ? 

Mr. Tuntson. I was doing the actual job as it was laid out there. 

Mr. Harpy. Insofar as you were concerned, at least, Colonel Daniel 
contributed nothing to the effort. 

Mr. Tuntson. Not in assistance to my efforts; no. 

Mr. Fremine. Did he render any assistance to anyone that you 
know of ? 

Mr. Tunison. No; I don't think so; I don’t know what his capacity 
was. 

Mr. Mraper. It was kind of a mystery, wasn’t it? 

Mr. ‘Tuntson. So far as I am concerned, it was a subject of con- 
siderable discussion, not only between myself and Mr. Layton, but 
various arsenal personnel. 

Mr. Harvy. You mean that they didn’t know what he was doing 
either ? 

Mr. Tunison. I heard the question raised several times as to what 
his job was. 

Mr. Harpy. Very well. 


STATEMENT OF ELMER LAYTON, RECORDS SERVICE DIVISION, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Harpy. Mr. Layton, what did you understand Mr. Daniel’s job 
was? 

Mr. Layron. Well, of course, I was told that he was entered there 
as a Brown Art employee, as a project or liaison engineer. 

Mr. Harpy. Liaison engineer ? 

Mr. Layron. That is right. 

Mr. Harpy. Off the record. 
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(There was discussion off the record.) 

Mr. Harpy. Back on the record. 

Insofar as you are concerned, his activity was unknown, other than 
that he was there occasionally ? 

Mr. Layton. Yes. I talked to Colonel Daniel, and spoke to him 
and, of course, talked to him about the program, that is, the general 
phase of the program, the intent of it, and on several occasions I 
was called into the office by Mr. Draudt and Colonel Daniel was, in 
most cases there. Of course, it was an informal meeting. 

Mr. Harpy. Let me interrupt you right there. What was the pur- 
pose of those meetings, in order that Colonel Daniel might get sugges- 
tions froma discussion with the two of you 4 

Mr. Layrox. No. Some of the meetings, of course, had to do with 
the program as we received bulletins that changed the rules, or the 
phase of the program, there was discussions and impromptu meetings 
held with Mr. Draudt, and in some cases Mr. Daniel was in attendance 
at these meetings. Now, on other occasions we discussed personnel 
ceilings, space, the equipment necessary in the project. 

Mr. Harpy. Now, do you know whether or not Colonel Daniel 
utilized the suggestions that might have grown out of those discus- 
sions ¢ 

Mr. Layton. That I don’t know, sir. 

Mr. Harpy. I am just prone to this observation, based on this 
testimony—— 

Mr. Draupr. May I say something? Maybe I can explain it. 

Mr. Harpy. Yes: if you can shed any light on the record, we would 
be glad to have it. 

Mr. Dravupr. I do know that concerning personnel, when we were 
initially setting up this organization, after discussing this thing 
with Mr. Daniel, we agreed that we could bring in three or four more 
people the following day, or the day after that, or at some given 
date, and begin training those people, then the people showed up 
on those days, so he apparently went back to his company, and he 
brought the people in. Whether he actually interviewed them or not, 
I donot know. 

Mr. Harpy. But you did see some tangible results from the con- 
ferences you had. 

Mr. Dravupr. Yes, sir. 

Mr. Harpy. Mr. Layton, a while ago we were talking about the ques- 
tion of certifying Mr. Daniel’s time for payment. 

Mr. Layron. Yes. 

Mr. Harpy. Did you have anything to do with that ? 

Mr. Layton. No, sir; I did not. 

Mr. Harpy. Were you requested to make any certification ? 

Mr. Layron. No; I was not. 

Mr. Harpy. You did not refuse to certify him? 

Mr. Layron. I was never asked to, sir. 

Mr. Firmine. Did you ever make a declaration to anyone that 
vou would not certify as to his time? 

Mr. Layron. Not to my knowledge. 

Mr. Meaper. Did you certify anyone else? 

Mr. Layron. Yes. I was asked to certify the time of all the other 
people engaged in the Brown Art contract, other than Colonel Daniel. 
I never saw a time card of Colonel Daniel, or T never saw a daily- 
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accomplishment report that everyone else filled out, including Mr. 
unison and other supervisors down to the lowest clerk. Each indi- 
vidual fills out a daily-accomplishment report, which is submitted 
to myself and Mr. Lighthall for our approval. 

Mr. Harpy. You do not recall discussing this particular subject 
with any representative of the General Accounting Office 4 

Mr. Layron. Yes; I think a Mr. Grossberg—I don’t know his exact 
name. 

Mr. Harpy. It is signed by two gentlemen, a Mr. Parness and a 
Mr. Grossberg. 

Mr. Layron. It was Mr. Grossberg that I talked to. 

Mr. Harpy. They attribute to you a statement that you would not 
sign Mr. Daniel's clock card because you could not prove he actually 
put in the time. 

Mr. Layron. That may be put down that way, but the way I pos- 
sibly said it was that I had no clock card or anything that I could 
sign, because I was not asked to sign it. I don’t know how it is written 
down. 


FURTHER STATEMENT OF BRIG. GEN. DAVID J. CRAWFORD, COM- 
MANDING GENERAL, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General Crawrorp. I would lke to make a contribution here at 
this time, if I may. 

Mr. Harpy. Yes, General. 

General Crawrorp. I think this might speed up this interview. 
I can easily see from the kind of business I run, where we have con- 
tracts outside of the arsenal, where we place people on a job within 
the contractor's establishment doing engineering work, we have people 
staying there right along all the time to assist in the supervising 
and do checking on that work, but we have other people spending part 
of their time back with our senior engineering staff, and part of their 
time at the contractor’s plant. 

Now, they are higher in management than the men on the job at the 
establishment, and they are a very definite contribution, they are 
absolutely essential to keeping the top management of the firm doing 
the work in close contact with the accomplishment that is being made 
on the job. 

From what I know about this project, I feel certain that some such, 
if you will pardon the word, liaison existed. 

Mr. Harpy. That is a good word. 

General Crawrorp, It is one that is used in military service right 
along all the time. A man who is senior in the management to anyone 
stationed at our establishment was essential to go and come between 
our top man on the job there, Mr. Draudt, at the arsenal, and their 
management back downtown. 

Mr. Harpy. Well now, I can see where there might be a function of 
that nature, but do you know whether Colonel Daniel filled such a 
function ¢ 

General CrawFrorp. No; I do not, but I think by asking the manage- 
ment of the firm and Mr. Draudt here, as to whether he accomplished 
such, in that way I think you can find out very quickly. 
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Mr. Harpy. You can understand the confusion that this subcom- 
mittee would have in arriving at any such determination as that, 
when Mr. Tunison did not know he was involved in it- 

General Crawrorp. That is why I asked to make the contribution 
at this time, I appreciate your confusion, and I think you are work- 
ing at a level in this operation where the people do not know and have 
no occasion to know. 

Mr. Harpy. Well, General, just let me point this out to you, if there 
is any level, that should be the level at which Mr. Tunison was work- 
ing. Obviously you don’t know, because you are on a level too high up 
the scale to be familiar with this. 

General CrawForp. No; I do not. 

Mr. Harpy. We did not get too much help out of Mr. Draudt’s 
testimony, other than the fact that he talked to Colonel Daniel, but 
he did not contribute anything to clarify what Colonel Daniel did in 
connection with carrying on this project, except in one instance he 
suggested that there be some additional employees and the employees 
showed up. 

Mr. Tunison was on the job, running the show, apparently, and 
Colonel Daniel performing the liaison work, and Mr. Tunison doesn’t 
even know it. This is a fancy piece of contracting work, and it is 
kind of difficult for me to understand. 

Well, I think we have explored this phase of it far enough. 

I wanted to ask Mr. Sipe a question here, unless someone wants to 
pursue it a little further. I think we have gone far enough, and per- 
haps too far with it. 


FURTHER STATEMENT OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Harpy. Mr. Sipe, I want to get back for a moment to the 
original proposal submitted by the various bidders. I believe that 
awhile ago you indicated that the quotations of the various bidders 
were not made public. 

Mr. Sree. That is right. 

Mr. Harpy. That is correct, is it not? 

Mr. Sree. That is right. 

Mr. Harpy. I believe you said until the final bid. 

Mr. Stree. That is right. 

Mr. Harpy. Were the quotations of those three companies—there 
were three at that time, were there not? 

Mr. Stee. That is right. 

Mr. Harpy. Were the quotations of those three companies opened 
in a manner that is normally followed in the opening, the public open- 
ing of bids? 

Mr. Sree. Well, they all sat around the table. 

Mr. Harpy. All three of them were there? 

Mr. Sire. They brought in their own bids, as I understand it. The 
letter from Yoh Co. tells how we opened it. 

Mr. Harpy. Do we have a copy of the letter from Yoh Co.? 

Mr. Sirz. They tell how we did it right in the letter. 

Mr. Harpy. I think it would be interesting to know just how it was 
done. 
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I don’t know whether this does or not. What I am trying to deter- 
mine is, were you present at the time of the opening ¢ 

Mr. Sire. No, sir. 

Mr. Harpy. Well then, you don’t know yourself. Is there anyone 
here who was present at the time of the opening ¢ 

Mr. Sire. I gave the instructions as to how I wanted it handled. 
The abstract states that is the way they were opened. The letter to 
Washington states that is the way they were opened. 

Mr. Harpy. Well, that may be, and somebody might have made a 
mistake in that. It might be inaccurate. I don’t know. 
Mr. Sire. Doesn't that first paragraph refer to the manner in which 
was opened? Doesn’t that say so? 
Mr. Casey. They don’t say. 
Mr. Harpy. They say: 
At the conclusion of a conference called by the Procurement Division for 


Mareh 27, 1950, between Remington-Rand, Brown Art, and H. L. Yoh, and per- 
sonnel in your office, Mr. J. W. Billotti commented that the various bidders— 


ese 
_ 


Now, that does not indicate it. 

Mr. Sire. No; I am sorry. 

Mr. Harpy. That does indicate that the quotations were all read at 
this conference on March 27, but it does not indicate that that was the 
first opening of the proposals. 

Mr. Strr. Yes: that is right. 

Mr. Harpy. And I find nothing in the record to indicate that the 
proposals were sealed proposals and opened as a public bid opening. 

Mr. Sirr. That was my understanding, Hr. Hardy. 

Mr. Harpy. Well now, here is the document here dated March 27, 
1950, and there is a notation signed by Mr. J. W. Billotti, which says: 

The meeting was held in Major Albreno’s office. Representatives from Rem- 
ington-Rand, Yoh, and Brown Art Studios attended with Mr. Jones, Mr. Billotti 
of the arsenal, and quotations were opened publicly and read. 

Now, I would like to have a verification of that, but you are not able 
to give us that. You don’t know whether they were opened prior to 
that time or not? 

Mr. Stee. No, sir; I don’t think they were. 

Mr. Harpy. Now, then, the next thing that I would like to have, I 
have before me here an abstract of the bid Form No. 14, based on 
requests for quotations dated March 7, 1950, and there are columns 
in here for eight companies. This is not dated; is it? 

Mr. Caszy. We tried to find it this morning. 

Mr. Harpy. This is based on requests for quotations dated March 
7 for eight companies, and Brown Art Studio shows each item, as do 
all of the others, with a quotation for each class of work, and every 
figure in that column shows an erasure. Now, can you explain that? 

Mr. Sire. No, sir. 

Mr. Harpy. This is an original record; is it not? 

Mr. Srvr. So far as I know, that is; yes. 

Mr. Harpy. Under normal accounting procedure an original record 
is not supposed to have an erasure; is it not? 

Mr. Sree. Oh, well, I will not dispute with you on that, but there 
are things that are erased. 

Mr. Harpy. Well, now, you see the immediate implication that it 
raises. 














98 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 





Mr. Meaper. Mr. Hardy, you have the original quotation from 
Brown Art Studio; do you not / 

Mr. Harpy. There is a quotation here which purports to be an 
original quotation. 

Mr. Casey. It is a fact also, is it not, that the only erasures on this 
abstract of bids are in reference to the low bidder, namely, Brown 
Art Studio? 

Mr. Sire. I don’t know. 

Mr. Harpy. Hand it to him and let him examine it, and then I would 
like to have his testimony on that point. 

I think you will find that there is an erasure of one figure in one 
other column. 

Mr. Sirzr. What do you want me to say ¢ 

Mr. Harpy. I just want you to verify the fact that it is obvious 
there is an erasure of efch figure in the Brown Art’s column; is that 
correct ¢ 

Mr. Sree. Well, with my weak eves, I would say “Yes.” 

Mr. Harpy. Well, if you had better eyes you wouldn't have as much 
trouble seeing it. 

Mr. Stapleton, will you confirm that ? 

Mr. Srarteron. I am questioning the second item, it does not look 
as though it was erased to me, but certainly the project engineer figure 
has been erased, and the typist figure has been erased, and the total 
of all groups has been erased. 

I believe the composite figure has also been erased, at least, the 
second or third digit has been erased. I don’t know that the others 
have been. 

Mr. Casey. Have you found any other erasures on that page, except 
with pei to Brown Art? 

Mr. Srapteron. No; I cannot say that there are, Mr. Casey 

Mr. H Arpy. Well now, I have before me what purports to be—— 

Now, can you state from your knowledge as to whether that letter 
is the original proposal of Brown Art Studios? 

Mr. Stier. Well, I don’t know. It is in the file and it purports to be 
the original. 

Mr. Harpy. That is a very good way of expressing it. What is the 
date of that letter? 

Mr. Stier. March 16. 

Mr. Harpy. March 16, 1950. Is there any indication as to when 
that letter was received ¢ 

Mr. Sree. No, sir. 

Mr. Harpy. If there were a public opening there should be an 
envelope attached to it, as in the case of the Yoh bid? The Yoh bid 
_immediately precedes it in that file. 

Mr. Strr. This was not a public opening. 

Mr. Harpy. Well, your testimony a while ago was that it was a 
public opening. 

Mr. Srapteron. Not on March 16. 

Mr. Stree. That was on the second go-around. 

Mr. Harpy. That ison the second go-around 4 

Mr. Steer. Yes, sir. 

Mr. Harpy. I understand then that this was not a public opening ? 

Mr. Sire. No, sir. 
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Mr. Harpy. None of the bids were here involved / 

Mr. Sire. That is right, except the last one. 

Mr. Harpy. When was the request made for the final bids ? 

Mr. Sire. Let’s get some letters out here. 

Mr. Benper. Off the record. 

(There was discussion off the record. ) 

Mr. Harpy. Back on the record. 

Mr. Casey. Let’s withdraw that question, and I want to pursue 
one other: 

This letter that I have just called your attention to dated March 16, 
which is the letter presumably from which those figures were taken on 
the abstract, where the erasures appear, are not st: esha are they / 

Mr. Sipr. That is right. 

Mr. Casey. That is not in accordance with the usual proc edure you 
testified to the other time / 

Mr. SrapLeron. May I answer that / 

Mr. Casey. Yes. 

Mr. Srapieron. If they came in in the mail, they would be time- 
stamped by the mail anand department, but if it was carried in and 
handed directly to the negotiator—there are lots of them that come 
in that way—then they are sometimes not stamped in. 

Mr. Casry. I understood from the testimony yesterday that even 
when they were hand-delivered they were time-stamped. 

Mr. Srapteron. They should be time-stamped. 

Mr. Casey. Check the other letters from which other bids were 
taken. 

Mr. Strap.ietron. I notice there are a number of them, because there 
are envelopes attached to them, and the envelope is also marked. 

Mr. Casey. Is it true with respect to every one of the seven bids 
that you have some indication of the time they were received, and that 
in the case of Brown Art you have not ? 

Mr. Srarteron. That is not true, sir. 

Mr. Casry. What other one is not time-stamped ? 

Mr. Srarteron. Design Service Co. is not time stamped. 

Mr. Casry. Design Service Co. is not time-stamped / 

Mr. Srarcieron. No, sir. 

Mr. Casry. There is no envelope with it ? 

Mr. Srarteton. There is no envelope with it. 

Remington-Rand is not time-stamped. 

Mr. Casrty. That is enough on that. 

Mr. 'temine. Mr. Draudt, you testified that you would not certify 
reference to Mr. Daniel’s time: correct ¢ 

Mr. Draupr. That is right. 

Mr. Fiemine. Did you take any other exceptions to the perform- 
ance under this contract / 

Mr. Draupr. No. 

Mr. Fiemine. Does the original contract provide that for seven 
employees of Brown Art Corp. space be furnished and facilities at 
the arsenal? Is that correct / 

Mr. Draver. That is correct. 

Mr. Firrminc. How many Brown Art employees are now occupy- 
ing space at the arsenal ? 

Mr. Dravpr. Approximately 40. 
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Mr. Fremine. Has any adjustment been made in the contract ? 

Mr. Dravpr. Not that I know of. I believe there was some discus- 
sion on that with Mr. Stapleton. 

Mr. Srapteron. Well, somebody did mention it to me; I believe the 
General Accounting Office questioned it. 

Mr. Fiemine. I did not hear the answer. 

Mr. Stapreton. I say, I believe the General Accounting Office called 
attention to it. 

Mr. Fiemrne. Did the Detroit Arsenal take any action itself? 

Mr. Srapteron. I don’t know, sir. As yet I have not seen any 
supplement. 

Now, there was some question along that same line, under the con- 
tract there were to be certain services performed at the arsenal and 
the Brown Art Studio was to furnish the space and facilities at its 
plant for other services. 

It. is my understanding that this space is still there, and it is still 
under the terms of our contract, and we are probably liable for it, 
because they did furnish the space and are still holding the space 
available for whatever use we make of it. 

Mr. Harpy. Is there anything further on Brown Art? Anything 
by the members of the subcommittee? Do you have anything further? 

Mr. Casey. Before I get to the other one I want to ask one or two 
questions of Mr. Schaffer, and possibly Mr. Sprague, concerning the 
general aspects of this study that was made on the procurement of 
automotive parts. 


FURTHER STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Casry. Mr. Schaffer, yesterday you testified that you conducted 
a study of pricing in the automotive parts field, and I believe you 
stated that as a result of that study, and the facts and statistics that 
have been gathered, that you have prepared case studies involving 
some twenty-odd companies, in which 50 to 60 automobile companies 
have been contacted and information secured. 

Mr. Scuarrer. Yes, sir. 

Mr. Casry. Now, would you tell the committee how that study 
progressed, how you made the study, and how you happened to come 
across these particular automobile manufacturers ? 

Mr. Scuarrer. Well, originally, certain transactions were selected, 
and they were followed through because of certain features that ap- 
peared, which we discussed yesterday. 

Mr. Casry. How did you select certain transactions ? 

Mr. Scrarrer. They were selected at random, and after they were 
developed, we wondered whether we had a cross section of the auto- 
mobile industry. 

With that in mind, I went to Detroit, and I visited a number of 
companies. 

I will list them and discuss this problem. I would like to place in 
the record the names of the companies. 

Mr. Harpy. How many companies were involved ? 

Mr. Scuarrer. Not too many. 

Mr. Harpy. Let’s read them. 
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Mr. Scuarrer. Willys’ Overland Corp.; Spicer Manufacturing; 
Electric Auto-Lite; Chrysler Corp.; Federal Truck Corp.; Timken 
Detroit Axle Co.; Sids Auto Truck : Jefferson Chevrolet; P. L. Gris- 
som & Son, Inc.; General Motors Corp.; Detroit Harvester; Troy 
Sunshade; and Chelsea Products. 

The last two I did not visit personally, but a representative of the 
General Accounting Office did. 

I discussed with those people what I had found, and presented 
actual cases to them, which were discussed yesterday, and asked them 
whether that was typical of all the products that were handled by 
them. 

In discussing the matter, for example, with Chrysler, they stated 
that in very few instances did their suppliers bid, but in almost every 
instance where they did that they got it. I left some General Ac- 
counting Office people there, and Chrysler themselves furnished me 
with a list of representative parts. They gave me their own figures 
as to their costs from the basic manufacturer and their cost on the 
items to the Government. 

I did the same thing at Federal Truck, and found that most of their 
items were handled in the same way, that none of the basic manufac- 
turers bid, but rather that the vehicle assembler bid. 

At General Motors Corp., the same thing was true, and all of the 
other basic manufacturers that I visited informed me that they were 
making the product for the vehicle assemblers, and that the bids were 
usually se by the vehicle assembler. 

Because of the conversations that I had with those people, I was 
convinced that that pattern was more or less general throughout the 
industry. 

Mr. Harpy. Now let us inquire of the representatives here of the 
arsenal 

Mr. Casey. Before we get into that, Mr. Schaffer, is it true that 
other companies were visited by other representatives of the Gen- 
eral Accounting Officer at your direction and under your supervision ? 

Mr. Scuarrer. These were all visited personally by me. I made 
the initial contact and left General Accounting Office people there. 

Upon returning to Washington I prepared questionnaires to com- 
panies whom I was able to identify as basic manufacturers, either by 
the Ordnance coding of the automotive parts, or from information 
that I was able to pick up generally. 

I have a list of the people whom I contacted, by means of the 
questionnaire and the ones I got replies from. 

Mr. Casey. Will you read those? 

Mr. Scrarrer. Hercules Motors; Active Gear Co.; Blackstone 
Corp.; Braden Winch Co.; Clark Cable Corp.; The Crescent Co.; 
Eaton Manufacturing Co.; General Industries; G. & O. Manufactur- 
ing Co.; Kelsey Hayes Wheel Co.; Life Rollway; Machine Tool & 
Die Co.; Maremont Auto Products; Midland Steel Co.; New Process 
Gear; S. A. Shenk Co.; Studebaker Corp.—I did not visit the Stude- 
baker Corp., but had a representative of G. A. O. secure certain parts 
costs, and I would like to have that noted in connection with the Stude- 
baker Corp. Trico Products; Tropic Aire Inc.; Universal Products; 
Wagner Electric; Warner Electric Brake and Clutch; Warner Gear 
Division, Borg Warner; Wayne Foundry and Stamping; Zenith 
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Carburetor; Pierce Governor Co., Inc.; Federal Mogul Division ; 
Delco Remy Division, General Motors Corp.: Tobe Deutchman 
Corp.; Long Manufacturing Division, Borg Warner; Modine Manu- 
facturing Co.; Carter Carburetor; Bendix Westinghouse Electric Air 
Brake: General Motors, Truck and Coach Division; and Clark 
Equipment Co. 

With the exception of five or six on that list, we have received 
information from those who are basic manufacturers as to the method 
in which their product eventually reaches the Government. As we 
introduced yesterday, in the various cases, they do not bid, but in al- 
most every instance the vehicle assembler, or a distributor along the 
line gets the business. 

Mr. Casry. Now, I would like to ask Mr. Stapleton and Mr. Sipe, 
based upon the information that Mr. Schaffer has put into the record 
here today, do you believe that the companies that he has contacted, 
either personally or through questionnaires, constitutes a representa- 
tive segment of the automobile parts industry, as you people know it 
in Detroit? 

Mr. StapLeron. I would say yes. 

Mr. Casey. So that whatever facts are disclosed as a result of this 
study of pricing and the policies followed by these companies, that 
could be considered as a representative practice in pricing policies in 
the automobile parts industry ¢ 

Mr. Stree. Yes. 

Mr. Srap.ieTon. Yes. 

Mr. Casey. I think that is all. 

Mr. Meaper. Didn’t Mr. Stapleton testify yesterday that this type 
of thing which was brought out in these cases was a very small frac- 
tion of the toal part of procurement / 


FURTHER STATEMENT OF THOMAS F. STAPLETON, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Srarreron. I testified to the fact that the people who do not 
bid are in the minority. Now, he did not state that all of these people 
who he has listed there do not bid to the Government, because I know 
that they do bid. 

You have General Motors, Yellow Truck & Coach, for instance there, 
and there isn’t any question but what they bid. 

Mr. Harpy. Do they always bid high ? 

Mr. Sraprteton. No, 

Mr. Harpy. Do they ever get an award ¢ 

Mr. Srapteton. Certainly. We buy a tremendous number of parts 
from Yellow Truck & Coach. 

Mr. Harpy. They are not manufacturers of components? 

Mr. Srarteron. They manufacture some of the components, and 
subcontract other portions of the components. I told you that I had 
a list of them, and I just jotted down about 12 of the more permanent 
ones who did not bid. I have nearly every one—well, not nearly every 
one, but on my list, he has picked up practically every one of them, 
and he has called to mind two or three more than I know who do not 
bid, except through the vehicle assemblers. 

But on his list he has a number of people who do bid directly. I do 
not believe he testified that those people that he has, that that list of 
manufacturers do not bid. Did you testify to that ? 











M 


for 
pen 
exa 


N 


diff 
N 
\ 
AY 
cline 
on 
wag 
V 
X 
that 
N 
d 
N 
bec: 
bus 
N 
a 
und 
voh 
ind: 
frac 
N 
doll 
\ 


N 

\ 
ties 
ber 
pre 
} 


N 
i 
men 
that 
one- 
Ap] 
Aut 
D 
N 
they 
Mea 
N 
M 
N 
M 
M 
refu 
































PROCUREMENT OF AUTOMOTIVE SPARE PARTS 103 


Mr. Meaper. No; they just bid high. 

Mr. Scuarrer. Those are the people whom I contacted and got in- 
formation. I mentioned there two or three that have enough inde- 
pendence so that they bid in spite of the vehicle assemblers. For 
example, Braden Winch is one. 

Mr. Srarteron. Zenith Carburetor. 

Mr. Scnarrer. Yes, Zenith Carburetor, but they have an entirely 
different picture. 

Mr. StapLeton. And Trico. 

Mr. Scuarrer. Yes; Norm Maynard alternate the bids. 

Mr. Srarteron. They are distributors. We are now getting bids 
directly from Zenith Carburetor. We did not for a while, they were 
on the list of the ones I told you did bid, and then they fell off the 
wagon, and now they have religion again. 

Warde LaFrance was another in that same category. 

Mr. Harpy. I wonder if you might tell us who the evangelist was in 
that case. 

Mr. Starteron. I don’t know, unless it was maybe some competitor. 

Mr. Harpy. Well, I thought perhaps it was one of you gentlemen. 

Mr. Srapteton. I think it was a competitor who gave them religion, 
because by adding the distributor’s profit they may have lost some 
business. 

Mr. Scnarrer. Incidentally, I would like to—— 

Mr. Meaper. I did not quite clear this up, because I perhaps mis- 
understood you yesterday, Mr. Stapleton: I was trying to get at the 
volume of this procurement of automotive parts that was done in this 
indirect fashion, and I understood you to say that it was a very small 
fraction of the total. 

Mr. Srapieron. Yes, it is. I still make that statement, from a 
dollar standpoint, from my standpoint, it is in the minority. 

Mr. Meaper. Do you have any other statistics on it / 

Mr. Stapieron. No, sir. 

Mr. Meaper. Well, I called the chairman’s attention to some statis- 
ties furnished the Mead committee back in November of 1944—Novem- 
ber 29, 1944, under General Boatright who, I believe, was your 
predecessor, General. 

General Crawrorp. Yes; but there were two or three in between. 

Mr. Mraper (reading) : 

From April to October, inclusive, 59 percent in dollar volume of the replenish- 
ment spare parts were purchased from unit manufacturers, and it is estimated 
that of the 41 percent purchased from vehicle manufacturers approximately 
one-half were parts peculiar to such vehicle manufacturers. 

Approximately one-fifth of the procurement in 1944 by the Tank 
Automotive Center was this indirect purchasing. 

Do you think that ratio would hold true today ¢ 

Mr. Stapteton. I think it would probably be about the same, because 
they are the same people today who were guilty at that time, Mr. 
Meader. 

Mr. Harpy. Guilty of what? 

Mr. Stapteron. Refusing to bid on Government invitation. 

Mr. Harpy. Of bidding high? 

Mr. Srarteron. Well, I would call that refusing to bid. 

Mr. Benper. Do they get the contract in spite of the fact that they 
refuse to bid? 
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Mr. Srapieton. No, sir; but they get the business, and by that I mean 
their subcontractor, or their agent gets the business, and it comes right. 
back to them. 

Mr. Benper. And in turn the taxpayer gets the business, is that 


right? 

‘Mr. SrapteTon. Yes, sir. 

Mr. Benper. Would you say that there is anything crooked in this 
whole business ? 

Mr. Stapteton. I would not say it is crooked, but it is a good deal 
for the distributer, he is making a profit on something that at times 
he does not even handle. 

Mr. Benper. Isn’t there some way that the Government representa- 
tives can control that ? 

Mr. Srarteron. I don’t know that there is any law on the books that 
can make a man sell you or furnish a service to you that he did not 
want to furnish, outside of military service. 

That has been going on for a long time, as Mr. Meader said to you, 
that was brought out in the Mead committee hearing back in 1943 or 
1944. 

Mr. Lantarr. Well, the assumption is that we cannot stop free 
enterprise. 

Mr. Benper. I would much rather have private business operate 
this business than to have the Government—there is a lot less cor- 
ruption, and it’s a darn sight cheaper than having the Government 
run it, no matter what happens. 

Mr. Harpy. Did you have anything more on this? 

Mr. Meaper. I just wondered if there are in any reports, or whether 
it would be a difficult thing to find out just how much this is costing 
the taxpayer. If you are buying $600,000,000 worth of parts a year, 
and those are replenishment parts ¢ 

Mr. Srapiteton. Yes, sir. 

Mr. Meaner. All concurrent parts are bought from the vehicle 
manufacturers, are they not? 

Mr. Sree. With some exceptions. 

Mr. Meaper. In general, that is true? 

Mr. Strer. We deduct tires, tubes, and batteries because we don't 
want to pay a mark-up on those, and we buy them directly from the 
manufacturer, and supply them to our depot system concurrently 
with delivery of the vehicles. 

Mr. Meaper. I just made a computation and I wish this could be 
more accurate, but if approximately one-fifth of this $600 million is 
being bought in this indirect fashion, that means that something like 
$120 million a year is concerned, and on that we don’t know what 
the mark-up average is, but I say to you, that at a mark-up of prob- 
ably 25 to 30 percent, which would probably be average from the cases 
that we have looked at here, and we don’t know how much of that is 
packaging, and how much is cross hauling, and how much is profit, 
but certainly if even 25 percent, or even 10 percent of the $120 million 
was saved by better procurement and more direct procurement, there 
is a substantial amount of money that is worth thinking about. 

Mr. Harpy. I think right along that same line, since Mr. Meader 
has pointed out the same thing came up in 1944, it might be pertinent 
to inquire just what they have done toward trying to save some of 
that money. 
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Mr. Stree. What we have done is, we have gone to the manufacturers 
who have refused to bid, and we put every bit of pressure on them that 
we could, to make them bid. We very frequently find that they prom- 
ise they will bid the next time they get an invitation, and then noth- 
ing happens. 

Mr. Harpy.- It doesn’t do very much good if they do as in the case 
of some of the items we discussed yesterday, where they bid four or 
five times the manufacturing cost in such cases. 


FURTHER STATEMENT OF BRIG. GEN. DAVID J. CRAWFORD, COM- 
MANDING GENERAL, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General CrawForp. Yes. You ask what has been done. Back in 
1948 we undertook to place with the General Motors Corp. an open- 
end contract covering all parts that we might desire to buy from them 
on the basis that we would receive the most-favored customer dis- 
count or prices. 

We went all the way through our own staff, and we had approval 
all the way through, and we thought at one time that we had it all 
the way through the General Motors, but suddenly about the time 
we thought we were on the verge of consummating the contract, there 
was a flare-back on it, and then it was delayed until in July 1948, 
we turned over the parts procurement to the Detroit Ordnance Dis- 
trict, and they had it for 2 years, and I am sure that they continued 
some effort to get a contract of that nature through, but to my knowl- 
edge there never was one consummated. But that, we thought, was 
a constructive move in the right direction, and we put a lot of effort 
into it, and that is the result. 

Mr. Harpy. I am glad to know about that, and I think it might be 
well if we were to have that effort scrutinized a little bit and see if we 
can find out just what caused it to bog down. 

I think it might throw a little light on this whole picture. I am 
glad to know that you went through that experience, General, be- 
cause that might prove to be the key to the difficulty. 

General CrawForp. We thought that if we got that, we could follow 
through with Chrysler, with Willys, and follow all the way through, 
but we began to get a reaction down the line—from General Motors 
Corp. we got a favorable reaction, and it was so favorable we thought 
at one time—in fact, I think it was pretty well cleared through one 
channel of command, but the reaction came from the New York 
office to Washington. 

Mr. Harpy. Well, we will want to pursue that one with you a little 
bit more fully, General, and it may be that we will concern ourselves 
with some of the background and details of it, if time permits. 

Mr. Mraper. General Crawford, do you more or less associate your- 
self with the same attitude Mr. Stapleton and Mr. Sipe expressed 
here, that you feel that the Government is being imposed upon by this 
indirect buying, and the failure of the basic manufacturers to bid or 
to bid competitively ? 

General Crawrorp. Yes, sir, I do. I am surprised at some of the 
information brought out here, JT am surprised at the margin of the 
mark-up. That is a thing that I thought was not common, but that 
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it was rather an execption, that the margin was so great. It is con- 
ceived that these middlemen can perform some service for us in some 
cases, In enough cases to make it worth while for us to utilize them in 
many cases. I think even though we had open-end contracts we would 
vo back and advertise at times, but much of this is surprising, and | 
don’t know whether to open it,to the public would be the proper 
procedure. I doubt that it would be right now. I think we together 
have some more work to do, and we will cooperate with our end of 
it. 

Mr. Benper. Mr. Chairman, aren't some of these enterprises operat- 
ing on a cost-plus basis with the Government ? 


FURTHER STATEMENT OF THOMAS F. STAPLETON, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Srarteton. No. 
Mr. Benper. That cost-plus basis was the rule during the last war? 
Mr. Srarteton. World War I, not World War IT. 

Mr. Benper. So that all the information to the effect that they were 
operating on a cost-plus-10-percent basis was wholly incorrect é 

Mr. Harpy. Well, if we got away that lucky on automotive parts, we 
saved an awful lot of money. 

Mr. Srapteron. Mr. Chairman, I want it understood that the list 
of manufacturers that Mr. Schaffer has read are not all guilty of 
this practice of refusing to bid. 

Mr. Harpy. We are not condemning anybody right at the moment. 

Mr. Stapteton. I did not want anyone to get the implication that 
all of those people refused to bid. 

Mr. Harpy. You might make that application to Hercules, vet they 
bid consistently, apparently, consistently high. 

Mr. Srarteron. No. You misunderstood me. You can call that 
bidding, if you want to, they call it bidding so as to keep their name 
on the bidders’ list, I think. But there are a number of manufacturers 
on this list who bid consistently, and the part they manufacture is 
advertised, and they bid at their market price: I am not going to say 
what kind of a price they bid at, but they do not bid the same as 
Hercules, and they get the contracts directly from the Government, a 
whole lot of these people he read off; isn’t that right ? 

Mr. Scuarrer. Not a whole lot on the list, 1 would not say. 

Mr. Srapteron. Well, I don’t know how many you read, but I re- 
called a few. General Motors most certainly bids. 

Mr. Scuarrer. General Motors—we don’t have the information as 
to them as yet. 

Mr. Srapteton. Well, you have Clark Cable Co. Do you know of 
any case where they refused to bid / 

Mr. Scuarrer. | probably have it in the pattern. IT made no impli- 

cation that those on the list did not bid. I said that these are the 
people whom I contacted to get information from. 

Mr. Srapceton. That is right. But I did not want the committee 
to get the implication that those people refused to bid or bid way up 
high, all of them. I mean, there are some of them that don’t bid. 

Mr. Casey. But at least whatever pricing practices are reflected 
by these companies is a true representative picture of the automobile- 
parts industry. 
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Mr. StarLeron. That we agree to. 

Mr. Casry. * right. 

Mr. Harpy. don't want any of you people to form a conclusion 
that we are arriving at any conclusion with respect to any single 
individual or proposition as a whole until we get all the facts on it. 

This subcommittee does not do business that way, and when we 
come up with conclusions they will be supported by documentary 
evidence, 

Mr. Srarteron. I think there is sufficient evidence before you, Mr. 
C hairm: in, to say that Timken does not bid, or if they do bid on very 
rare occasions they give you a high price. 

You can include that Hercules always bids, but they bid at a high 
price. 

Mr. Harpy. I think your testimony to that fact would be sutticient 
to support a finding by this committee. 

Mr. Srapteron. Thank you, sir. 

Mr. Harpy. I have one other point, before we move on to something 
else, and see if we cannot dispose of it in a few minutes. 

General, you made reference to trving to work out something with 
General Motors, and Mr. Stapleton made reference to the same thing. 

Now, a great many parts which would be required in connection 
with General Motors vehicles also would not be manufactured by 
General Motors. 

General Crawrorp. That is true, sir. 

Mr. Harpy. So that in dealing with General Motors, you are actu- 
ally dealing with a distributor / 

General Crawrorp. Yes, sir. 

Mr. Harpy. And you have got at least one additional profit over 
and above the manufacturers’ profit on most of the items involved. 

General Crawrorp. That is correct. 

Mr. Strapteron. As I recall it now 

General Crawrorp. I think the details of that—— 

Mr. SrarLeron (continuing). It seems to me, as I recall, that gen- 
erally weren’t we talking about parts manufactured exclusively by 
General Motors ¢ 

General Crawrorp. Within the corporation, I believe that is what 
it applied to. 

r. Harpy. I don’t know what the provisions of the arrangement 
were, but if you were buying through General Motors all of the re- 
placements you might need in connection with General Motors vehi- 
cles, you might be still buying a lot of parts } 

Mr. SrarLeton. Well, we are thinking of Deleo-Remy, AC spark 
plug, and such subsidiaries as that, and Chevrolet. 

Mr. Harpy. Well, even if you worked on Delco-Remy and those 
subsidiaries, you have got a double-profit proposition within the 
General Motors family. 

Mr. Sipr. Not if you get the best customer price. 

Mr. Harpy. If you get the best customer price of Delco-Remy, 
that is one thing, but if you get the best customer price of General 
Motors, Chevrolet, or whatever, that is something else. 

Mr. Stier. We don't intentionally buy a Delco part from Chevrolet. 

Mr. Scuarrer. No; you buy it from United, who bought it from 
Delco. 

Mr. Sirr. Deleo bid—— 
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Mr. Srapteron. You are confusing that with some other thing. 

General Crawrorp. I think you have to study the contract. We 
made a very determined effort to get the very lowest price that could 
be gotten from General Motors. 

Mr. Harpy. The subcommittee appreciates that. I say, the only 
way we can arrive at anything very specific is to get a background of 
the whole thing. 

Mr. Benper. Can I ask a question here ? 

I am just wondering whether these companies, some of these com- 
panies, are not owned jointly. 

But is there anything crooked ? 

Are these companies out to rook the public? Is that your im- 
pression ¢ 

Mr. Srarieron. To rook the public? No,sir. They have a normal 
distribution channel that they sell parts through, and they are, how- 
ever, insisting that the Government use that same normal distribu- 
tion channel, and we believe that we could buy cheaper if we short- 
circuited that normal distribution channel. 

Mr. Benper. Is there a deliberate attempt on the part of these 
corporations to give the taxpayers a rooking as a result of this busi- 
ness, of using this Rube Goldberg method of getting around them 
direct ? 

Mr. Srapvteron. I don’t believe any of these manufacturers whom 
we are referring to make 5 cents more on the product that they sell 
to the distributor than if they sold it directly to the Government. 

Mr. Harpy. Well, I think the answer to that question is this, that 
certainly the subcommittee would make no finding of that nature until 
it had all the facts, then you cannot make a determination, really—— 

Mr. Benver. I don’t like the implications involved here. I would 
hate to ieave this room with 25 or 30 men present and have the impres- 
sion go forth that these companies are out to give the taxpayers a 
rooking, and obviously that is the impression I am getting as a result 
of this testimony, and, if that is the case, then we ought to have the 
Department of Justice here when we are holding these hearings. 

Mr. Casey. The Department of Justice was here yesterday. 

Mr. Benver. I don’t know, maybe they are here today, but if they 
are not they should be. I am not here to defend anyone, but as a 
member of this subcommittee, and I hear this testimony, it does not 
sound good. 

Mr. Harpy. And it does not look good either. 

Mr. Benper. It does not look good, and if the impression is con- 
veyed that the taxpayers are getting the business as a result of these 
operations, then it is no good. 

Now, I don’t like these things, these implications, this business of 
obvious chicanery between individuals or corporations, and just let 
it stand, even for the night. 

Mr. Harpy. Let me say this to Mr. Bender: I don’t think that we 
can make that determination tonight. TI think that is the purpose, 
the major purpose of this hearing, to try to find out whether what 
appears to be the case on the surface is actually the case when all the 
facts are known. That is the basis on which we are trying to operate. 
to determine whether the existing system of procurement is the most 
advantageous to the Government, whether certain policies by certain 
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manufacturers—and it does not include them all—are in need of being 
changed, and whether perhaps there might be a case of bad ethics in 
the guise of good private enterprise practice. 

Those are determinations which the subcommittee is going to have 
to make, after it gets all the facts. It cannot make them now, and I 
certainly, for the time being, would not indict any single manufacturer 
on the list that has been read. 

There are certain practices that have come out in connection with 
several of them that certainly need a more thorough study than has 
been made up to now, and it may be that in the wind-up some of them 
will be completely vindicated, and it may be that some of them will 
not, but we can make no determination. 

Mr. Benpver. Mr. Chairman, as a general over-all statement, this 
gentleman who is testifying here, I would like to ask him: Is it his 
impression that. there is any corruption and crookedness going on 
in connection with these transactions that we have been discussing 
here, that is, is it obvious that somebody is taking advantage of the 
taxpayers, because of this method of procurement that is being prac- 
ticed by our representatives who are doing the purchasing? 

Mr. Srapieton. I don’t think there is anything dishonest in it at 
all, Mr. Representative. I don’t think there is anything that you 
can indict anyone for. I don’t think that there is a thing dishonest 
init. It is the normal way these companies do business. 

Mr. Harpy. You would not go so far as to make the statement that 
you are convinced in your own mind that you would want to exoner- 
ate some of these people from any possible violation of the antitrust 
laws? 

Mr. Stapteton. No, sir; I am not speaking of the antitrust laws, 
nor the Robinson-Patman Act either. 

Mr. Harpy. There are some indications that there may be collusion 
on the part of certain businesses. Now, it is unsubstantiated, but 
just a perusal of the bids and consistency with which they are applied 
might be an example of collusion, might it not ? 

Mr. Srarieron. I don’t even agree there is any collusion in any 
of those cases. If I thought there was we would have reported it 
a long time ago. 

Mr. Harpy. Well, that is a matter of determination. 

Mr. Casry. I would like to have 'the record show that Mr. Fink, 
of the Department of Justice, and Mr. Williams, of the Federal Trade 
Commission, sat through the hearings vesterday, and while I don’t 
believe Mr. Fink is here today, there is a representative of the Fed- 
eral Trade Commission here. What is your name, sir? 

Mr. Sexton. Charles Sexton, of the Federal Trade Commission. 

Mr. Casey. I would like to have the record show that Mr. Charles 
Sexton, of the Federal Trade Commission, sat through the hearing 
this afternoon. 

Mr. Harpy. With respect to the other matter, this whole matter 
that was brought up, I think if we can run through this case before 
us it may clear up, in the mind of my good friend from Ohio, some 
of the points he has brought out. 
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FURTHER STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Casey. Mr. Schaffer, have you had occasion, during the course 
of this study, to come across an arrangement between Metro and the 
two O'Haire brothers ¢ 

Mr. ScuarFer. Yes, sir; I have. 

Mr. Caszy. Would you give the committee a brief summary of the 
facts as you found them ? 

Mr. Scuarrer. It was noticed that the Metro Engineering Co. began 
receiving Government contracts in 1947, and we have assembled infor- 
mation concerning the Metro Engineering Co. and a partnership 
known as O’Haire & O’Haire. 

Briefly, the facts, and in chronological sequence, are that the Metro 
Engineering Co., a Detroit copartnership, was formed in 1940 by Paul 
Canstein and Frank Bob. In 1944 it became the Metro Engineering & 
Manufacturing Co., a copartnership. The company engaged in light 
manufacturing for private concerns, mainly on a subcontract basis. 
It did not attempt to secure Government contracts. The company’s 
accountant was James P. O’Haire, who worked on a part-time basis. 

James P. O'Haire’s brother, John J. O’Haire, entered the Army as a 
private in 1942. He became a captain and was a fiscal officer in the 
Office of the Chief of Ordnance, Washington, D. C. 

On July 1, 1946, the Metro Co. was incorporated. The only share- 
holders were Frank Bob and Paul Canstein, who each received 25,000 
shares of stock as payment for the assets of the partnership. James 
O’Haire was made a director, although he had no shares. He was also 
made secretary, receiving no salary except per diem payment for his 
services as an accountant. 

John O’Haire went on inactive duty as a captain in the Reserve in 
August, 1946. He remained in the same office as a civilian until May 
1947, when he resigned and went to Detroit. 

On May 1951, Frank Bob (who is no longer associated with Metro) 
stated to a GAO auditor that Paul Canstein had told Bob that if he 
was able to arrange a deal he had been working on for several months 
Metro would no longer solicit business from private industry. Ac- 
cording to Bob, Canstein invited him to his home to meet John O’Haire 
either on May 24 or May 31, 1947. At this meeting they planned a 
sales contract -between O’Haire and Metro. 

On May 26, 1947, the Detroit Arsenal opened three bids received on 
a contract to design, engineer, and manufacture special tops for experi- 
mental cold weather vehicles. These three bids were rejected. 

On May 31, 1947, John O*’Haire’s resignation from Government 
service became effective. He and his brother James formed the part- 
nership of O'Haire & O’Haire, procurement specialists and industrial 
consultants. On June 3, 1947, Metro and the O’Haire partnership 
signed a contract under which the O’Haires would “solicit orders for 
the * * * services and products of Metro.” Metro agreed to 

pay “10 percent of the gross dollar amount of each and every (sic) 
order accepted * * *” 

Neither of the O’Haires had any background in manufacturing 
or sales. Both were accountants by profession. 

On June 5, 1947, the Detroit Arsenal negotiated a $98,787 con- 
tract with Metro. It was for the same work on which the Detroit 
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Arsenal had rejected three bids on May 26, 1947. Presumably the 
O’Haire partnership earned $9,878.70 in the first few days of its 
existence. (The partnership did not file for a State of Michigan 
certificate of copartnership until June 7, 1947.) 

On June 29, 1947, the Commanding General of the Military Dis- 
trict of Washington was requested by the Commanding General, 
Detroit Arsenal, to contact Reserve Capt. John O’Haire and re- 
quest him to expedite submission of an application for active duty. 
The letter written for the Commanding General, Detroit Arsenal, 
stated that Capt. John O’Haire had been requested by name by the 
Chief of Ordnance for 60 to 90 days active duty at the Detroit 
Arsenal, starting July 1, 1947. If O’Haire could not be had, no 
substitute was desired. 

In the last 6 months of 1947 Metro paid the O’Haire partner- 
ship commissions of $37,715.18, on total sales to the Government 
amounting to $337,151.80. For the whole year of 1947 the two 
salaried officers of Metro, Bob and Canstein, were paid total salaries 
of $36,000. The company’s profit for the year was $5,424.68. 

The O’Haires had made more money than the officers of the cor- 
poration so on March 1, 1948, the O’Haires’ commission on sales in 
1948 was reduced from 10 percent to 5 percent, but Metro agreed to 
pay them $6,000 to act as financial advisers to the corporation 

In 1948 Metro paid the O’Haires commissions totaling $20,924.86, 
plus $6,000 for financial advice. Metro’s sales to the Government 
totaled $409,340.69. Commercial sales dropped from the previous 
year’s sales of $159,718.38 to $82,905.95. 

On January 3, 1949, Metro and the O’Haires changed the fee for 
financial advice. Metro agreed to pay one-half of 1 percent of gross 
governmental billings. Government business totaled $787,372.49 for 
1949. The O’Haires were paid $38,768.11. This was more than 
Metro’s total commercial sales for 1949, which had dropped to 
$34,289.31. 

On June 1, 1950, Metro and the O’Haires contracted to continue 
on the same basis until June 3, 1951. The O’Haires collected $45,- 
191.54 in 1950. 

Although the 5 percent commission basis was to run to June 3, 
1951, on January 2, 1951, Metro and the O’Haires amended the con- 
tract. The 5 per cent agreement and the percentage agreement for 
financial advice were canceled and it was agreed that the O’Haire 
partnership would receive a flat $24,000 in 1951 for rendering all the 
services they had in the past, both as to sales and advice. 

Altogether the O'Haires have received $138,599.69 in commissions 
through December 31, 1950. Since Metro engaged the O’Haires it has 
received $2.280,041.62 in Government contracts through December 31, 
1950. It filled $427,970.26 in private orders, a total of about $2,700,000, 
about $1,700,000 over normal volume on the basis of 1946 sales, which 
were about $250,000. In 1946 the firm’s machinery was worth about 
$35,000 and in 1950 about $31,000. GAO auditors state that the facili- 
ties “do not appear to comprise much more than the equipment of a 
fairly good-sized first class garage.” Atest check of Metro’s contracts 
led to the conclusion that practically all of the work was fully sub- 
contracted, although by far the greater part of the business awarded 
to Metro by the Detroit Arsental was negotiated under the representa- 
tion that Metro had the facilities to manufacture and would sub- 
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stantially manufacture the products involved. On one contract that 
was fully subcontracted the company made a profit of $5,602.28 on a 
$182,750 contract. 

Metro has allocated to sales expenses on Government work the 
following expenses : 

Entertainment, 1947, $1,826.69; 1948, $9,452.32; 
1950, $9,100.04; which made a grand total of $35,421.35 

Mr. Benver. That sounds a little bit like the ‘Maytlow er Hotel bill,. 
or a bill at the Mayflower Hotel. 

Mr. Scuarrer. Yes, a hotel was connected with it. 

Then under selling 6 listed as other gifts, and so forth, 
in 1947, $1,153.18; 1948, $ S207 02; 1949, $5,577.55; 1950, $4,371.79; 
and a grand total of $19,970.7 

The total of all expenses, eaten commissions, is $195,970.78. 

Government contracts contain the following cov enant against con- 
tingent fees: 

The contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understanding 
for a commission, percentage, brokerage, or contingent fee, excepting bona fide 
eumiployees or bona fide established commercial or selling agencies maintained 
by the contractor for the purpose of securing business. For breach or violation 
of this warranty the Government shall have the right to annul this contract 
without liability or in its discretion to deduct from the contract price or con- 
sideration the full amount of such commission, percentage, brokerage, or con- 
tingent fee. 

Mr. Benper. It sounds as though the O’Haires have 
where the hair is short. 

Mr. Harpy. I would just like to say that you, Mr. Schaffer, listed 
under expense entertainment and gifts. Did your survey of this mat- 
ter indicate whether any of these items were paid through the 
O'Haires ? 

Mr. Scuarrer. Were paid through the O’Haires? 

Mr. Harpy. Whether or not they represented expense accounts of 
the O’Haire brothers, whether the O’Haires were doing entertaining ? 

You indicated the Detroit Leland might have been involved ¢ 

Mr. Scuarrer. The O'Haires did disburse a good deal of this 
money; yes, sir. 

Mr. Harpy. So in addition to the commission that they got, they 5 
also had an expense account ? 4 

Mr. Scuarrer. Yes, sir. q 

Mr. Spracue. May I clarify that? I had the details on that, Mr. : 
Hardy. 4 

Mr. Harpy. Yes; identify yourself. 3 

Mr. Sprracur. Walter Sprague of the General Accounting Office. 

Mr. Benper. All you have to do is to go to a night club, and you 
will understand. I was there once, and they just about extracted my 
week’s pay. : 

Mr. Spracur. This report is in rough draft form only, and I will E 
read you the summary of expenses of the partnership of O’Haire & q 
O’Haire for the same period. 

For the period June 1, 1947-—— 

Mr. Mraper. That is in addition to the statement of Metro’s 
expenses ? 






1949, $15,042.27 ; 
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Mr. Sprague. This is the disbursement in the way of advertising 
and promotion expenses; in other words, the disbursement of funds 
received in commissions. In other words, this income is from Metro. 

Mr. Scuarrrer. We want a breakdown on who spent this money. 

Mr. Casry. What did Metro spend the money for / 

Mr. Scuarrer. This was on Metro’s books, and it was apparently 
disbursed by Metro. That would be a bill for a hotel, and then they 
had a lodge up in the north woods. 

Mr. Sprague. That detail is in the working papers. 

Mr. Scuarrer. We will have to determine the detail from the work 
papers. 

Mr. Meaper. What were some of the gifts? 

Mr. Scuarrer. I dont’ recall. 

Mr. Meaper. No mink coats or deep-freezers / 

Mr. Scuarrer. No, I did not locate any of those, but we can dig up 
the details. I was not prepared to give a complete breakdown of all 
the items. 

Mr. Harpy. Since you did not find mink coats or deep freezers, I 
wonder what you did find. 

Mr. Scuarrer. But we do have the detail, and I could work that up 
in shape to present to the subcommittee. I am not prepared to do it at 
this time. 

Mr. Benver. We ought to pursue that. 

Mr. Harpy. I just wonder if there is any point in going into any 
further discussion on it at this time ? 

Mr. Casey. I think that perhaps I should ask Mr. Bruce to relate 
his connection with the O’Haires. 


STATEMENT OF R. BRUCE, CHIEF, FISCAL DIVISION, ORDNANCE 
TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Bruce. Tam Chief of the Fiscal Division. 

I have known Captain O’Haire since approximately 1943, I suspect. 
He was a captain in Washington, where I was a major in the office, 
Chief of Ordnance, Detroit. I had known him, he had been in my 
office in Detroit on many occasions during his service with the OCO 
in making investigations and checking and what not. 

If I recall, in April of 1947 I had a call from his brother Jim 
O’Haire, whom I had also met occasionally. He was working then 
with some local company in Detroit, and Jim called me by telephone 
to tell me that John was planning on quitting the job he had in 
Washington and coming to Detroit. 

They had some idea of starting some sort of accounting firm, and 
would I be interested. I said not particularly, “I am satisfied where 
I am, but I will be glad to talk with you about it.” 

So he invited me downtown, and with him was Mr. Paul Canstein 
who was the president of Metro Engineering Co. Mr. Canstein, if I 
recall my conversation with him, apparently wanted to get in the 
accounting business. He said he would finance whatever business the 
O’Haires would have. 

I said, “Well, that is most unusual. You are an engineer, and you 
don’t know anything about accounting at all, why should you be 
interested in that ?” 






114 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


At that time we were having, at the Detroit Arsenal, one terrible 
time in getting industries to become interested in contracts. I sug- 
gested that in view of the fact that I was not interested in this ac- 
counting set-up, that Mr. Canstein should come up to the Detroit 
Arsenal and talk to some of the procurement people, in view of the 
fact that he had practically no business, but he had quite a background, 
at least he said, of business during the war with the Air Corps, Fisher, 
and people like that, and specifically I cannot state the date, but I 
think it was a week or two after that, that was in April or May, I 
don’t know which—— 

Mr. Benper. Of 1943 4 

Mr. Bruce. 1947, and Mr. Canstein did come up to the Detroit 
Arsenal accompanied by—and as I said, my memory is not too good— 
it was either John O’Haire with him or Jim O'Haire. I don’t think 
it was the two, it was one or the other. 

So I took him to Mr. Sipe, and I told Mr. Sipe just exactly what the 
situation was, that Mr. O’Haire was with us, and he had met him 
with his contacts with the Detroit district, because Mr. Sipe was there 
during the war, and he thought he might be able to place him, and 
that was the last I knew about the connection with the contracting, 
and what happened. 

Mr. Casry. When you say there would be a place, what do you 
mean by a place ? 

Mr. Bruce. 1 meant that there may be work for engineering, par- 
ticularly. 

Mr. Casey. Well, isn’t it true that John O’Haire knew Mr. Sipe as 
well as knowing you? 

Mr. Bruce. No, I don’t believe so, because from the many contacts 
I had, and Mr. Sipe was in charge of motor vehicles, I believe, of the 
district, and it was more contact, | think at the time I introduced 
him to Mr. Sipe, he recalled that he had met him before. 

Mr. Casry. Then the original plan, which was to set up an ac- 
counting firm into which Mr. Canstein would become a sponsor, 
turned out to be a plan whereby Mr. O'Haire, the accountant, joined 
up with Mr. Canstein as an engineer. 

Mr. Bruce. From the information we have now, that is true. 

Mr. Harpy. Did Mr. John O’Haire at any time go to work for De- 
troit Ordnance ? 

Mr. Bruce. No, sir. 

Mr. Casry. The request for Mr. O’Haire to return to active duty 
emanated from Washington ? 

Mr. Bruce. It must have been, yes, sir, on account of what I saw 
today. 

Mr. Casey. But it was to assign Mr. O’Haire for a 60- to 90-day 
tour of active duty at the Detroit Arsenal, and it was to begin on 
July 1, 1947, and I will read this into the record at this point. The 
ahios is Active Duty, Training of Reserve Officers, and it is ad- 
dressed to the Commanding General of the Milit: ary District of Wash- 
ington: 

The following officer has been requested by name by the Chief of Ordnance 
for duty as indicated below. Desire that this officer be contacted and requested 
to expedite submission of application in your office. If applicant is administra- 
tively qualified, desire he immediately undergo final type physical examination 


and report of physical examination with DAGO Form 638 be forwarded with his 


con 
\ 


do: 
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application. It specifies the officer to be desired, Capt. J. J. O’Haire, Washington 
address, period 60 to 90 days, effective July 1, 1947, the installation to be the 
Detroit Arsenal. 


Paragraph 2: Substitution for the above-named officer if not available is not 
required. : 

Now, that is signed for the commanding general, Lawrence H. 
Birchwo, United States Army, Assistant Adjutant General. 

Mr. Harpy. I would like to ask General Crawford a question gen- 
erally: Would it not be a little unusual for the Chief of Ordnance to 
make a specific request like this for an officer to be recalled to active 
duty for an assignment at the Detroit Arsenal, without prior con- 
currence with the commanding general of the arsenal ? 

General Crawrorp. No, sir. We have numbers of officers who come 
from time to time, who are sent there. Sometimes they request it 
themselves, they come from some other area, they come from all over 
the United States. 

Mr. Harpy. That might be true in the case of a transfer. 

General Crawrorp. I mean for active duty. 

Mr. Harpy. They are recalled for active duty. 

General Crawrorp. They are recalled for active duty, for a short 
training period. That is the way most of it happens. Usually it is 
their officer who requests it rather than ours. We would not ask for 
one to come on active duty for 2 weeks, or something like that. We 
might ask for one for 3 months, if we knew him alreac y, if we thought 
we could get something out of him, but usually they are more trouble 
than they are worth, and as a rule they take up more time than they 
are worth. 

Mr. Harpy. Apparently Mr. Bruce thought he might be of some 
value out there. 

General Crawrorp. You might work a man 

Mr. Bruce. I take exception to that, Mr. Chairman. 

Mr. Harpy. I don’t mean in connection with his return to active 
duty, but I understood you to say that you took him up to Sipe with 
the thought in mind that he might utilize his services. 

Mr. Bruce. No, sir. Mr. Sipe could talk to Canstein. So far as 
the O'Haires, I didn’t know that there was any connection there at all 
at that particular time. 

Mr. Harpy. That was for the purpose of conference between Mr. 
Sipe and Mr. Canstein in connection with contracting? 

Mr. Bruce. That is right. 

Mr. Benper. You said. they had no pull with you, but who did they 
have a pull with? 

Mr. Bruce. I don’t think they had a pull with anybody, frankly. 
We have mene people who come in, where in these cases we were 
begging for people to take business, " least I will leave that to the 
contr acting people to discuss, because I don’t know enough about it. 

Mr. Benver. Yi think these unusual profits that are shown here— 
do you think unusual profits are indicated here ? 

Mr. Bruce. I think they are unconscionable profits. 

Mr. Benner. Obviously they are way out of line with good sense 
and good business. 

Now, there is something that was not kosher in this whole deal. 

Mr. Bruce. One of these contracts they referred to this morning 
was advertised contracts with Detroit Ordnance District, where they 

93669—52——9 
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made that $50,000, it was not with the Tank Automotive Center on 
invitation to bid. They probably did not have any breakdown of 
cost. It was competitive. 

Mr. Harpy. Well, he had to get some inside information in order 
to give him a basis to bid on, if he actually served any purpose. 

Mr. Casey. Mr. Bruee—— 

Mr. Benver. This is a lousy business, and how anyone can get 
away with it undetected is beyond me. 

Mr. Harpy. I think that you perhaps misunderstood my observa- 
tion a moment ago in connection with the competitive bid contract. 
O’Haire got a fee on that, a percentage, I presume, and if it was truly 
a competitive bid, then O’Haire did not really serve any purpose in 
helping him get the contract. So if O’Haire served any purpose in 
connection with that proposition he would have had to get some 
information privately or work some skullduggery which would have 
been the only manner in which he could have been of assistance. 

Mr. Casey. I think possibly there are just one or two more points 
that might be enlightening to the committee. That was a competitive 
contract, and the bid was approximately $182,000. 

Now, where did you get those figures indicating a $50,000 profit? 


FURTHER STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Scnarrer. I obtained those figures direct from the books of 
Metro Engineering Co., after serving a subpena on them. 
Mr. Casey. This subcommittee issued a subpena and those figures 


were taken directly from the books ? 

Mr. Scuarrer. That is right. 

Mr. Casey. Do those figures indicate, Mr. Schaffer, where the money 
was spent, the expenses under that contract that resulted in that $50,- 
000 profit ? 

Mr. Scuarrer. Yes. They list a group of suppliers who furnished 
the castings and various parts, and they also list a company who 
acted as a subcontractor, and they list from their own books $6 of 
direct labor. The total of all of them was $132,147.72, and the total 
contract price was $182,750. 

Mr. Meaper. What was the thing that was produced ? 

Mr. Scuarrer. An armature and hub torsion bar. 

Mr. Casey. In other words, they only charged $6 of direct labor 
to the expense of performing this contract? 

Mr. Scuarrer. That is right. 

Mr. Casey. And the expense was approximately $132,000? 

Mr. Scuarrer. Cost, yes. 

Mr. Casey. In other words, they actually did no work whatever 
under this contract, except to subcontract the complete manufactur- 
— to other people ? 
se Scuarrer. According to the records we obtained from their 

ooks, 

Mr. Benver. And all this was done on an investment of approxi- 
mately $35,000. 

Mr. Scuarrer. In equipment, yes, sir. 

Mr. Benver. What other investment did they have beyond that ? 
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Mr. Scuarrer. I don’t have a balance sheet in front of me. They 
did have some cash, and I guess they had an interest in a building. 

Mr. Benpver. They were renting a building? 

Mr. Scuarrer. Yes, sir. 

Mr. Harpy. Is there anything further we need on this at this time? 

Well, I think we have reached a point now where the subcommittee 
will be able to plan a future course of action. I want to express the 
appreciation of the subcommittee, General, to you and to all of 
your coworkers, for the cooperation and the assistance which has 
been given to the subcommittee. 

I hope that what we have done in these preliminary sessions may 
have some value, and I want to assure you that in the future we will 
want to try to do a completely cooperative job, working toward an 
objective of trying to make some worth-while accomplishment in pro- 
ducing some savings for the taxpayers. 

I think that the whole spirit of cooperation has been unusually 
fine, and I want each of you to know that the subcommittee appreciates 
it. 

So subject to future call of a meeting and to future action by the sub- 
committee I am going to declare the hearing ajdourned for the time 
er. Thank you a lot. 

(Whereupon, at 5:30 p. m., the subcommittee adjourned, subject 
to the call of the Chair.) 








INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES GOVERNMENT 


FRIDAY, JULY 20, 1951 


House or REPRESENTATIVES, 
GovERNMENT OPERATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS, 


Washington, D.C. 


The subcommittee met at 10 a. m., Hon. Porter Hardy, Jr. (chair- 
man), presiding. 

seri eda Porter Hardy, Jr., Richard Bolling, John 
Shelley, Walter Riehlman, and George Bender. 

Also present: Ralph E. Casey, counsel; and Edward P. Schaffer, 
staff member. 

Mr. Harpy. The subcommittee will please be in order. This session 
of this subcommittee grows out of the study which this subcommittee 
has been making of the procurement practices and policies in connec- 
tion with automotive parts by the Detroit Tank and Automotive 
Center. 

In the course of our investigation of this matter, the staff has 
made a rather intensive study of certain contracts and has prepared, 
for the use of the committee, information in connection with the 
practices both of the Tank and Automotive Center and of bidders 
responding to proposals from the center. 

As a result of those studies I addressed letters to 29 manufacturers 
of parts; I should say mancfacturers or distributors of parts. I out- 
lined in brief some of the information which our study of the contract- 
ing practices had disclosed in connection with those particular com- 
panies. (See exhibits 33, 34, and 35 for representative letters.) We 
received 17 replies in answer to those 29 letters and we offered each of 
the people who have been contracting with the center an opportunity 
to appear before this committee and express their views in connection 
with the information we had developed. 

We are glad to have with us this morning representatives of four 
companies. We want to give each of you an opportunity to express 
your position in connection with the information which has been sent 
you and any other information you care to present with reference to 
your dealings with the OTAC and the manner in which you supply 
parts to the Government. We shall take them up one at a time and 
ask the others to remain outside until we conclude with that particular 
company, so that other competitors who are present shall not have 
the advantage of hearing the testimony of their competitors. 

The first company whose representatives we shall hear is the Her- 
cules Co. We have two gentlemen here representing the Hercules 
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Motor Co., Mr. Keplinger and Mr. Ketterer. If you gentlemen will 
come up to the witness table, we should be glad to hear both of you 
or either one of you in behalf of your company. 


TESTIMONY OF JOHN KEPLINGER, EXECUTIVE VICE PRESIDENT, 
HERCULES MOTORS CORP., CANTON, OHIO 


Mr. Harpy. Which one of you gentlemen is going to testify ? 

Mr. Keruineer. I shall. , 

Mr. Harpy. Please give the reporter your full name and your 
position with the Hercules Co. and then you may proceed in your own 
way. 

Mr. Kepuincer. I am John Keplinger, executive vice president of 
the Hercules Motors Corp., Canton, Ohio. 

I have to start out first by correcting the spelling of my name. In 
your letter of July 9 (exhibit 33), gentlemen, you have me as “Mr. 
Kiplinger.” I would like to qualify for that, but I spell my name 
with an “e” instead of an “i.” 

When this matter came up, and when you wrote us for certain in- 
formation, and when we gave certain information which we did with- 
out any restrictions of any kind, there was one thing that we felt 
particularly in the reply that was not altogether clear. This not only 
affects the Hercules Motors Corp., but I think it affects others. 

You have to go back a little bit to the practice of our industry in 
the selling of parts. We sell engines for end units. We sell very few 
engines directly that are put into trucks or shovels, or what have you. 
Most of our manufacturing customers must have a parts business in 
order to exist. In other words, they buy parts from us and, in turn, 
sell them to the people who use their end products. That is part of a 
regular trade practice that has been going on for many years. 

Now, when a manufacturing customer of ours—that is, a person 
who buys an end product, let us say a shovel—comes to purchasing 

arts, he buys them at list. We have a regular established list price. 

n some cases, if it is a fleet owner, there might be a moderate dis- 
count from that list, but normally it is the list. That is so that he 
does not come to us to buy parts; that is so that he goes back to the 
manufacture of the end unit who is responsible for the complete unit 
as well as our product and everything else; and we channel the pur- 
chase of parts through them. Their business is built up that way. In 
other words, they make a certain profit on the engine, probably, and 
make a profit on the parts. But there is a relationship between the two 
and they need the parts business to exist. 

During the last war, of course, I think we sold more engines than 
all the rest of them put together, to various branches of the service: 
9814 percent of our business was for direct Army uses. At that time 
we carried on the same policy that we did commercially. We sold 
the armed services at list price. When I say we sold them, we quoted 
them list price. We got our request for a bid and we would put our 
bid in on the basis of the list price. 

Mr. Casry. May I interrupt you at this point? 

Mr. Kepirncer. Certainly, at any time. 

Mr. Casry. Obviously, when you quoted the list price, you knew 
in advance that you would never get the bid ? 
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Mr. Keriincer. We definitely do not want the business. 

Mr. Casey. You do not want the business ? 

Mr. Kerpuincer. No. 

Mr. Casey. In other words, the only purpose of quoting the list 
price is to be kept on the bidders’ list ? 

Mr. Kepiincer. To be kept on the bidders’ list and in some cases, 
I understood it used to be, that you had to have a certain number 
of bids; I mean, if they request bids you have got to have more than 
one person or more than two persons or three persons, you have got 
to have a sufficient number of people bidding. 

Mr. Casey. Of course, very often they cannot get more than one 

or two and then obviously they have got to take whatever they can 
ret. 
. Mr. Keptincer. We have never had that case come up as far as 
we are concerned. But primarily it was to keep on the bidders’ list, 
because we wanted to know in advance if possible what was going 
to be ordered, to help us in our procurement, in purchasing, to know 
that sooner or later that business would come through us. 

Mr. Casey. That practice has been going on since the beginning 
of World War II? 

Mr. Kepuincer. And before that even; always. That has been a 
commercial regular practice with us. 

Mr. Casey. So far as the Government is concerned ? 

Mr. Kertincer. Yes, sir; and also the same commercial practice 
as far as our manufacturing customers are concerned. 

Mr. Casey. Generally speaking, the only person who pays the 
bak price is the man in the street, so to speak ? 

r. Keptincer. The man in the street, the man who buys one little 
cotter pin or who buys one item at a time and you have to process it 
and get everything for him. 

Mr. Casey. We have certain information which your company has 
furnished us relative to list prices and to your costs. 

Mr. Keriincer. Mr. Casey, may I stop here just a minute to clarify 
something? In the establishing of these list prices, and in the selling 
of these items in that manner and in the quoting to the Government 
on a list-price basis, that followed a practice, as I say, that was estab- 
lished in industry, particularly in the automotive industry, for a long 
time. When I said that we did it because we did not want the business, 
I want to qualify that to this extent: We did it because we wanted 
to channel the business back through these manufacturing customers, 
and the reason for that is that they had the facilities for the packaging 
that it was necessary to do for the Government. 

For instance, Diamond T, if you please, rented a big building in 
Chicago and spent a great deal of money getting facilities so that 
they could get these parts and package them and process them and 
treat them the way they have to treat them for fungus-proofing, and 
so forth. So that they acted as a screener; that is, so that the Ordnance 
Department or whoever you please who bought that truck from them, 
if they bought parts from Diamond T, Diamond T would screen those 
parts, so that they would be very sure that they did not get just a 
similar part, a part with a similar part number, but on a little different. 
specification. In other words, they might have gotten a lot of pistons 
out. there that would not have fit. That would have been a very easy 
thing to happen. 
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But this manufacturer of the vehicle was in a position to screen these 
parts and package them. That was fundamentally the reason for the 
manufacturer, such as ourselves, wishing to maintain a list price, so 
that we could drive that business back to the manufacture of the end 
unit who served that purpose as well as others, in protecting the 
purchaser. And, I must say this, that they all gave very reasonable 
discounts; there was not any question about that—at least to my 
knowledge. 

Mr. Casey. Mr. Keplinger, we have also made a study of the packag- 
ing situation as well as of the inspection services furnished by the 
vehicle assemblers, because primarily those were the two reasons given 
back in 1943 and 1944 before the Truman committee in connection 
with a similar inquiry that was made by that committee. 

Do I understand that the Government inspectors are not qualified 
to perform that inspection service in order to assure that the Govern- 
ment gets the proper parts, if they were to buy directly from the 
people who made them ¢ 

Mr. Keprineer. Primarily I believe the Government. inspectors 
look at a part to see that it is not defective. For instance, if we talk 
about piston rings, piston rings look pretty much alike. There might 
be one-thousandth of an inch or so difference one way or the other. 
Normally in their procedure the inspectors do not check for that. But 
they have a part number and they see that this is the part number on 
that ring, and they inspect to see whether the ring is rusty, or whether 
it has too much spring in it, or something of that sort. 

Mr. Casey. Is it not true that very often they have to determine 
whether or not the part is equal to the part that they have advertised 
for? 

Mr. Keprtrnoer. I do not believe they do from our experience. As 
I say, we have not sold many parts. We sell them in bulk to the 
manufacturers who again go through all of this and do this with the 
inspectors. But the few that we do sell occasionally, the inspectors 
come in there and they check them as to part number and quantity, 
and they will have a blueprint in front of them to check a dimension, 
something of that sort. But I do not think that they go into the 
design detail or engineering detail to any great degree. 

Let me cite you an example of this, if I may talk off the record—it is 
just an illustration. 

Mr. Casey. Why should it be off the record ? 

Mr. Kerpiincer. Well, I do not care; it is kind of ridiculous. 

During the last war at one time we got an order supposedly directly 
with us—finally it was not handled through us—for 90,000 pistons of 
a standard size. That inspector could have come in and passed the 
90,000 pistons of a standard size and he would have been perfectly 
within his rights. However, you cannot use a standard piston in a 
used engine. You use an oversize piston, because the bore is worn. 
If you are going to buy replacement pistons, the engine manufacturer 
puts in standard pistons, but after they are used, the bore is worn and 
you have got to put in an oversize piston. Now, the manufacturer of 
that truck, if they had gone through him, would have immediately 
recognized that fact. And it was recognized. But he would have 
screened it. That is an illustration of screening. 

Mr. Casry. I cannot understand why you people would not recognize 
the same thing. 


e 
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Mr. Kerrincer. We would. We would have recognized that in that 
particular case, too. 

Mr. Casey. Then that is not a very good illustration of the protec- 
tion that the vehicle assembler gives, if we can get the same protection 
from the basic manufacturer. 

Mr. Kepurincer. I used that as an illustration to show why an in- 
spector might not know. You asked me whether an inspector did not 
check for those things. He might not know. There are other things 
in the manufacture of parts whieh might be particular to the engine 
that the manufacturing customer uses. He might have his part 
number on it. A lot of them would. They would have our part 
number and their part number. As a matter of fact, the Ordnance 
Department had to work out a system where they interchanged part 
numbers so that they could tell. We could not always tell. We might 
be confused on some of the part numbers. 

Mr. Casry. Are you aware of the spread between your cost and the 
amount paid for these parts by the Government ? 

Mr. Kepiincer. Between our cost and the amount—surely. Wait a 
minute, I probably am not answering that right. I am aware of that 
spread if they paid list price for them. But they do not buy them 
from us. 

Mr. Casey. Are you aware of the spread where they do buy? 

Mr. Kerrincer. Not always. Sometimes we hear : He have been 
taken on this basis or that basis. In your letter you told us of the 
spread. 

Mr. Casey. Do I understand that your explanation here this morn- 
ing is to the effect that the Government is receiving value for the 


money that they spend in the prrtncteey that they receive by way of 
c 


inspection and also in the packaging that is done by the vehicle as- 
sembler ? 

Mr. Kertrincer. Very definitely; and when I say this I am going on 
the assumption that the figures that you put in your letter are correct 
as to how much extra these fellows put on the price we quoted them, 
how much their mark-up was. If that is the case, considering the 
sereening.and the packaging of various types and also the fact that, as 
I understand it, the Ordance Department very definitely tells them 
that they are permitted a small profit on the packaging—if that is 
the case, I think that is all right. 

Mr. Casey. In other words, let us take specific examples that we 
have here. Here is a case where your cost on a particular item was 
$709.19 and your price to the vehicle assembler was $897.75. The 
Government paid $1,340 (item 1, exhibit 4) You feel in that case 
that that $440 spread is attributable solely to packaging ? 

Mr. Kepiincer. I do not know of any case of that kind. In your 
letter to us you talked about parts and you said something about 62.5 
and 57.5 percent. Those are the figures that I have. You said that 
in almost every instance the Hercules percentage equaled or exceeded 
those on list price, whereas the bids of Federal and Biederman range 
from 57 to 62 percent of the Hercules list price. 

I do not know where you got those other figures. I have never 
seen those. 

Mr. Casey. Did you furnish the General Accounting Office and this 
staff certain cost data? 

Mr. Kepringer. Yes. 
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Mr. Casey. With reference to parts? 

Mr. Kepirncer. Yes. 

Mr. Casey. Do you know what information you furnished to us? 

Mr. Keptrncer. Yes. I have a copy of the letter of May 22, and 
the figures that you gave were evidently on an engine, something of 
that kind. 

Mr. Casey. Just a moment; I will get your copy of the same in- 
formation that I have. 

Mr. Mrapver. Mr. Keplinger, I was interested in this matter of 
packaging.” That involves preparation for overseas shipment to pro- 
tect the item from the effect of salt water, and so forth ? 

Mr. Keptrncer. Yes, sir. 

Mr. Meaper. Generally it would be some kind of a plastic? 

Mr. Keprincer. Or dipping them in preservatives or oil or things 
of that sort and then individually wrapping them in wax paper, and 
putting them in a box that is lined; maybe to see that there is some 
kind of a chemical in there that takes the moisture out of the air in 
the box. There are several kinds. 

Mr. Meaper. I understand that normally, in your domestic packag- 
ing, you wrap the article in some kind of paper and put it in a box? 

Mr. Keptrncer. In our domestic packaging normally, when we send 
them to these fellows in bulk, let us say a flock of bearings, they will 
be dipped in oil and a whole bunch of them will be packed together. 
They may send 10 to this fellow and 15 to that fellow. They will send 
it around to their branches. 

Mr. Meaper. I am talking about replacement parts, the replace- 
ment parts business. : 

Mr. Kerirncer. That is what I am talking about. 

Mr. Meaper. Do you package in individual boxes, let us say, a year, 
for example? 

Mr. Keprincer. No. 

Mr. Meaper. You never do that? 

Mr. Krrtrncer. Very seldom. Once in a while we will have a cus- 
tomer who will want the item packaged with his name on it and he 
pays extra. But they go out in bulk and these people redistribute 
them. 

Mr. Meaper. What I was concerned about was the matter of the 
difficulty in the packaging for overseas. Do I understand your testi- 
mony to be that your firm is not competent to do that type of over- 
seas packaging ? 

Mr. Keriincer. We are competent to do it, but we do not have the 
facilities to do it. In the last war they said that we had better stick 
to our knitting and make engines, use our labor in making engines, and 
let the other fellows do this packaging. 

Mr. Meraper. There is not anything extraordinary or unusual 
about it? 

Mr. Keprincer. Well, you have to have space. 

Mr. Meaper. There is nothing unusual or extraordinary about pack- 
aging for overseas? 

Mr. Keprincer. You have to have space to do it in. And you have 
to have a certain amount of equipment and you have got to have a 
good bit of help to handle it. 

Mr. Meaper. But it is not difficult ? 
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Mr. Kertincer. No; we are perfectly competent to do it. We can 
do it. We do some of it occasionally on an emergency, or something 
of that kind. There is not any reason why you cannot doit. Except 
you have to have facilities for it. 

Mr. Meaper. It is not a very skilled operation, or a complicated 
operation, is it ? 

Mr. Kepirincer. It is not highly skilled like a machine operator. 

Mr. Meaper. There is not any reason why you could not do it in 
your plant just as the part came off the end line ? 

Mr. Kerrincer. No; we have never said that we could not nor has 
any manufacturer that I know of. We would have to have the fa- 
cilities for doing it. We would have to go out and probably put up 
some buildings, get some more space. 

Mr. Meaper. It would not take a great deal of space, would it ? 

Mr. Keprincer. Certainly, it would. I do not know whether you 
fellows realize it or not, but the parts business, while it does not require 
highly skilled people to do all of this packaging, yet it is a pretty 
tedious job and it runs into a good bit of space. The stuff has to be 
set up where it cannot be messed up. It has got to go through various 
processes. 

Mr. Mraper. From the point of view of the preservation of the part 
itself so that it will not be damaged, the best time to package it 
= be immediately after the part has been completed; is not that 
true 

Mr. Kertincer. I do not know that that would make so much dif- 
ference. I presume, if you can take it right off the machine and 
posenee it, without having it go through other hands, that might be 
the best. 

Mr. Casey. Is it not true that there are firms that are set up speci- 
fically for packaging ? 

Mr. Kepiincer. That is right. 

Mr. Casey. Nothing but packaging ? 

Mr. Keprincer. That is right. 

Mr. Casry. Do you know how those firms fix their cost of packaging ? 

Mr. Kepuincer. I have not the slightest idea. All I can tell you 
about that kind of thing is that in our quotations we do not package; 
I mean, in the quotations to the bids, we quote what we call com- 
mercial packaging. We know that there are a few companies in 
Detroit who will do packaging for the various branches of the service. 

Mr. Rreutman. Mr. Keplinger, you said a moment ago that in 
emergency cases you did do some of this packaging ? 

Mr. Kepiincer. Yes, surely. 

Mr. Rrmeuiman. How did you figure your cost in those cases ? 

Mr. Kepirncer. We figured the cost on that on exactly the same 
basis as we do any of our commercial packaging, plus, I suppose, the 
extra time that it may take. It is not done very often. Those are 
emergency orders. 

Mr. Rrentman. What kind of additional facilities did you have to 
have in order to do these emergency jobs? 

Mr. Kepiincer. None. We had enough. We could do a small 
amount that came through without any particular additional facil- 
ities, although they may have had to rig up space in the plant, some- 
thing of that sort. But we did not have to go out and involve our- 
selves very much in additional facilities. 
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_ Mr. Meaper. Mr. Keplinger, the use of the idea of overseas packag- 
ing 1s an excuse for this indirect procurement. It has never impressed 
me very much, because it seemed to me that any manufacturer who 
could hold tolerances to ten-thousandths of an inch, something of that 
kind, certainly had the ability to do packaging. And there were 
great advantages in having the packaging done right at the time when 
the part was completed. 

r. Keprincrr. Mr. Meader, nobody has complained of our com- 
petency to do that job, if it was the right thing for us to do. Nobody 
has ever complained of that. We are competent enough to do it. 

Mr. Meaper. You have not any serious objection to doing that 
packaging, have you? 

Mr. Kertincer. Our objection to doing the packaging goes back to 
the same fundamentals. ‘That is, we have built engines and our facil- 
ities and our labor and the know-how and everything, is wrapped up 
in the building of engines. 

Now, with the job that we were doing during the war, with the 
pressure that was put on everybody to get engines out, the feeling 
was that if you could relieve a company that was doing the job that 
we were doing and not require him to have extra supervision and get 
additional facilities in the way of buildings and equipment, and so 
forth, that that was the best way to handle it. 

Mr. Suetiey. May I ask a question there? You said earlier that 
during World War II, “they felt that we should stick to our knitting.” 

Mr. Keptrneer. And build engines. 

Mr. Suetiry. And build engines. 

Mr. Kepuincer. I think that is right. 

Mr. Suetiey. You said now almost the same thing. 

Mr. Keprancer. That is right. 

Mr. Suevtey. When you refer to “they,” whom do you mean? 

Mr. Kertincer. I mean the Ordnance Department, the various 
branches of the service that were buying. 

Mr. Suetiey. By “they,” you mean the Ordnance Department ? 

Mr. Kerrtncer. Yes. 

Mr. Sueitey. They felt that you should stick to making the engines 
and let somebody else who was a professional packer, do the pack- 
ing for shipment ? 

Mr. Kepiincer. Or the manufacturer of the end unit who had 
facilities to do it. They were in the nature of assemblers anyhow. 
For instance, take a truck company that is an assembler. They buy 
engines, they buy tires, they buy steering gears, they buy transmis- 
sions. They are assemblers in that sense, or to a great degree. They 
do not manufacture these things themselves. And it looked as if it 
was in line, to a degree, with the type of work that they were doing, 
to undertake packaging also. And they set up facilities and did it. 
I think that resulted in the situation that existed during the war. And 
it did one other thing. It followed the same practice that was in 
vogue commercially. 

Mr. Meaper. Mr. Keplinger, you do not want to contend before this 
committee that the packaging feature was a very valid reason for this 
indirect buying practice, would you? Would you not agree that it is 
not a very valid or satisfactory reason for indirect buying? 

Mr. Keruincer. No; I do not think I would agree that it was not a 
good reason. That depends, of course, on how you would want to 


”? 
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utilize the facilities of manufacturers; how you think they can do the 
best job for you. I think the screening that these fellows did was 
pretty much of a valuable thing. 

Mr.*Meaper. I was confining myself to the packaging as an excuse 
for indirect buying. 

Mr. Kertinger. I repeat again, we are very competent to pack, as 
well as anybody else. That is, if you want to go out and add other 
departments, and so forth, increase your supervision, and all of that, 
it could be done. But whether it is a smart thing to do to have us 
engage in that instead of turning out a rather intricate thing like an 
engine, I think that could be answered either way. It depends on 
your viewpoint. 

Mr. RrentmMan. Would the packaging interfere with your continu- 
ing to manufacture engines ? 

Mr. Kerrincer. No; it would not interfere a bit, except for the 
fact that you would have an additional responsibility and you would 
have to have additional supervision. 

Mr. Rreuiman. It would not add to the responsibility of your 
engineers who were constructing and putting together the engines? 

Mr. Kertincer. It would on your over-all management. An en- 
gineer is not the sole man who makes engines. You have the top 
management that has to look everything over. 

Mr. Suetiry. Mr. Keplinger, may I suggest that you do not start 
to answer a question until the question has been completed: and I 
would ask the members of the subcommittee not to start asking an- 
other question until the answer has been completed, in order that we 
may have an orderly record. 

Mr. Rreutman. What bothers me is your statement with respect 
to this interfering with your operation of building motors. 

Mr. Kerurncer. | did not say it would interfere with it. 

Mr. Rrestman. To my way of thinking you inferred that, at least. 

Mr. Keptincer. I say it would have been an additional burden. It 
would have spread us out that much more with our top organization, 
to have an additional job to do. I think that is the answer. 

Mr. Suetiry. May [ask you a question right there? 

Mr Keprincer. Yes 

Mr. Suetiry. Would it mean additional cost to the price of the 
article if you did the packaging? 

Mr. Kerrincer. Definitely; [ mean the cost of the packaging. 

Mr. Suruiry. The cost of the packaging? 

Mr. Krriineer. Yes. 

Mr. Casry. How did the Ordnance Department indicate to you that 
you should stick to your knitting, bearing in mind that when they 
issue invitations to bid, they issue them to everybody, both basic man- 
ufacturers and assemblers ? 

Mr. Kertrncer. Only in this way, Mr. Casey, and that is that they 
seem to subscribe to the idea of permitting these other people to put 
up facilities for packaging. 

Mr. Casry. In other words, they have played along with this in- 
direct plan ? 

Mr. Keruincer. Yes, sir; they did, up until recently. Can T talk 
a little more on this? The general will probably give me hell here, 
but you bring up a question there that I want to answer. That was 
true until a few months ago and then the Ordnance Department in 
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particular got to be very anxious to place contracts direct with parts 
manufacturers such as ourselves or, to put it another way, manufac- 
turers of a unit whose parts are a byproduct of the unit. I think per- 
haps that was the result of two things, maybe the centralizatfon of 
purchasing and also maybe the desire to control the flow of parts 
probably to a greater degree. 

Mr. Casey. And the fact that this subcommittee had been making 
a study of this for the last 8 months? 

Mr. Keriincer. This happened before that. If it is 8 months, I 
would say definitely so. The first thing we knew about this subcom- 
mittee was the first letter that was sent in May, or something of that 
kind. This happened before the first of the year. They talked to us 
about it a great deal when we would go up there; nothing officially, 
but when we would go up and talk with the various members of the 
Ordnance Department, they would say, “Hell, you fellows had better 
change your habits and bid on these things so that we can buy direct 
from you.” We gave it a good bit of thought and study. We did not 
want to break things up too much. So the Ist of January we gave them 
a discount of 30 percent and we felt at that time that maybe the 
reason that they wanted to buy direct was to have a little yardstick 
against the price that they were paying for these parts from other 
people. So we put in a nominal 30 percent. That went along until 
this price freeze came into effect and around in March, about the 
middle of March, we said, “All right, boys and girls, if you want to 
buy from us direct, that is all right, we will go along with you.” 
And we gave them the full 50-percent discount, the same as we do 
our manufacturing customers, from the list price, on all parts, but 
not including boxing. 

Mr. Casey. Not including boxing? 

Mr. Kerrincer. No; that would be an extra cost. 

Mr. Casey. When you say you gave them a 50-percent discount, 
that merely means that, when you bid, you bid at 50 percent off the 
list price ? 

Mr. Kepuincer. Yes; list less 50. 

Mr. Casry. But you specified only commercial packing? 

Mr. Krritnoer. Yes. We specified commercial packing and we took 
exception to the domestic or export packaging as the services might 
wish, thinking that they could do it themselves, as they do it in some 
places, or have some of these people in Detroit do it, or handle it in 
any way that they wanted. 

Mr. Casey. But nevertheless you have been submitting unrespon- 
sive bids; the bids do not respond to the invitation. 

Mr. Kepiincer. We take exception to quite a few things in bids. 
I do not know whether that is called unresponsive or not. Now and 
then something will come in and you except and you get a letter back 
waiving it or adhering to it. 

Mr. Cassy. Mr. Keplinger, it has been suggested to me by one of 
the assemblers who buys your motors that the replacement-parts 
business is a profitable business as contrasted to the selling of the 
finished vehicles. In other words, they make a small margin of profit 
on the finished vehicle, but they depend on making a much larger 
profit on the replacement parts. That, basically, is responsible for 
the understanding in the industry that the parts manufacturer will 
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‘let the vehicle assembler take the profit on the replacement parts. 
Would you care to comment on that information ? 

Mr. Kertincer. I think that information is to a great degree true. 
I think very definitely, particularly in certain models of vehicles 
that are manufactured, they have got to sell at a very narrow margin 
or no margin and depend on getting a number of them out and then 
building up a parts business. 

There are two kinds of vehicle manufacturers. Put yourself in 
the position of a vehicle manufacturer who makes his own engines. 
He es a ready-made parts business for himself. Put yourself in 
the position of the vehicle manufacturer that purchases engines. He 
has got to have some parts business, and that is why we try to chan- 
nel that business through him. Otherwise, he could not compete. 

Mr. Casry. That really is the basic reason for this practice that 
has grown up of indirect buying, entirely aside from the elements of 
packaging and inspection. That essentially is the reason ? 

Mr. Kepiincer. That was the reason commercially, and it was 
carried on and then these other things came up and seemingly it was 
well accepted, because I do know that during the war some of these 
people spent quite a little money putting up buildings. There is 
more to this packaging business; the mere fact of having thousands 
and thousands of parts in bins, little pieces that big [illustrating] and 
pieces as big as this table, means that there is an organization through 
which that must flow, to see that it all gets together and gets the right 
kind of treatment and is packaged with the proper number, and it 
may be packaged with a weight limit, and so forth. You just do not 
go out and do it, you have got to plan for it. 

Mr. Suetitey. Gentlemen, when the subcommittee decided on this 
date for this session, we were in hopes that the legislation called the 
Defense Production Act would have been voted upon and out of our 
way by this time, and we would have had a day to devote to you gen- 
tlemen, listening to your statements. Unfortunately, the Defense 
Production Act is still being discussed on the floor and there is a ses- 
sion of the House today at 11 o’clock. In the interest of time, and 
in fairness to everybody who has come here in response to the com- 
mittee’s inquiry, we shall have to move along rapidly. I make that 
explanation in order that you may be able to wind up as soon as pos- 
sible. Is there anything you wish to say in addition to what you have 
already said; anything that you would like to add at this point? 


STATEMENT OF JOHN J. KETTERER, HERCULES MOTORS CORP., 
CANTON, OHIO 


Mr. Kerrerer. There is one thing I would like to say. In response 
to an inquiry of Mr. Casey awhile ago, there was something said about 
whether or not it was proper to have a difference in cost between 
the Hercules cost and the final price that is paid by the Government 
through one of these parts suppliers; that is, whether or not that 
spread in price was a fair or proper spread in price. I think that 
was the question you asked awhile ago; was it not? 

Mr. Casey. Yes. 

Mr. Kerrerer. I would like to say this about that, Mr. Casey. It 
is not fair and it is not proper, in respect of gaging whether or not 
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a manufacturer is charging a fair price to the Government, or any- 
body else so far as that is concerned, to look at an individual item and 
say, “There is this spread between what your cost is and what some- 
body else is selling it for,” after it has gone through a number of 
hands to get to that point. The real test, of whether or not a manu- 
facturer is making more money than he should make, in respect of his 
business, should be by looking at the over-all profit picture of the busi- 
ness, not on a single item of the business; because, after all, it is the 
aggregate of the whole thing that determines whether or not the busi- 
ness is going to stay alive and whether it is going to succeed and, in- 
deed, whether or not the armed services are going to have the sources 
of this material that are so necessary for the Nation’s interest. 

Mr. Meaper. I would like to ask whether or not you handle your 
business that way ? 

Mr. Kerrerer. We certainly do. 

Mr. Meaver. When you buy from your sources, do you not try w 
get the best possible price you can get ? 

Mr. Kerrerer. That is right. But we do not try to do that, Mr. 
Meader, on the basis of saying that on X engine we are making 1 
percent and on Y engine we are making 20 percent, or anything of 
that kind. What we are trying to do is to see that on our over-all 
business, as a result of all of our buying, we make 4 percent or 5 per- 
cent or 6 percent, which is actually about what we make. 

Mr. Meaper. I would be surprised if, in private procurement, pur- 
chasers concerned themselves very much about the over-all profits of 
their sources. I think they play one off against the other and get the 
best possible price they can. 

Mr. Keprincer. Oh, no. 

Mr. Kerrerer. You are wrong about that. 

Mr. Kerrincer. We are just as much interested in keeping our good 
sources that we have had for 30 or 35 years, alive, as is the Navy or 
anybody else in keeping us alive. 

Mr. Meaper. But you do not guarantee them any profits as against 
those with whom they have to compete ? 

Mr. Kertrncer. We do not guarantee anything to anybody, but we 
certainly do not feel that you can go along and do business with a 
person very long who is going broke. 

Mr. Meaper. I realize that. Procurement officers have to have that 
in mind. Still, they try to see that their sources are held to efficient 
operation, but they do not guarantee them a profit regardless of their 
bidding. They try to get the best possible price they can, not merely 
on the over-all purchases from that particular source but on every 
completed item that they have to buy. 

Mr. Kerrerer. If Government procurement agents are not inter- 
ested in seeing that their sources make a profit, they will not have the 
sources very long. You can write that down for dead sure. 

Mr. Mraper. May I ask one other question, Mr. Keplinger? Is 
there any arrangement or understanding or talk between you and the 
vehicle manufacturer through whom you sell, rather than selling 
directly to the Government, that unless you do it that way there will 
be some retribution visited upon you? 

Mr. Keprrncer. I should say not. If they did, why would we come 
and offer you 50 off ? 
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Mr. Botiinc. You mentioned the necessity of Government purchas- 
ing agents, or whatever you want to call them, having in mind that the 
companies with which they do business must make a profit. Have 
there not been a substantial number of cases where such companies 
working largely under Government contracts have gone into bank- 
ruptcy as the result of Government contracts / 

Mr. Kerrerer. Do I have any material like that? How would 
I have? 

Mr. Bourne. I was wondering if you had any specific examples. 

Mr. Kerrerer. Of course, I do not have any specific examples. That 
s a matter of common sense. 

Mr. Bouurne. I agree with you. 

Mr. Sueitiey. Are there any other questions of these witnesses? If 
not, thank you very much, gentlemen. 

Mr. Keeirncer. Thank you. 

Mr. Sueiiey. The subcommittee will be in order. Will you gentle- 
men give your names, so that the reporter can get them, and the firm 
you are with and your position or connection with the business. 


TESTIMONY OF EARL COBB, PARTS MANAGER, JEFFERSON CHEV- 
ROLET, DETROIT, MICH., AND CHARLES McCONNELL, PARTS 
MANAGER, P. L. GRISSOM & SON, DETROIT, MICH. 


Mr. Coss. I am Earl Cobb, with Jefferson Chevrolet in Detroit, the 
parts manager. 

Mr. McConnetaz. Charles McConnell, of P. L. Grissom & Son, 
Detroit—parts manager. 

Mr. Casry. Mr. Cobb, before you express your views in this matter, 
is it not true that there is some direct connection between these two 
companies ¢ 

Mr. Cons. The same owner. 

Mr. McConneun. ‘The same owner. 

Mr. Casry. The same ownership ¢ 

Mr. Copp. That is right. 

Mr. Casey. So that it is not particularly damaging to either one of 
you to know the costs or anything else pertaining to the other / 

Mr. Corp. Not a bit. 

Mr. Sueiitey. Go ahead, Mr. Casey. 

Mr. Casry. Mr. Cobb, we really just want to hear from you or Mr. 
McConnell or both as to any statements or explanation you might care 
to give with respect to the facts that were transmitted to you in the 
letter from the chairman | Exhibit 34]. You go ahead and give us any 
statement you may wish to make. 

Mr. Coss. We have no explanation. We bid and sell to the Govern- 
ment a lot of parts, but we bid on stuff on an open bid, public opening, 
just like anybody else. For instance, we sell a lot of Chevrolet parts 
to the Government. We sell kits that Chevrolet Motors Division no 
longer will service. We buy the individual parts and make up the 
kits ourselves. If they had to tear down an assembly line to make 
these things up, the cost would be prohibitive. 

Mr. Casry. You sell some Studebaker parts to the Government, too; 
do you not, Mr. Cobb? 

Mr. Cops. Very few. 
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Mr. Casey. Very few? 

Mr. Coss. That is right. 

Mr. Suettey. When you say you “make up kits,’ 
composed of? What type of kits are they? 

Mr. Coss. Different things. For instance, right now we have a 
contract to make up gasket kits. They no longer service them. But 
we can buy the individual gaskets and make up the kits. 

Mr. Suetiry. Various-sized gaskets for use on the cars? 

Mr. Coss. That is right, sir. 

Mr. Suetiey. Proceed, Mr. Casey. 

Mr. Casey. Now, you do furnish parts to the Government pursuant 
to bids that you have made where the situation is such that you do 
not actually have the part in stock at the time you bid, do you not? 

Mr. Cops. In some cases, yes. 

Mr. Casey. That is true in the case of all the Studebaker parts you 
furnish the Government; is it not ¢ 

Mr. Coss. That is right. 

Mr. Casey. Where do you go to get a Studebaker part ? 

Mr. Coss. We buy them through a jobber. 

Mr. Casry. You do business with the United Auto Electric Co. Is 
that a jobber? 

Mr. Coss. Yes, sir. 

Mr. Casey. Would the jobber have the part in his shop, or would 
he have to go get it somewhere else ? 

Mr. Cops. In some cases he has them. 

Mr. Casry. I see. Do you use the United Auto Electric exclusively 
as a jobber? 

Mr. Coes. Oh, no. 

Mr. Meaper. What other jobbers do you have? 

Mr. Coss. We have quite a few others, 

Mr. Meaper. Can you name them? 

Mr. Coss. We have Balk-Daugherty—piston service. I do not 
know ; there are a number around that call on us. 

Mr. Meaper. But United does the bulk of your work? 

Mr. Coss. That is right. 

Mr. Casey. When you respond to bids, for example, for a Stude- 
baker part, do you describe yourself as a regular dealer in Stude- 
baker parts ? 

Mr. Coss. Yes, sir. 

Mr. Meaper. Do you sell Studebaker parts to anybody but the Gov- 
ernment? 

Mr. Cogs. Yes. We service Studebaker cars quite often in our shop. 

Mr. Casry. Do you service other makes of cars, too, beside Chevro- 
lets? 

Mr. Coss. Yes, sir; any make. 

Mr. Casry. Do you sell parts for other cars, too? 

Mr. Coss. Yes, sir. 

Mr. Casey. To the Government? 

Mr. Cors.’Some. We service cars for Government agencies. That 
is also on a bid basis for parts and labor. Fords, Plymouths, Ponti- 
acs, Studebakers, and just most any make. 

Mr. Casry. You do a considerable business with the Government 
in parts, do you not? 

Mr. Copp. Yes, sir. 


? 


what are they 
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Mr. Casey. Are the figures that we have here correct? Whom do 
you particularly represent? 

Mr. Coss. Jefferson. 

Mr. Casey. Jefferson ? 

Mr. Coss. Yes. 

Mr. Casey (reading from exhibit 6). During the fiscal year 1950 
your company was awarded contracts totaling $650,000, approxi- 
mately ¢ 

Mr. Coss. I believe that is right. 

Mr. Casey. Now, how long has that business with the Government 
been going on? Has this been going on for some time, or is this a 
recent development this business with the Government ? 

Mr. Coss. You mean how long have we been doing business ? 

Mr. Casey. Yes; on a $650,000 basis. 

Mr. Cops. Just the last 2 or 3 years. 

Mr. Casey. How long has your company been in business ? 

Mr. Coss. Approximately 18 or 20 years. 

Mr. Casey. Is there any explanation for this sudden expansion in 
your business with the Government? 

Mr. Coss. Yes. 

Mr. Casey. What is it? 

Mr. Coss. I believe it started in 1946. We got a call from Procure- 
ment. He had called approximately every Chevrolet dealer, nearly 33 
of them, and asked them for certain parts that they needed. They 
could not get them from Chevrolet Motors Division. They have a 
Treasury schedule contract to buy parts between dealers and the 
Government agencies. We happened to have the parts that he needed, 
so we started doing business. When they wanted something and 
needed it they would eall us, because we usually had in inventory what 
they wanted. 

Mr. Casry. Who was the fellow who called you? 

Mr. Coss. I do not recall who it was now. 

Mr. Casey. Do you know some of the Procurement people fairly 
well? 

Mr. Cops. Not very well. I know them. I go in there. I know 
them by name. 

Mr. Casey. Do you know Joseph Ardito? 

Mr. Coss. Yes, I do. 

Mr. Casey. Do you know him very well? 

Mr. Corrs. Not very well, no. 

Mr. Meaper. 1 am just trying to get an idea of how much this 
Government business represented of your total business. What was 
your total business in 1950 fiscal year ? 

Mr. Coss. I do not know the fiscal year. The calendar year we did 
approximately, I think, around $770,000. 

Mr. Meaper. Does that include the Government business ? 

Mr. Copr. Yes. 

Mr. Meaper. In other words, the figures are $650,000 and $770,000, 
and the great bulk of your business was with the Government ? 

Mr. Cops. That is right. 

Mr. Suenitey. What would you say your business amounted to from 
July 1, 1950, to January 1, 1951, approximately ? 

Mr. Coss. I would say approximately $400,000. 
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Mr. Casey. So that if we have a figure of $472,000 that is approxi- 
mately correct ? 

Mr. Coss. Yes. 

Mr. Mraper. How much non-Government business did you do in 
that 6 months’ period ? 

Mr. Cons. That I cannot tell you ? 

Mr. Casey. Do you sell cars? 

Mr. Coss. No; I do not. 

Mr. Casry. I mean, does the Jefferson Chevrolet Co. ? 

Mr. Cops. Yes. 

Mr. Casry. When you gave me the business in 1950, were you giv- 
ing me just the parts business or the total business ? 

Mr. Coss. The parts. 

Mr. Casey. You do not know what the total business of Jefferson 
Chevrolet Co. would be? 

Mr. Corns, No; I have no idea. 

Mr. Suetitey. Mr. Riehlman ? 

Mr. RrexiMan. Do you have any packaging work, due to shipping 
these parts to the Government ¢ 

Mr. Coss. We sublet packaging. 

Mr. Meaper. By the way, how many employees do you engage on 
the Government. business? 

Mr. Cops. No particular number on the Government business. We 
have, I think, eight employees in the parts department. 

Mr. Meaper. Eight employees? 

Mr. Coss. That is right. 

Mr. Rieniman. You sublet the packaging, but that cost is in this 
figure that you have given us? 

Mr. Corns. That is correct. 

Mr. Rreu_man. .That you sold the Government. What percentage 
do you pay for packaging? 

Mr. Cops. It varies. 

Mr. Rieutman. About what percentage of the over-all cost to the 
Government is it ? 

Mr. Corn. I would say about 15. 

Mr. Casry. What is the figure of 9 percent ? 

Mr. Suettey. Let us wait a minute. Is Mr. Riehlman through? 

Mr. Rreui_man. I will pass on that. We can get the figure later. 

Mr. Casey. What is the figure of 9 percent that we understood was 
the figure in the contract you have with the Red Arrow Packaging 
firm ? 

Mr. Coss. Red Arrow? We do not have any business with any 
Red Arrow. I do not believe I have ever heard of it. 

Mr. Casry. What is your packaging firm ? 

Mr. Corps. Several, Prime Packaging, C. & K. Packaging, Kanelli & 
Sisman. 

Mr. Casry. Does Grissom have a contract with the Red Arrow 
Packing Co. 

Mr. McConneu. No. 

Mr. Casry. How is the cost of the packaging in the contract stipu- 
lated? Is it a certain percentage of dollar sales, or how is it fixed? 

Mr. Corn. Usually if I have a bid I want to bid on I take it to 
the packaging company and get a price on it and then include that 
price. 
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Mr. Casrey. What good is the contract? 

Mr. Coss. We do not have a contract with the packaging com- 
pany at all. 

Mr. Casry. In other words, on every part you sell to the Govern- 
ment you want to get a separate estimate from the packaging firm 
as to how much it would cost? 

Mr. Corps. That is right; because the cost varies. 

Mr. Casry. You believe that on the whole it averages about 15 
percent ? 

Mr. Coss. I surely do. 

Mr. Casey. Is that a recognized percentage in the automobile parts 
industry ¢ 

Mr. Coss. I do not think so. 

Mr. Casey. What do you mean by that? 

Mr. Coss: Well, I do not believe it is a recognized percentage. It 
has been our own experience. 

Mr. Suetiey. Have you made a check on what it costs you to pack- 
age as compared with what it may cost other firms? 

Mr. Coss. No. 

Mr. Suetiey. To see whether or not the charge made to your firm 
was in line with the standard charges? 

Mr. Coss. No; I have not. 

Mr. Meaper. When you do not have a part in your own possession, 
but procure it through United or some other source, is the part 
shipped direct to the packaging firm, or does it pass through your 
hands? 

Mr. Coss. Usually through our hands. It has to go through our 
place. . 

Mr. Mraper. Why does it need to go through your place ? 

Mr. Coss. We stipulate that inspection is at our place of busi- 
ness. Sometimes the bulk of it goes right direct to the packaging 
company. 

Mr. Mraprr. Some of it? 

Mr. Coss. Some if it; that is right. 

Mr. Meaper. Goes through your hands, even though you do not 
have the part in your possession at the time you bid on the Govern- 
ment contract ¢ 

Mr. Coss. We usually have the part; not always. Before we bid 
on it we usually have it. 

Mr. Meaper. I understood that you did bid many times on parts 
you did not have in stock. 

Mr. Coss. We do not have them all, but we have a sample part. 
We want to know what we are bidding on. 

Mr. Meaper. But in that case you do not take the parts out of your 
own stock ? 

Mr. Coss. In some cases we do. 

Mr. Meaper. Say you have an order from the Government for 200 
of a part, and you only had 10 in your inventory. You would order 
those 200 through United or some other source ¢ 

Mr. Coss. That is right. 

Mr. Meaper. And you would have those 200 shipped directly to 
whatever packaging firm you had made a deal with, and you would 
never see the part? 
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Mr. Cops. No. No. We have to have them at our place for 
inspection. 

Mr. Meaper. You mean you bring those 200 parts into your own 
shop ? 

Mr. Coss. That is correct. 

Mr. Meaper. And look them all over? 

Mr. Cogs. That is correct. We inspect them and then we have 
to have the Detroit ordnance district send an inspector, and he in- 
spects and accepts the part. 

Mr. Meaper. At your place of business ? 

Mr. Coss. That is correct. 

Mr. Meaper. He never goes to the place where they. were made 
and inspects them there? 

Mr. Coss. No, sir. 

Mr. Meaper. And you never inspect them at the place where they 
are made? 

Mr. Coxs. Sometimes, yes. 

Mr. Meaper. It seems like a lot of transshipment is involved. 

Mr. Coss. There is. A lot of handling. 

Mr. Suetiey. Mr. Riehlman, do you have any other questions? 

Mr. Rreniman. I think not, Mr. Chairman. 

Mr. Suetiey. Mr. McConnell, did you have anything you wanted 
to add to what Mr. Cobb has said ? 

Mr. McConneww. No. I think that covers about everything. 

Mr. Suetitey. Would you say what he has said is typical of the 
operation of the firm you are connected with ? 

Mr. McConne.u. Yes. 

Mr. SuHetiry. That was a quorum call, calling us to the. floor, so 
we will excuse you at this time, gentlemen, and we want to express 
our appreciation for your having come here in response to the sub- 
committee’s invitation. 

Mr. Coss. Thank you. 

Mr. McConnett. Thank you. 

Mr. Suettey. The subcommittee will stand in recess until we re- 
turn from the quorum call, 

(Thereupon, a short recess was taken. ) 

Mr. Harpy. Mr. Carey, the subcommittee would be glad to have any 
statement you would care to make in connection with the matter under 
discussion, particularly as it relates to the items mentioned in our 
letter of July 10. If you care to you can go right ahead and make any 
statement you have in connection with the observations we made, or 
any other related circumstances. 


TESTIMONY OF JOSEPH H. CAREY, ASSISTANT TREASURER, 
KELSEY-HAYES WHEEL CO., DETROIT, MICH. 


Mr. Carey. As recall it, in the letter of July 10 you mentioned the 
contract with Willys-Overland received. 

Mr. Harpy. That is right. 

Mr. Carey. Well, as far as we are concerned on that contract, our 
company is engaged in the manufacture of wheels, original equipment 
for automobiles, trucks, trailers, and the like, and we are predomi- 
nantly set up to manufacture for original equipment. 
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Now, this particular contract would involve considerable packaging 
that we are not in a position todo. As the wheels or brakes or drums 
we manufacture roll off the lines they roll right into freight cars or 
trucks and are delivered to the automobile manufacturers. This par- 
ticular contract would have required special packaging that we were 
not in a position to do. We would have had to send it outside to do 
the packaging. 

Mr. Harpy. Then it would be your position that the packaging 
problem was the principal problem confronting you ¢ 

Mr. Carey. That is right. 

Mr. Casey. Do you bid on any Government invitations ? 

Mr. Carey. We bid on all invitations through our service depart- 
ment. Of course, we bid on any other contracts that we think we can. 

Mr, Casry. How do you take care of the packaging on anything you 
do bid on? 

Mr. Carry. Wesend it outside to a subcontractor. 

Mr. Caszey. Whom do you use as a subcontractor for packaging é 

Mr. Carey. I think the company’s name is Kanelli & Sisman. 

Mr. Harpy. Do you know how to spell that 4 

Mr. Carey. I do not know how to spell that. 

Mr. Harpy. Where is that company located ? 

Mr. Carey. In Detroit. 

Mr. Casey. Do you know anything about the cost of packaging 
dollarwise ? 

Mr. Carry. For a wheel? 

Mr. Casry. Yes. 

Mr. Carey. According to Ordnance specifications ¢ 

Mr. Casey. Yes. 

Mr. Carry. Well, of course, there is a difference, I think, between 
domestic packaging and export packaging, but I would think it would 
run from 60 to 90 cents a wheel. 

Mr. Harpy. Do you package anything for the automotive trade / 

Mr. Carry. No, we do not. 

Mr. Harpy. You do not package anything at all? Everything is 
shipped unpacked ? 

Mr. Carry. Everything is shipped as it comes off the assembly 
lines, It is put into trucks or freight cars and rolled right into their 
plants. 

Mr. Harpy. You have no packaging? 

Mr. Carey. We have no facilities for packaging. I mean, we have 
not the storage facilities nor the packaging facilities. 

Mr. Harpy. I understood you to say that you had bid on some Gov- 
ernment contracts. I gathered you have been a successful bidder 
on some Government contracts; is that correct ? 

Mr. Carey. That is right. 

Mr. Harpy. Now on those contracts where you were a successful 
bidder you say you have subcontracted for packaging ? 

Mr. Carey. That is right. 

Mr. Harpy. What sort of a policy did you follow in bidding on those 
contracts as related to your pricing policy for normal trade outlets? 

Mr. Carey. Well, we so ae up the costs. It depends upon the 


quantities. I mean, if we are in quantity production it is a different 
cost from what we would have if we just had a few items. Then we 
get a cost from the outside source for the packaging. 
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Mr. Harpy. You add that to your cost? 

Mr. Carey. To our cost; that is right. 

Mr. Casry. Who are the principal vehicle assemblers that Kelsey- 
Hayes does business with ? 

Mr. Carey. Ford, Chrysler, General Motors. With all the Ford; 
Ford, Mercury, and Lincoln. And all of the General Motors divisions. 
The De Soto division of Chrysler. And International Harvester and 
some other companies like that. Willys. 

Mr. Harpy. Do you have knowledge of furnishing wheels to fill 
the Government contracts of any of these companies, specific con- 
tracts ? 

Mr. Carey. I think we make wheels for Ford for trucks. 

Mr. Harpy. I meant to say: Have you knowledge of furnishing to 
Ford, Chrysler, Willys or any of the other assemblers wheels spe- 
cifically to be furnished on a Government contract ? 

Mr. Carey. I think that we do. We know that a certain number 
of our wheels will go onto Government vehicles, trucks, and tractors, 
and the like. 

Mr. Casey. Do you ever ship any wheels directly from your plant 
to the Government pursuant to an order placed, for example, with 
Chrysler or Ford ¢ 

Mr. Carey. I do not think so. I do not think so. It would go to 
the automobile manufacturer. 

Mr. Casry. As a matter of policy, is there any reason why Kelsey- 
Hayes does not bid on Government invitations, except for packaging ¢ 

Mr. Carry. No, there isnot. There is no reason. 

Mr. Casey. Do you know anything about the packaging require- 
ments of the Government ? 

Mr. Carry. I have seen the catalog that they put out on the pack- 
aging requirements. We havea copy of that. 

Mr. Casey. Is the packaging an intricate, complicated operation 
that could not be handled by Kelsey-Hayes? 

Mr. Carry. No, I do not think it is. It would require some addi- 
tional facilities to do it. We do not have the facilities to do it. 

Mr. Casey. Are you competent to do it? 

Mr. Carey. Surely. 

Mr. Casey. There is nothing complicated about the function, is 
there? 

Mr. Carey. I would not think so; no, sir. 

Mr. Casey. Is it not a recognized trade practice, however, for a parts 
manufacturer such as Kelsey-Hayes to permit the vehicle assemblers 
to sell the parts ? 

Mr. Carey. Yes. A certain part of our business is original equip- 
ment to the automobile manufacturers. That is predominantly our 
business, but then we sell replacement parts to the car manufacturers, 
also. 

Mr. Casey. It is recognized in the industry that the vehicle assem- 
blers will be permitted to do the replacement parts business so far as 
customers are concerned ? 

Mr. Carry. That is right. 

Mr. Casry. Government and private industry ? 

Mr. Carey. What you are saying is that if you had a Chrysler car 
and you had a wheel, or you needed a wheel, that you would go to a 
Chrysler dealer to get that wheel; is that right? 
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Mr. Casey. That is right. 

Mr. Carey. Yes, that is right. 

Mr. Harpy. Let us broaden that just a little bit Does your com- 
pany place the Government as an end user of a vehicle, using your 
wheels, in the same category as it does an individual citizen who buys 
a single automobile? In other words, an individual citizen owns an 
automobile which has Kelsey-Hayes wheels on it, and he would 
naturally be expected to go to some retail outlet to buy his wheels. 

Mr. Carry. He would have to go to a dealer, or he could go to his 
distributor, but mostly he would go to his dealer. 

Mr. Harpy. That is right. He would normally go to a retail outlet 
to buy wheels. 

Mr. Carry. That is right. 

Mr. Harpy. You would normally furnish that wheel to the retail 
outlet, if not direct maybe through the distributor, or through the 
assembler and then a distributor. That could happen, I presume ? 

Mr. Carey. That is right. 

Mr. Harpy. My question is this: Does your company look upon the 
Government when it is an end user of vehicles which are equipped with 
your wheels, in the same way as you do the user who would go through 
your normal trade channels, by that I mean an individual who owns 
a single automobile? 

Mr. Carry. Well, I do not know how to answer that. I think that 
the Government would put out a bid and we would bid on it, if it were 
any sizable quantity, or even a replacement quantity. We would bid 
on that. 

Mr. Harpy. That is just the question I am getting at. The Govern- 
ment is a little bit different from the single individual who owns one 
automobile. 

Mr. Carry. I would say so; surely. 

Mr. Harpy. The thing I am trying to get around to is this: Why 
should the Government, with the volume of business which it does, in 
wheels alone, which are going to be made by Kelsey-Hayes, go through 
the usual retail distribution channels? I want to know whether or 
not your policy would be to require the Government to purchase 
through the same distribution channels that everybody else who hap- 
pens to have a car using your wheels would have to follow. 

Mr. Carey. I do not think they would do that. They bid on all 
these bids that come out. We submit it through our service replace- 
ment sales end of our business. We have bid on any number of bids 
that are submitted. 

Mr. Harpy. Government bids? 

Mr. Carey. Government bids. 

Mr. Harpy. Have you frequently been successful, or do you have 
any figures on the percentage of times that you have bid that you 
have been successful ? 

Mr. Carry. No, I do not have any figures on the percentage, but I 
know that we do get a large number of Government bids. 

Mr. Harpy. In those cases you handle your packaging problem 
through subcontractors ? 

Mr. Carey. Subcontractors; that is right. 

Mr. Harpy. Now, referring to one paragraph in our letter of July 
10, this statement is made (reading from exhibit 9) : 


Most of these parts are identified by only a Willys part number and with few 
exceptions the basic source manufacturers do not submit bids in response to 
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invitations for Government replacement parts. Willys is generally the suc- 
cessful bidder and quite frequently the only bidder. 

The thing that I am trying to get at is: Is there any other reason 
other than packaging why Kelsey-Hayes does not bid in competition 
with Willys, when Kelsey-Hayes wheels are involved ¢ 

Mr. Carry. I think there is no other reason, Mr. Hardy. 

If you do not have the facilities to take care of that particular end 
of it, and if you are mainly a production company, in order to take 
care of any particular bid you would have to get additional facilities, 
and if you are not in a position to carry out the bid the way the Gov- 
ernment wanted you to do it, then you would not be the successful 
bidder. 

Mr. Harpy. Do you know of cases where Kelsey-Hayes and either 
Willys, Chrysler, or Ford have bid on the same proposal and Kelsey- 
Hayes have not been successful ? 

Mr. Carey. I do not know of specific instances. I would think 
probably if we went back through all of our records we would find 
cases where it happened. 

Mr. Harpy. How would you explain Willys’ ability to underbid you 
on an item which you manufacture ¢ 

Mr. Carry. Because if we are manufacturing a part for produc- 
tion purposes and a bid comes in for special packaging which would 
require some facilities we do not have, then perhaps Willys would 
ret the bid. Perhaps Willys would have the facilities. They are a 

ig company and they probably have a set-up to take care of a thing 
like that, and we do not. Our replacement business is a very, very 
small percentage of our total volume, and we are not primarily inter- 
ested in the replacement business. 

Mr. Harpy. I understand that. The thing that I am trying to get 
at—and I do not know the extent to which it applies to your com- 
pany—is a matter of general principle, and you see it happen so often 
that the manufacturer is frequently the high bidder on parts that he 
manufactures and which he in turn furnishes to the successful bidder 
at a lower price. 

In a great many cases the vehicle assemblers either do not have the 
packaging faciilties to meet the specifications of the Government and 
they have to go to special packaging. I am trying to understand if 
I can why they are able to bid at a lower price than the’ basic 
manufacturer. 

Mr. Carey. I think the answer would be that the assembler is in- 
volved in a great many different parts, and if he has the facilities set 
up for packaging, not only for wheels but other parts, he can probably 
do that much cheaper than we would be able to. We would have to 
put in those facilities just for the wheels, and we do not have a great 
deal of call for packaging. Our business is mainly the production 
of the items where we are rolling them off onto the trucks without any 
packaging. 

You have to realize, also, your replacement on wheels and brakes 
and drums is not as great as on other parts of an automobile. You 
can probably think back how many times you have had a car where you 
have had to replace a wheel. You do not have a great replacement 
rate on wheels. You have to look at the picture from that angle, also. 

For a company like Kelsey to have the proper facilities so every 
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time one of these Government contracts comes along they could do it, 
would not be economically sound for us. It would probably require an 
additional building and equipment of various types to stand by just 
to have it ready for that purpose. If a company. like Willys, Ford, or 
some of the others have those facilities, they can do it. That would be 
my only answer. 

Mr. Harpy. Let me try a different approach. 

On those contract proposals where Kelsey does appear, do you have 
a fixed policy with respect to bidding a certain percentage off list? 

Mr. Carey. On a cost sheet we work up our costs, and whatever we 
arrive at, plus a percentage of profit, that is the figure that we bid. 

Mr. Harpy. You start with your basic manufacturing cost rather 
than with your list and working down? 

Mr. Carry. That is right, because if you are in production on a 
particular item and have the tooling, then you are going to get a cer- 
tain cost. If you get a bid when your line is not running, then you 
would certainly have some getting-started costs, and things like that. 

Mr. Harpy. At times the Government puts out proposals for sub- 
stantial quantities of wheels that you manufacture, I presume ? 

Mr. Carey. Yes. 

Mr. Harpy. Has your company at any time discussed with the vehi- 
cle assemblers, or your other customers, the question of a policy with 
respect to bidding on Government business ? 

Mr. Carry. No. We get the bid. If it is for a service item, then it 
would go into our service department and they would complete the bid 
and submit it. We do not have any particular policy between our- 
selves and anyone else in regard to Government bids. 

Mr. Casry. Have you ever discussed with the Ordnance Depart- 
ment the question of your making direct bids on Government pro- 
curement ? 

Mr. Carey. I do not know what you mean by that. 

Mr. Casey. 1 mean has the Ordnance Department ever asked you 
to bid directly when they advertised for replacement parts. 

Mr. Carey. I would think they have. 

Mr. Casey. They have asked you? 

Mr. Carey. Yes. 

Mr. Casey. While you have stated that it would not be economical 
for your company to set up facilities to do the packaging in view of 
the relative, as I understood it, infrequent occasions that people 
replace wheels, and so forth, there would be nothing wrong with your 
people entering into an arrangement with a packaging firm to furnish 
you cost estimates each time you were called upon to bid? 

Mr. Carey. They dothat. I mentioned that they do that. 

Mr. Casey. But still you do not bid on even the most sizable Gov- 
ernment invitations, do you? 

Mr. Carey. I think we do. 

Mr. Casey. I have in front of me an invitation for 100,000 wheels. 

Mr. Carry. We did not bid on that one, but most every other one 
we have bid on. 

Mr. Casey. That just happened to be the exception ? 

Mr. Carey. I do not know. That came in, and instead of going 
through our service department, it would be a production item because 
of the quantity, and on that particular item I guess they realized that 
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we could not handle it with the packaging, and we did not bid on that 
particular item. 

Mr. Casey. I do not understand the answer. 

Mr. Carry. Well 

Mr. Casey. Is the packaging the reason that you did not bid on 
this, or was there some other reason ? 

Mr. Carry. Mainly because of the packaging. We would not have 
been able to take care of the packaging. We would have had to go to 
an outside source. 

Mr. Casey. What is wrong with going to an outside source to have 
it packaged ¢ 

Mr. Carey. We do not do any packaging. 

Mr. Casey. Why not go to the outside source?’ Why did you not 
go to an outside source in this particular instance / 

Mr. Carry. I do not know the reason. I suppose that it is one of 
the things that got by. We did not bid on that particular one: I 
know that. ; 

Mr. Casey. Do I understand, then, this is the exception ? 

Mr. Carry. That is an exception. 

Mr. Casey. And generally on large procurement—— 

Mr. Carry. We bid on all of them. 

Mr. Casey. All procurement for the Government ? 

Mr. Carry. That is right. 

Mr. Casey. Even if export packaging is required ? 

Mr. Carry. As I said before, we get a bid from the subcontractor, 
put in our bid, but in that particular case, whether it was an oversight 
or what happened, there was not a bid putin. There was no particular 
reason why there was none put in. 

Mr. Harpy. I do not believe the committee has any further questions. 

We appreciate your coming in, Mr. Carey. As I said awhile ago, the 
subcommittee is merely looking for facts, and we are trying to get as 
complete a picture as to just what does happen in automotive-parts 
procurement as we can. 

There is one thing that I would like to ask a question about: Do 
you recall in recent years having been called upon to negotiate any 
contracts, or have all your bids been on a strictly competitive basis ? 

Mr. Carey. You are going back quite a ways. I could not answer. 

Mr. Harpy. I do not mean to go back very far. Say in the last 
2 years. 

“Mr. Carry. I do not think in the last 2 years we have negotiated 
any bids. It has all been strictly on a competitive basis. 

Mr. Harpy. I was just thinking this. One hundred thousand 
wheels is a lot of wheels. Of course, it is not a lot of wheels for vehicle 
assemblers, but from a replacement standpoint that is a lot of wheels. 

Mr. Carey. That is right. 

Mr. Harpy. Can you think of any source upon which the Govern- 
ment might have depended on to procure those wheels, that could 
have furnished the wheels, forgetting the packaging, at a lower cost 
than you? 

Mr. Carry. I do not know of any. 

Mr. Harpy. As a matter of fact, you were the only basic manufac- 
turer that was equipped to make those wheels; is that right ? 

Mr. Carey. That is right. . 
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Mr. Harpy. So you had to make them anyway 4 

Mr. Carey. That is right. 

Mr. Harpy. Presumably, then, in this case Willys-Overland was 
the successful bidder. Just analyzing this particular contract as a 
matter of interest, I believe you have given us your basic cost on this 
item as $2.16. 

Mr. Carey. Was that the selling price or the cost / 

Mr. Harpy. I think that is your cost. 

Now, the packaging cost provided in this was 60 cents. And the 
packaging cost provided by Willys was 72 cents. 

Mr. Carey. Did not we say 60 to 90 cents in our letter? 

Mr. Harpy. In your letter I think you say 60 to 90 cents. The 
packaging cost which was given us previously was 60 cents. I think 
that you referred to a particular contract in your letter of June 1. 

Mr. Carey. I think that is right. Ona recent order the packaging 
cost was 72 cents. 

Mr. Harpy. Willys provided some figures on the packaging cost, 
and they gave us a cost of 72 cents. On that basis, the cost of the 
wheel, including packaging, would be $2.88. The cost. to the Gov- 
ernment was $3.87. So on that transaction the profit, which includes 
both your profit as the basic manufacturer and Willys’ profit as the 
distributor, was $1 a wheel, or $100,000 on the contract. 

Mr. Carey. Of course, we do not know anything about that. 

Mr. Harpy. I understand that. I am merely trying to give the 
end result of the transaction. 

I do not know what would be a normal mark-up, and certainly a 
manufacturer is entitled to a reasonable profit on the items that he 
makes. I donot know what yeu charged Willys. 

Mr. Carey. I think that we gave you that figure. 

Mr. Harpy. $2.30. Now, if you had had to handle the packaging, 
you might have had to add a bit more to that. You had a profit of 
14 cents on that wheel. You might have had a little extra overhead 
for the packaging. If you add 72 cents that would be $3.02, which 
leaves a difference of 85 cents per wheel, or $85,000. 

Mr. Carey. If we had done that job, just going through those 
figures, and if our packaging cost was 72 cents, we would have had 
additional costs in there above that packaging cost because we would 
have had a certain amount of handling cost on those wheels to get 
them over to the packaging place and back from the packaging place, 
und things like that, which could possibly have run that cost up a 
little higher. You may be overlooking a couple of items. 

Mr. Harvy. I prefaced my observation with the statement that 
you probably would have added a little extra overhead. 

Mr. Carey. That is right. We probably would have handled it 
differently than we did, just running it down our lines to the car 
manufacturers. 

Mr. Harpy. I am assuming that the packaging cost of 72 cents 
which Willys gave us included such incidentals as the additional 
transportation cost which must have been involved. 

Mr. Carey. Yes. 

Mr. Harvy. Again let me express our appreciation for your com- 
ing here. Unless you have some further observations that you care 
to make, the subcommittee will excuse you. 
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Mr. Carry. We appreciate the opportunity of coming down. 
Mr. Harpy. We will now hear from Mr. O'Donnell. 


TESTIMONY OF JOSEPH P. O'DONNELL, VICE PRESIDENT, TOBE 
DEUTSCHMANN CORP. 


Mr. O’Donnet.. Good morning, Mr. Hardy. 

Mr. Harpy. Mr. O'Donnell, the subcommittee is glad to have you 
present, and we want, as I outlined in the opening session this morn- 
ing, to give an opportunity to industry to make any comments they 
may care to make about the observations contained in my letter of 
July 10 (exhibit 35). 

I think that perhaps the best way to proceed at this moment would 
be “on you to just go ahead and make any observations you care to 
make. 

Mr. O’Donnett. Thank you, Mr. Hardy. 

When we were first brought into the picture, as I understand it, 
there was an investigation made concerning some of the prices we 
had charged to the Chrysler Corp. for one or two components. You 
may recall that we furnished you with that information and we also 
included, I believe, additional information on a component that we 
furnished to the Chrysler Corp. 

You have since requested me for a breakdown of my costs, and I 
told you that would be in your hands early next week. 

I might comment that those parts we furnished to the Chrysler 
Corp. are ordered in very small quantities. A portion of our cost, 
approximately 25 cents, is something over which we have no control 
because those parts are sent outside and they have applied to them a 
neoprene coating; the cost of transportation and the cost of coat- 
ing is approximately 25 cents. 

In addition, they are ordered in small lots. Now, the units such 
as they are buying are special units and could be manufactured in 
minimum daily lots of 10,000 a day, and running for days on end, 
at about half the price. 

I think in the last 2 years, we have furnished not over 10,000 or 
11,000 on six or seven orders. Give or take, it may be eight or nine. 
I do recall that the lots ran as low as quantities of 200. They must, 
therefore, be manufactured on a special set-up. You can get manu- 
facturing costs down in that way. 

Insofar as our activities with the Detroit Ordnance outfit are con- 
cerned, they have been on a rather personal basis for the last year and 
a half, and I would like to make this comment before I make com- 
ments on some other notes that I have. 

It is my business to contact all the military procurement agencies 
on electronic components. I have said it a dozen times, and I would 
like to have the opportunity of saying here, that from my personal 
observation the automotive tank center, and the Detroit Ordnance 
district, is the most pleasant and most efficient outfit to do business 
with that you have ever seen. They do not waste your time. I have 
met Major Abrino and all of them there. They are the type of peo- 
ple that I would like to have working for me because they make it easy 
for us to do business with the Government, and yet they protect the 
Government at all times. 
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However, I think that they are extremely handicapped in attempt- 
ing to procure parts. There are so many parts listed, and they are 
listed under one suppliers’ part number. They are generally one 
of the automotive companies. We just talked about Chrysler a mo- 
ment ago. There is Chrysler, Ford, Reo, Studebaker, Autocar, White 
Motor Co., and many others. They have no information other than 
a part number of the vehicle assemblers under which they can pro- 
cure. 

The Government, apparently, has never been able to obtain spe- 
cific information covering the parts so that the buyer could go out 
and get it in the open market. 

Now, we manufacture for Detroit ordnance automotive suppres- 
sors, electronic filters, and I sat down with the boys out there, Mr. 
Monte and Mr. Payne and Mr. Masden, and got a group of ordnance 

art numbers. I then went back to my factory and a week later went 

ack to Detroit ordnance with a suitcase full of drawings. I did 
that because we informed the boys out there that we could give them 
a cross-reference index on our parts. I tied in the manufacturers’ 
part numbers, pointing out that Ordnance actually were stocking 
the same items under two or three different stock numbers, I not only 
furnished them our type, but I furnished our competitors’ type num- 
ber from which the procurement man could buy them. 

If some set-up could be established whereby they could cross-refer- 
ence parts by description and when cross-referenced list the suppliers, 
it would help. You may have a gear listed under one name, no 
description, but a company part number. But under the word “gear” 
you may find a list of a half dozen names. By cross-referencing all 
gears, you would automatically compile a list of all the gear suppliers 
and make available to the people who are procuring the names of 
companies manufacturing gears. 

Quite frequently these part numbers appear with the automotive 
company’s part number only. The automotive company does noth- 
ing with that part but procure it from the manufacturer. 

I have run into instances where we would compete on advertised 
bids with automotive companies. We would be awarded the con- 
tract, and I am thinking of one particular instance, at $18. One of 
the antomotive companies requoted Uncle Sam approximately $25. 
I think that on that particular occasion we saved Uncle Sam—and 
you and me, because I am interested from a tax point of view—$35,000 
on that one order alone. 

Mr. Casey. Do you recall what your profit was on that item? 

Mr. O’Donnett. Our profit was about 10 percent. We may be 
somewhat peculiar, but our company tries to make what we believe to 
be a proper profit on all items. We never have attempted to obtain 
all that the market wil} bear. It has never been our policy. It has 
never entered into our minds in our pricing policy. 24 

There is one way that I believe the Government procurement 
agencies could obtain information concerning some of these parts 
that are listed under the name of the manufacturer (assembler), but 
who actually is a dealer or jobber. On the request for quotations that 
are sent out to the various suppliers as part of the bid information 
there is a question, “Are you a manufacturer, or are you a dealer?” 
I do not believe that question is defined clearly enough. 
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Mr. Harpy. It is not very well defined on those forms. I think that 
they have a definition for it that they apply when the occasion arises. 
I think they use a definition promulgated by the Department of Labor. 

Mr. O’Donnex. Ford Motor is a manufacturer, and in answering 
that bid they would state that they are a manufacturer and not a 
dealer. However, in the purchase of filters, they are not manufac- 
turers. They are strictly dealers. Now, I think they would object 
to being classified as dealers. However, I think that a further ques- 
tion should be asked—Do you manufacture or assemble this unit as 
a completed component ¢ 

Mr. Harpy. I hope our friends in ordnance will bear in mind the 
comments that you are making along that line. I was interested in 
your observation about cross-indexing. This subcommittee recog- 
nizes the seriousness of that problem. The fact of the matter is there 
is another subcommittee of the Expenditures Committee that is con- 
cerning itself with that problem and working with some of the agen- 
cies of Government trying to develop some sort of cross-index which 
would have as its objecive the elimination of so many dfferent numbers 
on parts which are interchangeable. 

Mr. O’Donnewt. I might just make a side comment: There was a 
procurement for about $25,000 to $30,000 worth of some items. We 
submitted a bid. Following the determination whether or not the bid 
had been awarded, they said, “We cannot cancel it. O'Donnell, thank 
you for your cross-reference list. We do not need the parts.” 

Mr. Harpy. I expect that would happen in a great many cases. 

Mr. O’Donnett. It still made us happy. We were quite happy 
about it. 

Mr. Harpy. There are some specific questions that I would like to 
get to. 

Mr. Meaper. When did that happen ? 

Mr. O’Donneww. Last fall. 

Mr. Harpy. I would like to develop with you a little more your 
policy with respect to doing business with the Detroit tank center. 
You have indicated in your comments that you do a considerable 
volume of business with them. 

Mr. O’Donnetu. Yes, from our point of view. I would say in the 
last year or so $1,000,000 or $1,500,000 worth of business has been 
done with Detroit ordnance. 

As an organization, we have approximately 950 employees. One 
million and five hundred thousands dollars is a reasonable percentage 
of our yearly business, possibly 20 percent of our business, but we 
believe we are the largest filter or radio noise-suppressor manufac- 
turer in the business. We are pioneers in the business. 

Mr. Harpy. Can you tell you what percentage of that business ap- 
proximately was negotiated and what percentage was not? — 

Mr. OMonnett. One hundred percent of it was advertised bids. 
We had no negotiated contracts with Detroit ordnance. All had been 
advertised. bids. We were awarded the contracts on the basis of price. 

Mr. Harpy. I raised the question particularly in view of your com- 
plimentary remarks about the people that you do business with out 
(here. Iam thinking in terms of just what might be involved in the 
nature of your visits with the personnel out there. 

Mr, O’Donnetn. That I will explain. Iam glad that you brought 
itup. It might have left some doubt in someone’s mind. 
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I made it a point to make certain that every bid on which the words 
“radio-noise suppressor, generator suppressor, generator filter,” or any 
term that would fall within the over-all category or family description 
of parts we manufacture, to look at these bids as they were posted. 
From the bid I could determine the name of the man assigned to the 
handling of that particular contract. 

Mr. Harpy. You would have to identify that with something that 
you were making ? 

Mr. O’Donnett. Yes. You would have to see the procurement man 
to determine whether or not drawings, information, or technical in- 
formation were or were not available, and start from there. 

When I talk about their cooperation, this is what Imean. If I went 
to some agencies and asked that question I would get this—“I do not 
know; if they are not with the drawings, they are not there.” 

You do not get that at Detroit. If they do not know they will call 
to find out whether or not drawings are available for the filters. If 
they are available they will get you a copy. They make it easy for 
you to get the information to which you are, as a prospective supplier, 
entitled. That is what I am trying to get across. 

Mr. Harpy. Not only to which you, as a supplier are entitled, but 
which would be the only manner in which you could become a competi- 
tor for that business ? 

Mr. O’Donneti. That is true. 

Mr. Harpy. And thereby keep the cost to the Government down a 
bit. Would that not be of some significance ? 

Mr. O’Donnett. That is very true. 

The point is, the attitude there, according to my opinion, is the right 
attitude. That is the one agency that has an outstanding attitude. I 
am criticising, but I want to give credit where credit is due. I have 
made some comments that may or may not be termed constructive, but 
I think they are entitled to a lot of credit. 

Mr. Harpy. Would you say then that insofar as you are able to 
determine, you bid on all the proposals put out by the Detroit Arsenal 
for items that you manufacture ? 

Mr. O’Donnetu. No, I would not go so far as to say that. There 
were some items on which I was unable to obtain enough descriptive 
information on, and I am quite certain the reason I was unable to ob- 
tain that information was that the information was not available to 
the organization. 

Mr. Mraper. What organization ? 

Mr. O’Donnett. The procurement organization, the Ordnance or- 
ganization. They did not have an adequate description. The fact is 
there were many instances, I believe, where the only person who could 
adequately describe the part required would be the assembler whose 
part number was being used. 

Mr. Harpy. Unless you had gone down there and worked it out 
with the people in the arsenal 

Mr. O’DonneEtt. I will put it this way: I believe in all instances: 
in which I failed to obtain adequate information permitting me to 
bid was due solely to the fact that the Ordnance did not have adequate 
information. They would have the part listed as Chrysler, 10102, 
suppressor. 

Mr. Meaprer. You mean, you would not know what that was? 

93669—32——11 
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Mr. O’DonneELL. No; I would not know what that was. There are 
occasions, or there were occasions where I found out by going back 
to my office that we had that Chrysler print in our files, but that was 
the only way I was able to tie in the part. 

Mr. Harpy. Do you have any knowledge of submitting bids com- 
petitively with Chrysler on parts which you manufactured and where 
Chrysler was successful in getting the contract ? 

Mr. O’Donne tt. I have no knowledge of that. I never know before 
a bid is opened that Chrysler is also bidding. I have never known that. 
But I do know of one instance where we were awarded a bid—that is, 
it was awarded to the Chrysler Co., but in that instance the Govern- 
ment benefited, because I discovered that Chrysler sold that item to 
Uncle Sam—my memory may be playing me tricks with pennies— 
but at about $1.76 where Chrysler paid us 22 cents more for the same 
product. 

Mr. Harpy. How do you account for that ? 

Mr. O’Donne tt. I don’t know. I laughed it off and one day—— 

Mr. Harpy. Do you know who furnished the items for that partic- 
ular order? 

Mr. O’Donnetw. Oh, yes. They made a mistake in their bid. They 
said that Chrysler had made an error in their bid. There were 5,000 
parts in that item. We quoted Uncle Sam a price of $1.98. 

We have never quoted Uncle Sam one price and a customer another. 
Uncle Sam has always got the same price. Uncle Sam can buy directly 
from us at the same price that anybody else doing business can buy 
from us. 

Mr. Harpy. Your policy is to bid on Government business where 
you can supply the item ¢ 

Mr. O’Conneti. That is right. 

Mr. Harpy. Do you have a more or less fixed policy with respect 
to pricing to the Government ? 

Mr. O’Donnett. No. We have just one standard policy. That is, 
we build up our material and labor costs and come up with a selling 
price. We don’t care whether it is Uncle Sam or Joe Jones that comes 
in. It is just one price. 

Mr. Harpy. Take a particular item, let us say a suppressor; you 
will have a list price. What I am trying to find out is whether the 
usual practice in the industry is followed by your company. 

Mr. O’ConneELL. Our company has never exerted any effort to get 
into the jobber field. We have sold directly to the manufacturer or 
the consumer—I mean, the equipment manufacturer or the consumer. 

Mr. Harpy. Am I to understand from that statement that you 
have no predetermined list or retail price on the items which you 
make? You simply quote a manufacturer or the Government or 
whoever your customer may be a net price to them ¢ 

Mr. O’DonneEtu. That is right. 

Mr. Harpy. And you do not have any policy with respect to the 
price at which the item would be retailed ? 

Mr. O’Donnett. No. We attempt to exert no control whatever 
over the reselling price. 

Mr. Harpy. And you bill on a basis of net price rather than list 
price minus discount ? 

Mr. O’Donnetu. That is right. The only discount we have is a 
cash discount of 1 percent. 
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Mr. Meaver. Mr. O’Donnell, how much of your approximate $6,- 
million annual volume does not go to the Government, and goes to 
the vehicle assemblers? You testified before that you had about 
$1.5 million with the Government and that that was about 20 
percent of Your total volume, which would make your annual volume 
about $7.5 million; is that correct ? 

Mr. O’Donne.Lt. Somewhere around $6 million, $6.5 million, $7 
million. The year is not over yet. 

Mr. Meaper. How much of the business that you do not do with 
the Government goes to vehicle assemblers ? 

Mr. O’DonnELL. I have attempted to analyze that. 

Mr. Meaper. Do you sell both to vehicle assemblers and to the 
parts trade? 

Mr. O’DonneELL. Yes. 

Mr. Mraper. You do not have any rough idea how much of that 
goes to vehicle assemblers ? 

Mr. O’Donnewi. Right now I might be safe in saying 100 percent, 
but I will hedge a little bit and say 98 percent or 99 percent of the 
business in our plant is all on rated arate. Year in and year out 
we have the same customers, whether they are building their own 
commercial equipment or are building equipment for Uncle Sam. 
I can cite companies like RCA, Sperry, General Electric, Westing- 
house, Western Electric, Bell Telephone Laboratories. Year in and 
year out we sell the various Government procurement agencies. In 
periods like this, their requirements go up, but year in and year out 
they are buying some of our items for stock replacement for their 
depots. 

Mr. Harpy. Following up Mr. Meader’s question, do you do any 
considerable volume of business with the automotive-parts jobbing 
trade? 

Mr. O’Donnetit. None with the jobbing trade. We sell parts to 
Chrysler, Reo, Studebaker, Delco-Remy. 

Mr. Harpy. Then the user of that automobile, if he wants to buy 
the part which you make, or the garageman or the repairman mak- 
ing the repairs wants your part, he goes to the vehicle assembler’s 
representative to get that ? 

Mr. O’DonnELL. When I sell to an automobile manufacturer, I 
do not know what he is going to do with the parts, whether he is 
going to put them in equipment or whether he is going to put them 
in stock for his service department. 

Mr. Harpy. You make no distinction, then, between your price 
for original equipment and for replacement ? 

Mr. O’Donneti. No; I do not know what they are used for and 
we make no distinction. 

Mr. Harpy. But you know that that is a practice among manu- 
facturers of certain parts? 

Mr. O’Donne.u. That is right; it is. 

Mr. Meaper. Then you do not do any selling to the so-called inde- 
pendent parts people? 

Mr. O’Donnett. There are half a dozen so-called radio and elec- 
trical outlet stores in these United States that buy our parts from us 
and carry them in their stock. But they could be a manufacturer, 
so far as we are concerned. 
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Mr. Casey. Mr. O’Donnell, I understand the substance of your 
testimony is that you people are ready, willing, and able to sell to 
the Government whenever you have something that the Government 
needs. 

Mr. O’Donnett. I believe it is a little more than that. We would 
rather sell directly to the Government. We have had occasions where 
jobbers or parts distributors in some of the cities would send us a 
form listing the parts. We would recognize the form as coming 
out of one of the Government agencies. If we did not have a copy 
of that form, we would get a copy of that form and quote directly 
to Uncle Sam. 

Mr. Harpy. You know of no objection on the part of the vehicle 
assemblers to whom you are selling—they do not object, none of them 
objects, to your bidding directly for Government business? 

Mr. O’Donnetu. They have never indicated in any way that they 
object. The question has never come up. And I would be apt to 
tell them what to do. 

Mr. Harpy. Then you might consider yourself very fortunate in 
the parts business. I suspect that you would have reason to believe 
that that does happen in the manufacturing of certain kinds of parts. 

Mr. O’Donnett. Mr. Hardy, I am not so naive as to deny that 
it does exist. I know it exists. I spent almost 22 years of my life 
as an engineer and 5 years asa manufacturer. I manufactured under 
the title of J. P. O'Donnell & Sons, from 1942 to 1947. I manufac- 
tured components for both Navy and Army Ordnance and, of course, 
when I was a manufacturer, I was also the best salesman I had. Other 
people think I am a pretty good salesman. So, I have been selling 
for the last 12 years. I have been in this business approximately 30 
years. 

Mr. Harpy. Then you have a reasonably good familiarity with 
the practices within the industry ? 

Mr. O’Donnett. I am aware of the sins that are being committed, 
definitely. 

Mr. Harpy. I wanted to see whether I could get from you an answer, 
such as the one we got in a letter here, in which a manufacturer plain- 
ly stated in just so many words that the reason he did not bid on 
Government business was because he was requested by certain vehicle 
assemblers not to. 4 

Mr. O’Donnett. Maybe they know O’Donnell better than that. 

Mr. Harpy. You have never experienced that? 

Mr. O’Donnett. We have never experienced it, and I would like 
to go on record by saying that we would refuse to honor that. 

Mr. Harpy. I think that you indicated you would tell them where 
to go. 

Mr. O’Donnetu. I definitely would. 

Mr. Casry. Are the parts that you supply to the Government re- 
quired to be packaged in some special way ? 

Mr. O’Donnett. No. If export packaging is required, we can do 
it 


Mr. Cassy. You can do it? 

Mr. O’Donnetu. Yes; we do it. I mean, they buy directly from us 
and we export-package it. 
Mr. Casey. Is it much of a job? 
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Mr. O’Donnett. It all depends upon the size and shape of the 
article. It is a job that you do not like. I mean, it is much easier to 
pack for commercial pack than it is for export packaging. But we 
are also aware of the definite necessity for export packaging. I have 
had personal experience, because during the war I was on several 
civilian committees working with the Government, analyzing the rea- 
sons for equipment failures. I know of instances where components 
would get out to New Zealand and they would be no good for the 
simple reason that they had not been properly protected before being 
sent out there. 

I think if these manufacturers were forced to disclose whether or 
not they did any manufacturing operations on those parts—and by 
“manufacturing operations” I do not mean painting or coating o1 
packing or packaging—and, if they did not make that, that they be 
forced to disclose their sources of supply. 

Mr. Harpy. Mr. O’Donnell, I have just one more question I wanted 
toask you. In the early part of your remarks you referred to the fact 
that Government orders are frequently relatively small compared 
even to a day’s output. 

Mr. O’Donnetu. We are talking now about the Chrysler parts in 
question ? 

Mr. Harpy. I did not know that you had specific reference to the 
Chrysler parts. 

Mr. O’Donnetu. As I recall, I made a comment along that line con- 
cerning the cost of the Chrysler part. 

Mr. Harpy. Let us take that just as an example. The question I 
wanted to raise is this. Would you in your normal business make some 
of those parts for Chrysler concurrently with making them under 
a Government order ? 

Mr. O’Donne tt. There are three or four parts that we make for 
Chrysler. You have asked me questions about two of them, Actually, 
there are three parts that we make for Chryselr and we make them 
for no one else. They are different from any that we make for any- 
body else. They are different in size and different in the materials 
required. They are not, with us, a standard part. 

Mr. Harpy. So that, unless Government procurement happened 
to tie in with the making of that item for Chrysler, there would be 
some additional expense involved in the manufacture of that item 
by your company ? 

Mr. O’DonneEtt. Unless it tied in—— 

Mr. Harpy. Yes, unless it should be concurrent with the output 
of that same part on a Chrysler order. 

Mr. O’Donnetu. No. There was one item—the price I believe was 
$1.56—and we would sell it to Uncle Sam and to Chrysler at the 
same price. 

Mr. Harpy. I understood you to say that your cost under some 
Government orders had to be higher because of the fact that the orders 
were small. 

Mr. O’Donnetu. No. The cost to anyone, if they come in for a 
nonstandard item, a special item 

Mr. Harpy. I was assuming that it was a standard item. 

Mr. O’DonneEtu. These are not standard items. 

Mr. Harpy. I can understand the problems that you have in having 
to set up to make a special item. 
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Mr. O’Donnetu. These Chrysler items are special items. 

Mr. Harpy. I see. 

Mr. O’Donnextt. They are special items; and what I wanted to get 
across was that, if it was a standard item and could be manufactured 
in production runs, the price on them could be cut 50 percent. 

Mr. Harpy. That is what I had in mind. 

Mr. O’Donnetu. These are nonstandard items, special items. 

Mr. Harpy. Thank you very much. The committee appreciates 
your coming here, and we are delighted to have had the benefit of this 
discussion with you. 

Mr. O’Donneww. Thank you very much. That information that 
you requested will be in your hands next week. 

Mr. Harpy. We should like to recall Mr. Cobb and Mr. McConnell 
for a few questions. 


FURTHER TESTIMONY OF EARL COBB, PARTS MANAGER, JEFFER- 
SON CHEVROLET, DETROIT, MICH., AND CHARLES McCONNELL, 
PARTS MANAGER, P. L. GRISSOM & SON, DETROIT, MICH. 


Mr. Harpy. I am sorry, gentlemen, that it was not possible for me 
to be here when you testified earlier. I wanted to raise just one or 
two questions with you concerning some information that has come 
to our attention in connection with the sale by your companies of 
Chevrolets to employees of the Tank Center and the arsenal, particu- 
larly during that period when automobiles were so hard to get. I 
know that it has not been so very long since I tried to get an automo- 
bile, and I had a very difficult time getting one. Perhaps if I had 
gotten a job with the Tank Center in Detroit I would have qualified 
and gotten a Chevrolet. 

Mr. Coss. I do not think it would have helped you much. 

Mr. Harpy. That is one of the points I wanted to raise with you 
gentlemen to see whether you might be able to shed a little light on 
just what did go on in that connection. If you were doing a pretty 
good business with the folks over in the Tank Center, and they were 
being extremely cooperative with you and helped you to get a little 
Government business on which you made some profit, it might not 
have been a bad idea to be a little helpful with them individually. 

Mr. Coss. The only thing I ean say is that we were there first. They 
would ask us to get a car, and I would tell them, “I do not know; I am 
in charge of the nut and bolt department. You see the boss.” They 
have always dealt with him. We have granted no favors whatsoever. 
We have had several orders canceled because they got tired waiting. 
They waited just like everybody else. 

Mr. Harpy. But you would be a good fellow once in a while and go 
and talk to the boss for them, too; would you not? 

Mr. Cozs. No; I did not. 

Mr. Casey. How do you know that no favors were granted ? 

Mr. Coss. Because they complained to me about the price, and 
everything. 

Mr. Casey. They complained that they had to pay more than the 
normal price ? 

Mr. Coss. No; not more than the normal price, but when they were 
hard to get we loaded a few accessories on them. 
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Mr. Harpy. Do you mean you would do that to a good, preferential 
customer, like a fellow who is helping to get you a contract? 

Mr. Coss. They did not help me get contracts. I would bid on the 
stuff just like anybody else ; and, if I were the low bidder, then I think 
I should have had the contract. As far as their helping me to get a 
contract, I do not believe they did. 

Mr. Harpy. Do you know about how many of these automobiles 
you were able to get for the folks at the Tank Center and the arsenal 
in a limited period of time? 

Mr. Coss. I was not able to get them any. I do not think they 
got very many from our place, because they did not like to deal 
with my boss. 

As an example, I worked at the place for 5 years and I can show 
you invoices and financial information where I have paid list price 
for every car that I have ordered from there. 

Mr. Harpy. Did you have some observation you wanted to make, 
Mr. McConnell. 

Mr. McConnetu. Most of the people, I think you will find, had 
trade-ins at that time and used cars were at a premium in that period. 

Mr. Harpy. A lot of other people had trade-ins, too. 

Mr. McConnett. And a lot of people got cars, too. I did not even 
know the names of the people that worked at the Tank Center and 
the arsenal who got cars until Mr. Schaffer brought out names and 
we traced the records back. I did not know the people at all. 

Mr. Harpy. You did not know any of those people ? 

Mr. McConnetu. Oh, I knew some of them; yes. But I did not 
know a lot of the people whose names Mr. Schaffer had. 

Rosi Harpy. You have only recently, then, become familiar with 
them ¢ 

Mr. McConnetu. With a lot of them; yes. 

Mr. Harpy. Until Mr. Schaffer showed you the scope of busi- 
ness which your company was doing with employees out there you 
were not aware of it; is that right? 

Mr. McConnetz. Not all of them. Not all of them. I had to 
check back through some old records there, say 1949 records. 

Mr. Harpy. Would you say, then, that you were not as intimate 
in dealing with personnel out at the Tank Center as Mr. Cobb was? 

Mr. McConne tu. I had been out there several times, trying to get 
business. 

Mr. Harpy. He seemed to know more about it than you did. 

Mr. Coss. They complained to me. 

Mr. Casey. You knew Mr. Sipe had a car, did you not? 

Mr. McConnetu. Yes. 

Mr. Casrey. Mr. Stapleton ? 

Mr. Coss. I did. He got it from us. 

Mr. Casey. Mr. Bruce of the fiscal office? Did you know Colonel 
White, who is in the back of the room, had one? 

Mr. Harpy. Which one of you gentlemen got his? 

Mr. McConnett. I knew nothing about it. 

Psu Coss. I thought maybe he drove a Cadillac. I knew nothing 
about it. 

Mr. Casey. Did you know most of the people who had Chevrolets 
were from the Procurement Division of Ordnance? 

Mr. Coss. Not necessarily. 
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Mr. Casey. Would you say that is not a fact? 

Mr. Coss. I do not know that. 

Mr. Harpy. Would it seem unusual to you if that should be true? 

Mr. Coss. Not unusual, for a man in a white shirt. It is because 
we were probably the only two Chevrolet dealers that they knew. 
They were acquainted with us and they thought maybe they could get 
a better deal, but they found out they could not. 

Mr. Casey. You would not want this subcommittee to understand 
that it was not easier for them to get a Chevrolet through one of your 
two companies than from some other agency or dealer who was not 
doing business with Ordnance / 

Mr. Coss. I would not want you to say that. It is possible that 
it was. 

Mr. Casey. Do you not know it was? 

Mr. Cops. I do not know. I know we have had cancellations be- 

cause they thought they waited too long. 

Mr. Harpy. W ell, do you mean by that, that a fellow who was not 
so active in the Procurement end had to w ait, and the one who was 
active got his car? 

Mr. Corns. No. We have had fellows in Procurement that had to 
wait,too. Another thing you can bring out: In the early part of 1950 
we thought that cars were going to be. very plentiful. We signed a 
contract with the Federal Employees Co-op, which entitled them to 
a discount. Chevrolet knew about it. There was no secret about it 
or anything. It entitled them to buy a car from us for 10 percent off, 
if we had plenty of cars. 

Mr. Harpy. You did not get plenty of cars, so some of them did not 
get them ? 

Mr. Cogs. That is right. 

Mr. Casey. Did you ever furnish any cars pursuant to that contract? 

Mr. Coss. Ever what? 

Mr. Casey. Did you ever furnish any cars pursuant to that contract ? 

Mr. Coss. Oh, yes; yes. I do not know how many. 

Mr. Meaper. Is it Mr. Cobb? 

Mr. Coss. Yes. 

Mr. Meaper. Do you know how many Detroit Tank Center or 
Arsenal employees bought cars from your company ? 

Mr. Coss. I have no idea. 

Mr. Mraper. You do not have the slightest idea ? 

Mr. Coss. No,-sir. 

Mr. Meapor. Do you have any idea about the terms under which 
the cars that were sold were sold ¢ 

Mr. Coss. None whatever. 

Mr. Meapor. I would like to ask Mr. McConnell the same questions. 

Mr. McConnetu. No. 

Mr. Meapor. Do you know how many Grissom sold to Tank Center 
and Arsenal employees? 

Mr. McConnetu. No. 

Mr. Harpy. Do you know whether they ever got paid? 

Mr. McConnetxt. That I do not know. That is strictly in the office. 

Mr. Cors. Evidently they did. I did not recall any repercussions. 

Mr. Harpy. Would that necessarily follow ? 

Mr. Corn. If they do not pay for them I do not see how they get 
them. I have to pay for mine. 
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Mr. Harpy. Is there anything further, gentlemen? We appreciate 
your waiting around to answer these few questions for us. 
~ Mr. Coss. All right. 

Mr. Harpy. There is a possibility that when we get out to Detroit 
next week some of the Government employees out there may be ques- 
tioned on this subject. We did not want to bring your company into 
the picture unnecessarily, and if any facts that might have a possibil- 
ity of repercussions on either Grissom or Jefferson were to come out, 
we wanted them to come out here. That is why we took this oppor- 
tunity today to ask these few questions with you. We had hoped that 
you might be able to shed a little more light on this whole proposition 
than you have. 

Mr. Corn. We do not know too much about it. 

Mr. Harpy. I can appreciate the fact that you people in the parts 
end are concerned with this procurement over at Ordnance. You deal 
on that side of the street. It is the other side of the street that we are 
looking at right now. That is, what the Ordnance folks get from your 
company. 

However, I would think that if you and I were doing a lot of busi- 
ness which was advantageous to your parts business, and I went down 
and asked you to help me get an automobile, I would expect you to do 
a little more than say, “I will go see the boss.” 

Mr. Corn. I might take you to the boss but, as far as any help, I 
could not help because I worked there and waited for a car myself. I 
worked there 9 months before I had a car. 

Mr. Harpy. You are just an employee. 

Mr. Coss. Yes, I know. 

Mr. Harpy. But the Ordnance, that was something else. They were 
good customers. 

Mr. Corp. Not necessarily. I mean, you send in a bid. We have 
maybe 1 chance in 10 of getting the contract. 

Mr. Harpy. Well, you have a better batting average than that; have 
you not? 

Mr. Coss. I do not think so. I have sent in a lot of bids I did not 
get anything on. 

Mr. Harpy. Which one of you gentlemen took Colonel White up 
and introduced him to the boss? 

Mr. Coss. I do not know where he got his car. It might have been 
me. 

Mr. Harpy. Well, thank you a lot, gentlemen. We appreciate your 


g. 
Mr. Coss. All right, sir. We can go now. 
Mr. Harpy. Yes. Thank you a lot. We appreciate it. 
(Discussion off the record.) 
Mr. Harpy. We will declare the hearing adjourned. 
(Thereupon, at 1:24 p.m. Friday, July 20, 1951, an adjournment 
was taken.) 













INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES GOVERNMENT 


MONDAY, JULY 23, 1951 


House or REPRESENTATIVES, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS, 
Detroit, Mich. 

The subcommittee inet at 10:45 a. m., pursuant to call, in room 
859, Federal Building, Detroit, Mich., Hon. Porter Hardy, Jr. (chair- 
man of the subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr., Richard Bolling, John 
Shelley, Walter Baring, Clare Hoffman, Walter Riehlman, George 
Bender, and George Meader. 

Also present: Ralph Casey, counsel; and Edward P. Schaffer, staff 
member. 

Mr. Harpy. Let the hearing come to order. 

This subcommitte has had its staff making a study of procurement 
practices and policies of the Tank and Automotive Center for a period 
of some months. In connection with that we have held several ses- 
sions beginning on June 25. In the course of that study and of 
those hearings certain matters came to the attention of the sub- 
committee with respect. to the personal relationship of certain per- 
sonnel of the Tank and Automotive Center and of the arsenal with 
contractors with whom they do business. That phase of the subject 
is somewhat foreign to the general subject before the subcommittee 
and it was decided that we should hold open hearings to dispose of 
that in order that we might not be sidetracked from our major purpose. 

The hearings that we have called here beginning today have to do 
with that phase which has come to our attention, and we want to dis- 
pose of that in order that we may get back to the main purpose for 
which our study was originally started. 

I think perhaps it would be well if we start with the testimony 
of General Crawford. General, if you will come up and take the 
chair, please. 


TESTIMONY OF BRIG. GEN. DAVID J. CRAWFORD, COMMANDING 
GENERAL, ORDNANCE TANK AND AUTOMOTIVE CENTER, DE- 
TROIT, MICH. 


Brig. Gen. David J. Crawford was thereupon called as a witness 
herein, and having been first duly sworn, testified as follows: 
Mr. Harpy. Mr. Casey will begin the questioning. 
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I want to make an announcement before we get any further. I 
want to be just as reasonable with the press as I can, and the photog- 
rapher back here at this particular moment, was in order, but we will 
have no pictures taken while a witness is testifying, and any pictures 
that you want will have to be taken in the beginning before a witness 
starts testifying, and if the press will cooperate with us in that re- 
spect we will appreciate it. 

Mr. Benver. Mr. Chairman, it has been suggested that we talk a 
little louder. 

Mr. Harpy. We will try to do the best we can. 

Mr. Casry. General, in the course of your command here at the 
arsenal and at the Tank Automotive Parts Center, have you had 
brought to your attention, from time to time, any unusual or un- 
usually close personal relationships between employees or officers 
under your command and representatives of industry doing business 
with the Government ? 

General Crawrorp. I have had it brought to my attention. I have 
observed it. 

Mr. Casey. What have you done about it? 

General Crawrorp. From time to time, periodically, we have had 
published and brought to the attention of all concerned a code of 
conduct. I have, myself, personally lectured to a large portion of 
the staff and have had senior officers do the same thing to those I 
didn’t reach myself. 

Mr. Casey. Have you had any specific cases brought to your atten- 
tion involving any gifts or gratuities passing from representatives of 
industry to officials of the Government ? 

General Crawrorp. No cases, no, sir; no specific cases. 

Mr. Casry. General, you were in Washington a few weeks back to 
testify before this committee in connection with its study of pricing 
practices in the automobile parts field? 

General Crawrorp. Yes, sir. 

Mr. Casry. I believe our hearings took place on June 25 and 26, 
When did you get to Washington, General? 

General Crawrorp. I got to Washington, well, it was on Monday, 
and I got to Washington the previous Thursday evening. 

Mr. Casry. Where did you stay in Washington, General? 

General Crawrorp. I stayed at the Congressional Hotel that night 
and the following afternoon I went down to my home place in southern 
Maryland and spent until Sunday evening there, and I returned and 
stayed in the Congressional Hotel Sunday night and Monday night. 

Mr. Casey. Now, what rooms did you occupy in the Congressional 
Hotel? 

General Crawrorp. I occupied a room in suite 512. 

Mr. Casey. Who paid for that room, General ? 

General Crawrorp. I understand that the room is part of a suite 
which is occupied by Col. Ray Middleton who is a Washington repre- 
sentative and traveling representative for several firms. The extent 
to which he and they participate in paying for the suite I am not 
fainiliar with, but I do understand it is paid for by the month and 
that he uses it extensively as a residence and office. 

Mr. Harpy. You don’t know what company he represents that pays 
for it? 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 9 


General Crawrorp. Iam not sure,no. I don’t know. I don’t know 
what the agreements are, sir. 

Mr. Casey. Do you know what the name of the company is? 

General Crawrorp. I know two of the firms that he represents. 

Mr. Casey. What are those firms? 

General Crawrorp. Pacific Car & Foundry and Continental Foun- 
dry & Engineering. 

r. Casey. Both those firms have contracts with the Ordnance 
Department ? 2 

General Crawrorp. They do. 

Mr. Casey. How long have you known Colonel Middleton ? 

General Crawrorp. I have known him since 1940. 

Mr. Casry. Would you care to state for the record your relation- 
ships with Colonel Middleton { ? 

General Crawrorp. Yes, sir. I met Colonel Middleton fitst as a 
representative of one of these firms when we began the development 
of heavy cast armor for the first time in 1940. He was at that time a 
Washington representative of the firm. He was their representative 
during the time they qualified and became manufacturers for armor. 
I got to know him fairly well during that time. 

‘We first met in very much of ac Jash of personalities because he was 
well acquainted in Washington and he didn’t know me at all, and he 
is very direct and I am very direct, and I think that the fact I spoke 
very directly at that time began to establish a friendship which grew 
as time went on but developed more during the period he went back 
in the service. He went back in 1942, I think early 1942, and from 
then up until 1947 when he came back out here, when I was overseas, 
and then stationed in Texas and Washington during which time there 
was no business relationship between any part of the Government | 
had- anything to do with or him, or any company he had anything to do 
with or any occasion to think there would be. 

Mr. Harpy. When did you first find yourself in the position of rep- 
resenting the Government in dealing with firms whic h he represents ‘ 

General Crawrorp. Well, the first was back in 1940, 

Mr. Casry. What was your capacity at that time, General ? 

General Crawrorp. I was one of the assistants in the Office of Chief 
of Ordnance charged with expediting the bringing into production of 
the medium tank program and especially with getting a number, get- 
thing industrial foundries qualified to make armor—armor castings. 

Mr. Casry. What contracts do the Continental Foundry & Machine 
Co. now hold with the Government ? 

General Crawrorp. Well, they hold one for producing some experi- 
mental armor and another one for production of armor, and the fabrt- 
cation of it into complete tank hulls and the production of turrets. 

Mr. Casry. How much money is involved in these contracts, do you 
know? 

General CrawForp. The experimental contract was nominal. It 
runs into the tens of thousands but it was not a very big contract. It 
was only for a half a dozen turrets and some accessories. The other 
one is a considerable contract. I don’t know exactly what it is. 

Mr. Harpy. The experimental contract, when was that in effect, 
General ? 












160 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


General Crawrorp. Some time last summer the final negotiations 
were completed. I believe toward the end of summer. I don’t know 
the exact date of the finalization of the contract. 

Mr. Harpy. That is near enough. I wanted to get an approximate 
date on that. 

Does Colonel Middleton own property in southern Maryland ? 

General Crawrorp. Yes, he _ at 

Mr. Harpy. Is he a near neighbor of yours ? 

General Crawrorp. Yes, he is. 

Mr. Casey. How long has he been down there, General ? 

General Crawrorp. Just this year. 

Mr. Casry. How long have you been there? 

General Crawrorp. Since 1941. 

Mr. Casey. How close do you live down there to one another ? 

General Crawrorp. About three or four hundred yards. 

Mr. Casey. The fact that you lived there, did that have anything 
to do with him purchasing his place down there? 

General Crawrorp. Well, he got acquainted because I lived down 
there but not otherwise because I know that this year, I know that he 
looked at a number of other places. He spent quite a bit of the war 
in Florida and I know before buying any land anywhere, before he 
bought a place anywhere he went down there and looked around ex- 
tensively. I know the conditions under which he got acquainted with 
the place he bought. 

Mr. Harpy. Prior to his acquisition of the property there, was he a 
frequent visitor at your house? 

General Crawrorp. Every time I went to Washington and spent 
any vacation time there, he would come down and spend a day to go 
fishing. 

Mr. Harpy. Was that during the time when you were representing 
the Government in dealing with companies which he represents ? 

General Crawrorp. Yes, during the time and previous to that. 

Mr. Harpy. During and previous? 

General Crawrorp. Sure. 

Mr. Casey. This experimental contract, General, would that be a 
contract that might be preliminary to some more extensive contracts 
to follow? 

General CrawFrorp. Absolutely. 

Mr. Casey. Is that the contract that negotiations started on about 
May 1950? 

General Crawrorp. Yes, I believe so. I would like to—I have a 
statement on that. I am glad this has come up because you are going 
to learn something, I think, about what we are doing. I would like to 
give you a little bit of the preliminary information on it to prevent 
you from getting into something I think we shouldn’t bring out here. 
In the first place it is the most highly classified and most urgent de- 
velopment job that we had at the arsenal over this period. 

Mr. Harpy. Now, General, we want to avoid bringing in classified 
information. 

General Crawrorp. That is right, that is why I make this statement, 
sir. It’s for that reason that your staff had some trouble in following 
all of the negotiations. We had to declassify it as much as possible 
on the operational level to ever get the job done. It was a job like 
splitting up the atomic bomb and placing it all over the country. 
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Mr. Harpy. I want to request your assistance in avoiding getting 
too close to classified material. If you have a statement in that con- 
nection that you care to read, go right ahead. 

General Crawrorp. I will unless you care to develop the subject 
further. 

Mr. Casey. No, I would like to have your statement first. 

General Crawrorp. I say first then I will state that the obscurity 
and documentation in the contractual relationship, the negotiation was 
due to the necessity of declassifying the commodity on a working 
level. Other contracting factors are changing human policies over the 
period during which the negotiations were conducted, and the efforts 
we took to take every advantage of expediency available due to ur- 
gency. One cause you will find that in our final determination we used 
the latitude under the Korean exigency situation to develop the final 
placing in order to avoid administrative lag in going all the way 
through and developing the placing of the contract under some other 
exception or negotiation. 

Mr. Harpy. You are talking about the experimental contract now ? 

General Crawrorp. Yes, sir. We did not develop it for, well, 
at least two other reasons; we had fundamental basic reasons that 
I can give you which we might have developed but they would be 
much longer in process, but because of the urgency and magnitude 
of the administrative burden we utilized that as the reason as a final 
determination to put the thing through. 

Mr. Casry. General, before you get into that, do I understand you 
to say that you used the exigency of the Korean situation as the reason 
why you negotiated this contract ? 

General Crawrorp. That is right, that is the final reason rather 
than taking another more lengthy approach. You will find that a 
part of the records. It’s there. 

Mr. Casey. Didn’t these negotiations begin a month before the 
Korean war started ? 

General CrawFrorp. They began a year before. In finalizing the 
contract and making the award, we used that to make the final award, 
but the negotiations had been going on over a period of a year. 

Mr. Harpy. Then the Korean situation was merely a vehicle to 
accomplish a purpose that had been started a year earlier? 

General Crawrorp. Merely to finalize it and to save administrative 
lag. 
“Mr. Casry. What was the reason for originally negotiating rather 
than advertising ? 

General Crawrorp. The basic reason for the award to get leading 
World War IT heavy armor manufacturers back into some kind of 
production to prove their ability to meet new specifications; to 
determine relationship between requirements for critical alloys and 
relative to heat treatment cycle and the equipment incidental to meet 
these specifications. We had Union Steel, Blaw-Knox, and Scullin 
of St. Louis with contracts which gave them an opportunity to de- 
velop that technique and to prove their ability to meet specifications. 
Under these negotiations, under this project General Steel Castings 
and Continental were brought back into the picture, and those were 
the foundries that were taking an interest in our work. They were 
the four that we considered best qualified to get back into it and take 
it and I will give further reasons. ° 
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Due to the wartime experience in making light items and existing 
equipment in operation, Continental and General were considered un- 
questionably the best qualified firms to undertake this production. 
Although either could have done both jobs, time would have been 
lost by that approach. I am convinced that no other company could 
have met our requirements in the time allowable and no delay could 
be countenanced. 

The price was at a no-profit level and I do not believe Colonel Mid- 
dleton had anything to do with it at all. 

Mr. Harpy. You are still talking about the experimental contract? 

General Crawrorp. That is right, absolutely right. 

Mr: Harpy. Fully realizing that chances were definitely that who- 
ever did the experimental work was likely to get any large-size produc- 
tion contract that might be granted ? 

General Crawrorp. Absolutely, sir. Furthermore, fully realizing 
there were only two firms in the United States at the time that could 
go into any production of that kind. That is still true. They are 
still the only firms in position to make those castings. 

Mr. Harpy. Only two firms in the whole United States that are 
qualified to do this job? 

General Crawrorp. That had the heat treatment equipment, the 
technical background and could get into it—they could get into it in 
the least time. I don’t say other firms could not have qualified but it 
would take them much longer to do it, and it would have put us in a 
much poorer position to implement a heavy production program any 
time it dropped upon us. It would have put us in a poor position to 
complete this highly urgent development program which was essen- 
tial before we could think of going into production. 

I will state further, sir, that I am fully responsible for making the 
decision that these two firms be given these contracts. I take all 
responsibility for it and I feel that the best interests of the Govern- 
ment were served, the Armed Forces and the defense of the Nation, 
and if I had to do it over again I would do it just exactly the same 
way regardless of who worked for whom or any other incidental asso- 
ciation. I don’t just do business, my business relations and personal 
relations are separate. I never thought of anything else excepting to 
try to put across this program. 

Mr. Harpy. That 1s what we are trying to find out, General. We 
are just trying to get the fact in the case as best we can. 

General Crawrorp. I would like to go a little further and say this: 
I will go back and show you also, back in 1948, Mr. Hubert Howard, 
the Chairman of the Munitions Board, wrote a letter to Mr. Stern- 
berg, then the president of Continental, because they were recognized 
as probably the outstanding, one of the most outstanding foundries 
that made armor, and ask him to give him his thoughts on what could 
be done to bring the armor producers back into the picture. 

Mr. Sternberg wrote back a letter in which he said that it would 
be quite an effort, I believe; I don’t remember the exact terms of it; 
I could get 4 copy of it; he said from what he understood about modern 
warfare there wouldn’t be any armor used in the next war. 

I got hold of Mr. Sternberg and asked him to come in. I thought 
that was a serious situation for him to be in as an industrialist who 
has a great responsibility to the defense of the Nation. I got in 
touch with him and talked to him like a Dutch uncle, and I told him 
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what we thought, and what we knew to the greatest extent I could 
without disclosing classified information. It was during that time 
that both General and Continental contracted for services, critical 
services, critical design for functional design relative to foundry 
practice and production practice. 

May I just introduce one other thing into this? These conciliatory 
services were given gratis. It was necessary for the presidents of both 
firms to travel to the Detroit Arsenal on more than one occasion to 
discuss it or to send their best technical services. The result of that 
has been that we are able today, even with these foundries that can’t 
do this job, to turn out a hull with a medium percent, weighing 20 
percent less than in World War II with the same or better armor pro- 
tection, and eliminate from the production thereof over 1,000 pounds 
of highly critical welding, stainless-steel welding electrodes and at 
a production saving, we estimate, of at least $5,000 per hull. That 
is what these people have been doing for the defense program. 

Mr. Casry. General, do I understand now that this explanation is 
directed toward your determination to negotiate this contract with 
Continental as against any other means of letting the contract by 
advertising ? 

General Crawrorp. Yes; and in defense I feel that Continental was 
the best firm to do the job. They had been the consultant to the 
engineering features of it and the best ideas of foundry practice into 
the functional design. It takes close coordination. A man can design 
a turret from the point of view of the fighting man but it is impos- 
sible to make. It requires these services to come up with something 
that can be made, or cause prices beyond anything we want to pay. 
Furthermore, I am defending myself of any accusation that I made 
any award because of any personal relationship with anybody. 

Chairman Harpy. General, this committee is not making any accu- 
sations along that line. We are trying to find out what the picture is. 
Certainly this committee is not going to be critical of any action that 
is taken until we have developed what the facts are. 

General Crawrorp. Yes, sir. 

Mr. Harpy. Mr. Bolling arises an interesting point here. 

Mr. BouuinG. General, could you give us offhand rough figures on 
what a medium tank cost in World War IT and what it cost now? 

General Crawrorp. I think the medium tank—I can merely say 
this. 

Mr. Harpy. Maybe we can put it this way. 

General Crawrorp. I can give you some thoughts percentagewise 
and tell you some of the things that enter into it. 

Mr. Harpy. I think Mr. Bolling was aiming in this direction. You 
pointed to a reduction in the armor that was required and the elec- 
trodes that were required. Now, I think Mr. Bolling’s idea was to 
ascertain whether or not we saved any money ? 

General Crawrorp. Certainly we saved money. We saved that 
much money on every tank built regardless of what it cost. 

Mr. Harpy. Do I understand that a tank of comparable perfor: 
mance costs less since this system has been developed than it did be- 
fore? 

General Crawrorp. There is no tank of comparable performance 
used during World War II. We redesigned the combat fleet and it 
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is appreciably more battle-worthy and competent than the tanks built 
in World War II. 

Mr. Harpy. Does it cost more or less, let’s put it that way ? 

General Crawrorp. It cost more. The economic index of the coun- 
try has gone up threefold since that time. The automobile costs you 
twice or three times as much. There is another factor in it, sir. We 
won't know what these tanks will cost until we get quantity produc- 
tion. 

Mr. Harpy. I don’t think it is pertinent that we try to ascertain 
costs. I think what Mr. Bolling had in mind, if the experimental 
work resulted in a savings in cost I think it would be pertinent to 
indicate it. 

General Crawrorp. We can show you all the way through. I am 
waiting for the day when I can take you out to the arsenal and show 
you a tank built the way we built it during World War II and the 
way we build it today. It will be the greatest revelation you have, 
and when the subcommittee does me the honor of visiting with me I 
think I can show in steel everything I am talking about now. The 
machine tools, the man-hours, the welding equipment, the floor space, 
the _ We go by the shortest route from molten metal to a fighting 
tank. 

Mr. Horrman. Mr. Hardy, did I understand the witness to say 
that they were building a better tank for less money now, and when 
Mr. Bolling asked him about the price of the tank made before he 
said there was no comparable tank to compare it with as to cost in 
dollars. 

Mr. Harpy. I didn’t understand him to say they were building a 
better tank for less money. I understood him to say he was building 
a better tank. As to comparative costs we have nothing on that. 

General Crawrorp. There are many factors to be taken into con- 
sideration. The refinements and fire control. The increase of power 
weight factors. The increase of the slope on the tank and space 
engineering inside which gives you better protection for a given 
number of tons of steel. The greater durability of all components 
of the tank in the field and its great battle efficiency and a more power- 
ful cannon. 

Mr. Harpy. In substance we have a better tank than we had before? 

General Crawrorp. That is right. 

Mr. Harpy. And I did understand you to say, and I would like to 
make a record if I didn’t understand you correctly, that substantial 
savings in material have been accomplished ? 

General Crawrorp. In strategic materials particularly. One thing 
I brought out when we went to a more rigid specification of our armor 
to meet that it was always a question of how much more nickel, how 
much more molybdenum, and chrome, and alloys had to be brought in, 
and how many more heatings and coolings in the heat treatment cycle, 
and how we can balance up the two of them and get the increased pro- 
tection; ballistic resistance of the armor without either taxing our 
strategic materials or going too far out on production costs. 

Mr. Harpy. Now, to return to where we were a moment ago. I 
believe you said that Continental and General were the only two com- 
panies that had the capabilities which you thought were necessary to 
even consider the experimental contract. 
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General CrawForp. Within the time that we had to do the work, 
sir, I believe they were. There might have been some other firms but 
I do not believe they could have done the job in the length of time. 
One thing, Continental was the only foundry, sir, back during the war 
who made a turret of similar size. They made a turret for 928, 30, 
34 of which there were 15 completed. I believe they made all of 
those turrets. I know they made most of them and that was one thing 
that qualified them for that. 

Mr. Harpy. To get back again, General. I understand you io feel 
that there is no impropriety in accepting the hospitality of a company 
with whom you have negotiated contracts ? 

General CrawrForp. I will tell you something, Mr. Hardy, if doing 
business with my friends, whose friendship and association I do not 
feel I should be called upon to renounce because I serve the Govern- 
ment out here, were essential, to give that up were essential to carry- 
ing out this job, why, I think it would be too much to ask of anyone. 
On the other hand, my associations with industry and people therein 
have been over such a long period of time, and the friendships I have 
made, I couldn’t run this job without doing business with a number of 
my friends with whom I associate personally, entirely on a personal 
basis and without affecting in any way—may I just read one other 
statement here, which in introducing myself I would have given. I 
would like to read that at this time because it is a basic policy in which 
IT run any organization. 

Mr. Horrman. Mr. Chairman, before he goes any further. At the 
same time you accepted his hospitality at the Congressional Hotel and 
paid for by one of the companies, did you also receive from the Gov- 
ernment subsistence allowance for yourself ? 

General Crawrorpb. I probably did. I am sure I didn’t claim all 
I could have under the circumstances. 

Mr. Horrman. Can you tell us whether you did or didn’t ? 

General Crawrorp. Idid. 

Mr. Horrman. Then you received payments for meals or lodging 
which you never paid out yourself and which were met by this com- 
pany ¢ 

General Crawrorp. I did. 

Mr. Horrman. Isn’t there a statute that prohibits that? 

General Crawrorp. There is a statute that prohibits, if you occupy 
Government quarters you either have a reduction in your subsistence 
allowance or it is not allowed at all. You can stay with a friend, and 
these days when you travel and get $7 a day, and if you stay at a 
decent hotel it costs you $10 to $12 to spend the night there, and 
nothing to buy anything to eat or anything else. You don’t even begin 
to break even. 

Mr. Horrman. Before he leaves that: Then I would be justified, 
would I, in accepting my expenses here, for instance, which includes 
lodging even though the Book-Cadillac might put a little notation 
“commstiinentany? on the bill for my room ? 

General Crawrorp. I think you would, sir. 

oa Horrman. Then I would be ahead personally the price of that 
room ? 

General Crawrorp. I think you would. I don’t think there is any- 
thing illegal about it. I don’t think the Book-Cadillac if they felt 
inclined that way toward you you shouldn’t feel wrong about it. 
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Mr. Horrman. Why should I accept from the Federal Government 
pay for my room if the management extended it to me complimentary ? 

General Crawrorp. You have other expenses besides that. 

Mr. Meaper. General Crawford, do you ascribe the same rules by 
which you govern your own conduct to all personnel in your organi- 
zation? You don’t exact different standards of conduct for your 
subordinates than you do for yourself? 

General Crawrorp. I do not. I do not get into ‘their personal rela- 
tions. I am certain of this: Regardless of the laws you pass and 
exposures you make, if the business of the Government is going to be 

‘arried out on anything like a sound and satisfactory basis you have 
got to depend upon the integrity of the people that do it, and that 
they are not going to abuse that position, and you have got to place 
some confidence in them and that is the w ay I treat my people. I 
don’t-vo into their personal relations. I think it is an imposition on 
their rights as citizens. 

Mr. Mraprr. I presume you will agree there is a point at which 
there might be a question of impropriety ? ? 

General Crawrorp. Yes, I certainly agree with that. In talking to 
them I try to develop that. I said in the early part of this discussion 
that I lecture to them and talk to them myself, and I just told them 
never, never—— 

Mr. Meaper (interposing). I would like to have, if we could, what 
you feel is the point of impropriety. Apparently it isn’t improper 
for your employees, even though they may be dealing with a con- 
tractor, to accept hotel lodgings and meals at the expense of the con- 
tractor. In your judgment ‘there is nothing improper about that? 

General Crawrorp. It might and it might not be. The minute I 
felt, and I have had cases where I felt I was getting in water too deep, 
and I ducked in a hurry. 

Mr. Meaper. Supposing they got a case of liquor, would that be 
improper ? 

General Crawrorp. That is a little bit more than what a man can 
drink up right quickly. Part of a case, I feel this way, if you can 
drink it or eat it right quick, or give it away without having anybody 
feel you are on the make, it’s sort of in the category of things you 
might accept. 

Mr. Harpy. General, if Mr. Meader will yield. Do I understand 
from this testimony that you consider there are degrees of honesty 
and integrity ? 

General CrawForp. No, I do not. But I do feel there are degrees 
of associations and acceptances of gratuities and hospitality which 
would compromise you. There is a degr ee to which you will be com- 
promised and that is exactly the point T made with my people. I tell 
them don’t get yourself in so deep it is going to affect, that you can’t 
deliver a fair decision where you are going to be biased in'the least 
way. That isthe way I talk to them. 

Mr. H. irpy. Don’t you think that might be a little difficult to deter- 
mine ? 

General Crawrorp. It is difficult to determine at times. It can be 
determined nowhere but in the man that is doing the business. I can’t 
beat it into him, or lecture it into him, nor can you legislate it into him. 
There is no way you can aproach that excepting from the basis of the 
moral integrity of the individual himself. 
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Mr. Benver. Mr. Chairman, may Task a aanetion | 

Mr. Harpy. Yes; let me ask just one. 

General, along this same line do you recognize any difference in 
accepting the hospitality of a personal fr iend over a long period of 
time, and accepting the hospitality of the company whic h he repre- 
sents and with which you are doing business ? 

General Crawrorp. It’s entirely a question of the conditions. I 
think there is a difference. But I think that it is a matter of condi- 
tions under which the situation arises. If I go to the plant, if I go 
to the plant of a firm and I am inspecting and looking around and 
luncheon time comes, ancl we go to eat in the executive dining room, 
I never insist on paying for my luncheon. In other words, on the 
other hand, when these gentlemen, and these very gentlemen I have 
been speaking about here and representatives of the Government, 
even the General Accounting Office, have been out as guests at my 
establishment, I have had them at luncheon and I have picked up the 
check. It has cost me quite a bit of money to do that and I get no 
reimbursement for it, nor can I take it off my income tax return. 

Mr. Harpy. I recognize the existence of that sort of a situation 
but I call your attention to the fact that at least, with respect to this 
trip that you made to Washington, I presume, you came down for the 
purpose of meeting with our subcommittee, and it is a little difficult 
for me to find that your accepting the hospitality, the hospitality of 
the Continental Foundry is analagous to the accepting of an invita- 
tion where you would make an inspection in a plant. 

General Crawrorp. Let’s get back to that individual case. I didn’t 
start out with orders to go to that part of the country. The orders 
I had had nothing to do with going in there to testify. I was going 
on leave. I was trying to take a little bit of leave out of that which 
I was about to lose at the end of the year, and E found in chec ‘king up 
that I had taken less than half of my accrued leave under the last 4 
years. I was trying to get in a little leave time. I had arranged to 
drive on through to Southern Maryland that night. That is what I 
proposed to do. 

When I found the day before T was coming in and I would have to 
be in to your hearings on Monday I thought I had better stop and talk A 
to the people in the ‘Office of the Chief of Ordnance the followi ing day 
on Friday, which I did. I got into Washington at about 9 o'clock 
that might, and I don’t remember ex xactly how | got'in contact with 
Colonel Middleton. I told him, out of convenience, I would like to 
stay there. I didn’t have any other place I knew of to go to. I 
might have gotten into,a hotel. I know he uses it as a residence 
quite a bit of the time, and when it is not occupied by him or some 
member of his firm I would be welcome to stay there, which I did. 

When I came back up there I stayed, I could have gone and stayed 
with General Cummings. He was down there taking : a leave himself. 
He said, “You can go and stay at my house the entire time you are 
here.” This place was right across from the back door of the build- 
ing in which the hearings were to be held. It’s comfortable and I 
stayed there for my own personal convenience and not because I didn’t 
have a place to stay. I think anybody else would have done the same 
thing. I needed rest and that is what I did. 
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Mr. Harpy. Do you stay there frequently when you are in Wash- 
ington ? 

General Crawrorp. No, I don’t. I don’t stay in Washington very 
frenquently anyway. Iam usually in and out of there on one day or 
go to my own place. I have stayed there on occasion but not fre- 
quently. 

Mr. Benver. It is not unusual for members of your staff, and you 
yourself, to go to cocktail parties here in Detroit that are put on by 
people you are doing business with ? 

General Crawrorp. That is true. 

Mr. Benver. Many, many times these firms have cocktail parties to 
which they invite officers and military personnel with whom they are 
doing business ? 

General Crawrorp. Yes, sir. 

Mr. SHELLEY. May IJ ask a couple of questions? General, your testi- 
mony about degrees of what is the proper thing to do interests me. 
I would like to pursue that a little further. If you are doing busi- 
ness with firm A and Mr. John Doe of that firm in the course of 
negotiations invites you to have lunch with him, and he states that 
it will be an opportunity to discuss some business and prior to the 
luncheon buys a couple of cocktails—I am not at all critical of that— 
do you think that is personally all right ? 

General Crawrorp. Yes, I do. 

Mr. Suetiey. If Mr. John Doe of firm A is negotiating a busi- 
ness deal with you and somewhere during the period in which the 
negotiations are going on Mr. John Doe has a party at his home at 
which he invites in other friends and extends an invitation to you, 
do you think that is right? 

reneral Crawrorb. J avoid situations like that. I avoid any during 
times when I am actually, myself, mixed up with any negotiations, 
I avoid anything of that kind to the very greatest extent I can, and 
I actually turn down parties after I have accepted them when [| find 
out that other people in my establishment are negotiating with them. 
I am not in on these negotiations myself very much. 

I would like to get in this statement. 
- Mr.Suettry. Let me follow through my thought a minute. 

General Crawrorp. All right. 

Mr. Suetiey. You are conducting negotiations with firm A and 
Mr. John Doe who has been conducting the negotiations, says, “Gen- 
eral, I am going on a fishing trip this next weekend. I am going toa 
good spot where they are really biting. I would like to have you 
come along.” Do you think that is proper ? 

General Crawrorp. No, I don’t. I wouldn’t go on it. On top of 
that I will say I am turning them down all the time. Not only when 
we are negotiating but when we are not. ‘ 

Mr. SHettey. I am just trying to give hypothetical cases to see if 
I can get clear in my own mind where you draw the line. 

General Crawrorp. Let me tell you where I draw the line. 

Mr. SHetiey. Let me finish, General, the reporter can't take us both 
at once. I am not applying anything to you. Let me ask one other 
question. 

If you go to the plant of firm A and make an inspection and have 
lunch with Mr. John Doe who is the business manager of that firm, 
and have a couple of drinks before or after lunch, and as you are leav- 
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ing he said, “General, you seem to like that liquor we had. I will 
throw a case in the back of your car and you can take it along with 
you.” Do you think that is proper ? 

General Crawrorp. No; I might not take a case of liquor, but I 
might take a bottle. If I were inspecting the firm and had the job, 
I wouldn’t take a case of liquor but I would take a bottle. I would 
not take it until all business had been finalized. I will tell you this 

Mr. Suetiey. You wouldn’t take it until after the deal was 
settled ? 

General Crawrorp. I wouldn’t know. I will tell you this: I have 
taken some of my best buyers in and told them this: It is not because 
I was worried about their integrity but it was because of the time it 
takes up. I have said, “Listen, if you leave this place to go to have 
luncheon with anybody you are dealing with, punch a time card when 
you are going out because we can’t waste that time.” 

Mr. Baring. Will the gentleman yield? 

Mr. SHetiey. Yes. 

Mr. Barinc. Would you say the cost of the time at the Congressional 
was equal toa case of liquor ? 

General Crawrorp. The time there ? 

Mr. Barina. Yes. 

General CrawForp. I doubt it. I slept in one room and all I did was 
sleep there. Just one bed. I was there 2 nights. I don’t think so. 

r. Bartne. You don’t know how much they charge for one of their 
suites ? 

General CrawForp. No; I don’t know what they charge for a room 
and I don’t know what they charge for that suite. I didn’t use the 
whole thing. I don’t know. I don’t think it would be; no. 

Mr. Casey. General, we asked the Army for a list of contracts held 
with both the Continental Foundry & Machine Co. and the Pacific 
Car & Foundry Co., and I believe you are generally familiar with the 
contracts of those two companies, are you not ? 

General Crawrorp. Yes, I think so. I know what they are for. 

Mr. Casey. The records that I have in my hand supplied to me by 
the Department counsel of the Army indicates that during the period 
July 1, 1950, to April 30, 1951, Continental Foundry & Machine Co. 
had approximately $26,000,000 in contracts ? 

General CrawrForp. I expect that is right. 

Mr. Casey. And that the Pacific Car & Foundry had about $7,000,- 
000 in contracts ? 

General Crawrorp., I don’t know the amount. That sounds reason- 
able. I think Pacific had more than that. There were some placed 
since that time. 

Mr. Casey. This period is cut off April 30. General, on this contract 
we are talking about negotiations started May 1950, isn’t it a fact that 
no contract was signed until November 1950 ? 

General Crawrorp. Yes; I think that is right. 

Mr. Casey. It took a period of 6 months to negotiate this contract? 

General CrawForp. That is right. 

Mr. Cassy. Did that contract call for the delivery of some tank 
turrets ¢ 

General Crawrorp. That is right. 

Mr. Casey. Those turrets were urgently needed by the Government? 

General Crawrorp. Yes, sir. 
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Mr. Casey. One turret was delivered Noverber 22, 1950? 

General Crawrorp. Yes, sir. 

Mr. Casry. Have you had any more turrets from that company? 

General Crawrorp. Yes. 

Mr. Casry. When was the next one delivered ? 

General Crawrorp. I couldn’t tell you offhand. I will have to 
check up on the deliveries. 

Mr. Casey. When were deliveries supposed to be completed ? 

General Crawrorp. I can’t tell you that. 

Mr. Casey. I asked General Ford to have you familiarize yourself 
with that contract and come here to testify today. 

General Crawrorp. I am familiar with the contract but I didn’t 
know you were going into the details of deliveries. I can tell you if 
there are any delays in them and why. 

Mr. Casey. Are there delays? 

General Crawrorp. I don’t know if there are or not. If there are 
I can tell you why. This is an experimental job. We are feeling for 
something that has never been done before. In the first place, the 
turret delivered was not of ballistic material. It was material to 
prove the pattern. It was the heat treatment and everything that 
went with that. That was just simply low-grade cast steel. 

Mr. Horrman. Mr. Chairman, counsel asked him whether or not this 
stuff had been delivered—a couple of questions like that. He says he 
doesn’t know. If it is important, why don’t we get the information ? 

Mr. Harpy. I don’t know if there is anybody here that can give 
us the information. 

General Crawrorp. There are three or four of them. I know that 
more than the first one was delivered. 

Mr Horrman. If he doesn’t know, somebody ought to know. 

Mr. Harpy. Do you have anybody from your staff here that would 
know ¢ 

General Crawrorp. Yes, sir, I think Mr. Dickson here can tell you. 
How many turrets? How many of those? 

Mr. Harpy. We are talking about turrets delivered under the ex- 
perimental contract with Continental. 

Mr. Dickson. I will have to know which one it is, General. 

General Crawrorp. The T43. 

Mr. Dickson. I know of three, sir, right now that I am positive of. 
I wouldn’t want to make a statement before this group without check- 
ing it myself. 

General Crawrorb. I know that the whole job was progressing as 
rapidly as it can under the conditions we are working on. 

Mr. Casry. General, before we get to that. If this gentleman has 
some familiarity with this contract and could explain for the record 
whether or not it is true that deliveries under that contract were sup- 
posed to be completed by March 15, 1951, and that as of May 2, 1951, 
only one turret had been delivered on November 22, 1950? 

Mr. Dickson. I wouldn’t want to testify to that until I got my 
records. 

Mr. Harpy. Then you will have somebody verify that for us and 
explain it this afternoon? 

General Crawrorp. I would like to, in private session, give you 
the rest of the story. There are many things pertinent to these delays. 
They came from reasons we placed upon them. Things we did to it 
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ourselves necessary to do in connection with the project to which it 
pertains. 

Mr. Harpy. We may find it necessary, General, to do that. 

General Crawrorb. That is perfectly all mght. That has nothing 
to do with the failure of the firm to meet its commitments. 

Mr. Casey. General, let me ask you this: Did Mr. Warren partici- 
pate in the negotiation of this contract ? 

General Crawrorp. Yes, I think he did. He is our castings, he 
buys armor castings. I would guess he handled the details. 

Mr. Casry. Are you familiar with whether or not there is a price 
redetermination clause in that contract ¢ 

General Crawrorpb. This contract, as I remember, is a fixed price. 
The price was at bottom level for armor casting. In fact, the firm 
couldn’t have made a penny on it. If they got enough out of it to 
buy a bottle of Coca-Cola, they are lucky. The price for the turret 
was 31 cents a pound, which is the bottom price we paid for anything 
during the war. I*or the other smaller items, it was 36 cents a pound. 

Mr. Casry. Do I understand that to be an explanation of why there 
was no price redetermination clause in this contract 

General Crawrorp. When we get a fixed price like that on anything 
we take it. If we can get a cost of armor like that we certainly would 
take a fixed price on it—any experimental work. 

Mr. Casry. Don’t you put price redetermination clauses in fixed 
price contracts ? 

General Crawrorp. Not necessarily. 

Mr. Casry. Isn’t that where a price redetermination clause would 
ordinarily go? 

General Crawrorp. Where would it go? 

Mr. Casey. In a fixed price contract. 

General Crawrorp. It would be an estimated price contract. 

Mr. Casry. What is the difference between an estimated price con- 
tract and fixed price contract ? 

General Crawrorp. All these people going into the building of 
tanks these days know they are building something they didn’t build 
before and they are moving into an economy, with a rising index, and 
they give us an estimate of what they think they can build the job for 
at this time. It’s the best estimate they can give and a redetermina- 
tion clause goes in there for the purpose of protecting them and the 
Government. Factors they couldn’t determine at the time, because 
one thing of lack of familiarity with the job, and rising or lowering 
index, and to give us the benefit of anything that might come out of the 
improved practices or any economy that could be derived. 

Mr. RreusimMan. Mr. Chairman, the General has made a statement 
which interests me. What information do you have, sir, that they 
could not make a penny on these contracts? 

General Crawrorp. I just know. I know pretty well what it costs 
to make armor. I know what the over-all cost of armor castings dur- 
ing the war was at the time when costs were less than they are now. 

Mr. Riruiman. With that information at hand, you feel when these 
people negotiated this contract that they were going to take a chance 
on furnishing the Government turrets or whatever you have specifica- 
tions to build, and they wouldn’t be allowed to make a profit? You 
felt they couldn’t make a penny on it? 
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General Crawrorp. I don’t think they could make it. I think Mr. 
Sternberg took that contract at that price out of a public spirited 
attitude which his firm has always taken toward our work. He came 
in himself and gave time, paid his way to Detroit, and stayed there 
to give us advice, and sent his own engineering staff in there to give us 
advice and to coordinate the work of our design engineering with 
foundry practices. 

Mr. Rrexitman. I would like to make this statement, Mr. Chair- 
man. I wish we had more public spirited people in the Nation like 
that if that is true. 

General Crawrorp. I wish we did. too. 

Mr. Harpy. Do you know how much commission Colonel Middleton 
got from Continental for his assistance in getting that contract? 

General Crawrorp. I don’t think he got anything. 

Mr. Harpy. Do you know that? 

General Crawrorp. I don’t know that for sure. 

Mr. Harpy. You would assume if he was paid a commission for his 
helpfulness, that there was a profit in it ? 

General Crawrorp. He must have been paid for that or it was a loss 
to the firm. 

Mr. Casey. Did you make the determination that no price rede- 
termination clause would be put in that contract 

General Crawrorp. No. 

Mr. Casey. Who did that? 

General Crawrorp. I don’t know. 

Mr. Casry. I have what purports to be, taken from the official 
records in which Mr. Warren, who is the Branch Chief of Procure- 
ment, has made a recommendation that a price revision clause be put 
in the contract because there was no effective competition available. 

General CrawForp. Maybe he did. 

Mr. Casey. I would be interested to know why his recommendation 
wasn’t followed. 

General CrawForp. I can’t tell you. 

Mr. Casey. Who would have stopped it before it came to you? 
Anybody? 

General Crawrorp. The details of the contract didn’t come to me, 
sir. 
Mr. Casey. Who would have had the final authority to pass on that 
contract ? 

General Crawrorp. Our legal staff and the Chief of Procurement or 
Mr. Sipe, Mr. Stapleton. 

Mr. Casey. You would not necessarily have had any part in the 
determination with respect to the specific provisions that went into it? 

General Crawrorp. No, sir, not in that detail. 

Mr. Casey. General, are you familiar also with the fact that you 
asked Continental to furnish you a cost breakdown in the negotiations 
of this contract, and that by letter of June 19, 1950, they wrote a letter 
and stated in part: (See exhibit 36.) 

The detailed cost breakdown you request is not submitted for the reason it is 


not customary in our industry to accumulate cost of individual orders and 
patterns giving a breakdown of labor and overhead. 


General Crawrorp. No, I did not. 
Mr. Casey. Is Mr. Warren here today? 
General Crawrorp. I think he is. 
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Mr. Harpy. Mr. Warren, we would like to have you stand by, 
please. 

Mr. Casey. General, you are not familiar with the basis on which 
Colonel Middleton is paid by either Continental or the Pacific Car 
& Foundry ? 

General Crawrorp. No, I do not know what his contracts are, sir. 
One thing I can say about this all the way through, not only this 
contract but the production contract too, there has not been any case 
of solicitation on the part of his firm. The solicitation has been 100 
percent on the part of the Government. As we stand right today 
we are in arrears in capacity for this very commodity and it is the 
determining factor in the rate at which we build up production of 
armor. 

Mr. Harpy. General, if that is accurate, what would you conceive 
to be the function of Colonel Middleton with Continental ? 

General Crawrorp. He is an executive assistant termed a “leg 
man” or a “telephone man,” and by associations my understanding 
of the job of carrying out these contracts now the firm almost has 
to have such a representative in Washington or somebody on the way 
to Washington all the time because of the material situation, the 
machine tools, the difficulties in getting these contracts, and getting 
answers to questions as these contracts are processed to various levels. 
It is essential that somebody be on hand to represent these firms and 
dig up information and pass it in when it is asked for. 

r. Harpy. Then I understand you to believe that Colonel Middle- 
ton has nothing directly to do with promoting contracts by the Gov- 
ernment for the companies he represents ? 

General Crawrorp. Well, he doesn’t so far as these contracts are 
concerned. They would have been placed regardless of whether they 
had him or anyone else. 

Mr. Harpy. You don’t classify him as a salesman? 

General Crawrorp. No, I don’t. 

Mr. Harpy. Do you know what he calls himself in his listing with 
the telephone company ? 

General Crawrorp. No. 

Mr. Harpy. You are not familiar with the fact that he sets himself 
up as a “Government salesman”? 

General Crawrorp. No, I don’t know that. I don’t know what he 
sets himself up as. 

Mr. Casey. Well, at one time the commission that Colonel Middle- 
ton was to get on a Pacific Car & Foundry Co. contract was the sub- 
ject of some discussion and consideration within the Ordnance 
Department? 

eneral Crawrorp. It was. It was. It was very definitely turned 
down by my office and T have the letter written to the San Francisco 
district in which we advised them that no contingency should be 
included as a cost item. If the company wanted to pay him out of 
their profits or whatever they made on it, that was all right with us. 
I would like to furnish you with a copy of the letter we wrote on that 
(exhibit 37). 

Mr. Casey. Do you know what the basis was upon which Pacific 
Car & Foundry proposed to reimburse Colonel Middleton for his 
services in that transaction ? 

General Crawrorp. I don’t know the exact details. 
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Mr. Casry. Do you know the amount of the fee that they proposed 
to pay him ? 

General Crawrorp. Yes; I saw $80,000 one time, and then there was 
another proposal for some sort of percentage. 

Mr. Harpy. Do I understand you would construe they would pay 
him $80,000 just for handling telephone calls at Washington which 
had nothing to do with the securing of this business for Pacific Car & 
Foundry ? 

General Crawrorp. No; I don’t think they would. The Government 
wouldn’t pay it either. 

Mr. Casry. That is the cost contract you are talking about, aren’t 
you, General ? 

General Crawrorp. The cost? 

Mr. Casey. Yes. 

General Crawrorp. No; that is the price redetermination contract. 

Mr. Casey. Fixed price? 

General Crawrorp. That is the estimated price with a redetermina- 
tion clause. 

Mr. Casry. In estimating the cost they proposed to insert $80,000 
for payment to Colonel Middleton ? 

General Crawrorp. I suppose so, and we turned it down. I am 
prepared to submit a letter written, I think, the 7th of last October, in 
which we said we do not go along with it, and it should not be included 
as an item of cost (exhibit 38). 

Mr. Benper. General, you say the Government solicited the company 
and the company didn’t solicit the Government ? 

General Crawrorp. That is correct. Let me go back and give you 
that picture. As we develop the industrial mobilization program for 
tank and tank-type vehicles, we started back in 1949, and with the 
assistance of the ordnance district surveyed over 100 firms, and we 
made a very thorough survey of it. The districts in their reports 
reduced those firms to 36. We further reduced those firms to 17. One 
or two of them fell out because of other reasons but having gotten 
down to that, and having made previously the assignment of the 
M-day assignment of the commodity to be manufactured to those 
concerns, we picked the ones best qualified to do the job, and we 
walked a chalk line down the list with these people. It was one of 
the firms that had, in the first place, it built a prototype of a vehicle 
of this type back in World War II. Subsequent to that they had the 
development contract in which they developed a post-war and new 
version prototype of the vehicle, and they were, at the time these 
negotiations took place, they were the engineering firms that had the 
job developing that prototype. 

Mr. Benver. Are there any other advocates of this company diher 
than yourselves ? 

. General Crawrorp. Absolutely. The San Francisco Ordnance Dis- 

trict, I would say everyone who had any work for the Government, 
or have had any contact with them during the last war will tell you 
they were a good producer of tanks and tank-type vehicles. 

Mr. Brnver. Is Colonel Middleton the only go-between that is, is 
he the only man that this company has? 

General Crawrorp. That comes in to talk to us. 

Mr. Benper. That comes in direct contact with you, General] ? 

General Crawrorp. Not at all. 
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Mr. Benper. He is the businessman ? 

General Crawrorp. He doesn’t cover the whole front. He is really 
not a negotiator. He is on hand to get enough information to be an 
administrative assistant in connection with it. 

Mr. Benper. Why would he ask for the $80,000 on that particular 
deal ? 

General Crawrorp. I don’t know what he asked it for. I wasn’t 
into it. I didn’t know he asked until it came to us for a determina- 
tion as to whether this should be paid. 

Mr. Benver. How much was involved in that contract where he 
asked a commission of $80,000 ? 

General Crawrorp. I think it ran into, it’s into the tens of mil- 
lions—the contract. I think it runs 50 or 60 million. It’s a bigger 
picture now. 

Mr. Benper. Is he the man who got that business ? 

General Crawrorp. No, he didn’t get it. 

Mr. Benpver. Was he the man who negotiated for that business? 

General Crawrorp. No, as I say, he was on hand at some of the 
negotiations. But the negotiations were, the preliminaries were ne- 
gotiated by Mr. Tucker and one or two of the other members of the 
firm who came here. I have seen Middleton at some of the meetings 
when they were here, and I know there were other times he was not 
here, and when we got it far enough along we sent it to the San 
Francisco Ordnance District for the final negotiations. 

Mr. Benper. Are there any other concerns that Middleton repre- 
sents ? 

General Crawrorp. I think he represents some other firms but we 
have no association with them. 

Mr. Benper. Is he an executive officer of that company, or is that 
a title that is given him ? 

General Crawrorp. I don’t know what kind of an office he holds, 
sir. I think you will find in the, that we have on record in the forms 
that must be filled out in connection with any request for any con- 
tingency, a detailed description of what he was expected to do for 
Pacific Car & Foundry. I cannot recite them at this time. 

Mr. Meaper. General, as a matter of fact, Colonel Middleton was 
known to you to what is ordinarily called a 5-percenter / 

General Crawrorp. No, he was not. I understand a 5-percenter 
is a man who goes out and solicits business for firms and is paid on 
a percentage basis. 

Mr. Mrapver. You talked about not allowing this commission of 
$80,000. It was apparent that that was compensation for getting 
the contract ? 

General Crawrorp. We disallowed it. 

Mr. Mrapvrr. That is what he was supposed to be doing for the 
company ? 

General Crawrorp. I think you will find there are considerable 
other services he is supposed to perform. 

Mr. Meaper. You wouldn’t pay $80,000 to have somebody act as an 
administrative assistant ? 

General Crawrorp. No. 

Mr. Meaper. You would only pay that kind of money for getting 
business ? ' 
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General Crawrorp. This firm had this job before he had, as I under- 
stand, before he was working for them. 

Mr. Mreaper. Why would the firm want to pay him $80,000 if he 
didn’t have anything to do with it? 

General Crawrorp. I don’t think they wanted to. 

Mr. Mraper. Why should there be any discussion about whether 
the Government or the company should pay him $80,000 unless he 
had done something ? 

General.Crawrorp. We merely turned it down as soon as we saw 
it. There was no discussion. 

Mr. Meapver. Somebody must have thought he had been of valu- 
able service or there wouldn’t have been an opportunity to turn it 
down. 

General Crawrorp. He probably thought so. I don’t know what 
all he does for the firm. I do know that when it came up to us to 
make a decision we slapped it down. 

Mr. Benver. How much did he actually get? If he didn’t get 
$80,000, how much did he get? 

General Crawrorp. I don’t know that he got anything. He is a 
bona fide part-time employee of the firm and so far as I know that 
is all he gets. 

Mr. Benper. Do you know what his salary is? 

General Crawrorp. No, I don’t know. 

Mr. Casry. General, is Colonel Middleton a man with technical 
ordnance knowledge ¢ 

General Crawrorp. Somewhat. He has been mixed up with it a 
long time. He has some, and he is a very definite operator, and 
if he doesn’t know it himself, he knows the man to get on the job. 
He is very good at that. 

Mr. Casry. He doesn’t contribute as part of his service any tech- 
nical knowledge that he has? 

General Crawrorp. I just said that. He does at times contribute 
some and any time he doesn’t know the answers he is smart enough 
and learned enough to get the man on the job who does know. 

Mr. Casry. Has he acquired any knowledge except by association 
with these two companies he represents / 

General Crawrorb. He has acquired knowledge by association with 
a number of firms because I know that over a period of long before 
I had anything to do with him or knew him, years before that, that 
is why we had a rough time when we first ran together, because he had 
been associated and representing firms to the Air Force and Army, 
I think, back to 1930 or something like that. 

Mr. Casry. Have you had any rough times with him since 1940? 

General Crawrorb. No, not since the time, first time he came in and 
said, “Where is my turret ?” 

I said, “Who are you?” I said, “What is the qualification of your 
firm?” I had never heard of the firm before. He began to tell me. 

Mr. Harpy. When was that ? 

General CrawForp. Ninteen forty. 

Mr. Harpy. Was that Continental he was representing then ? 

General Crawrorp. Yes, indeed. 

Mr. Harpy. You had never heard of it in 1940 and yet when we get 
to 1950 it is only one of two firms capable of doing the job? 
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General Crawrorp. That is right, they kept furnishing the equip- 
ment and kept the foundry going, and they were one of the substantial 
producers of heavy armor during the war. These are the two we con- 
sidered the most capable to do this job in the length of time we had 
to do it. 

Mr. Benner. You say you are next-door neighbors and that he 
bought property adjoining yours? 

General Crawrorp. Not adjoining. 

Mr. Benpver. Are you joint owners of any property / 

General Crawrorb. No. 

Mr. Benper. You don’t own a boat together ? 

General Crawrorp. No, not a thing. Never have been. 

Mr. Casry. General, do you feel that Colonel Middleton performs 
a worthwhile service for the Continental people in negotiating con- 
tracts with your district ? 

General CrawForb. [ think in carrying out the contracts and keep- 
ing them going, yes, I do, and finalizing the contracts and the whole 
administrative picture; yes, he does. 

Mr. Casey. Some time earlier this year did you issue a warning 
stating that 5-percenters should stay out of the Armed Forces pro- 
curement office in Detroit ¢ 

General Crawrorb. That was an issue from our establishment. 

Mr. Casry. Did you say that business and industrial firms do not 
need to employ special agents to obtain Government business ? 

General Crawrorp. Yes, I did. 

Mr. Casey. How do you reconcile that with your recognition of 
services performed by Colonel Middleton for the Continental Car 
& Foundry ‘ 

General Crawrorp. He works in about the same, not the same level 
but the same capacity of the treasurer and controller in furnishing 
information for the finalization of contracts. He gets it. He is the 
leg man. 

Mr. Harpy. How could he furnish that kind of information, Gen- 
eral, for several different companies? 

General Crawrorp. By using his telephone and talking to their 
legal staffs, administrative staffs. A firm out in Seattle, Wash., 
they have a contract tied up in Washington for the handling of some 
detail in connection with it and it’s urgent that they get it through. 
He talks and finds out what is the matter, and talks over the tele- 
phone and gets the answers and passes it on. 

Mr. Harpy. You would classify him as an expediter ? 

General Crawrorp. Absolutely, that is what he is. He is an ad- 
ministrative expediter. He is a very capable administrative assist- 
ant from that point of view. 

Mr. Harpy. With respect to getting sales or getting contracts and 
working on a commission basis, would you classify him as a 5-per- 
center even though the percentage might not be right ? 

General Crawrorp. I might. I don’t know. I might. I don't 
know what his position is with the firm or whether they are paying 
him a commission. I would never go along with that as an element 
of cost on a redetermination. 

Mr. Harpy. You know it’s a cost that somebody has to pay if 
somebody performs that sort of service? 
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General Crawrorp. Well, no more than, as I say, than the treas- 
urer of the firm or somebody like that. It’s a percentage. I wouldn’t 
go along with anything like that but on a percentage basis. 

Mr. Harpy. Let’s return for a moment to this Continental experi- 
mental contract. Did I understand you to say that was not a fixed- 
price contract ? ; 

General Crawrorp. It was a fixed-price contract. 

Mr. Harpy. It was a fixed-price contract ? 

General Crawrorp. Yes, sir. 

Mr. Harpy. And it was a fixed-price contract, you said, at which 
not a cent could be made? 

General Crawrorp. I don’t think so. What I know about mak- 
ing armor and what it cost during the war, I don’t think so. 

Mr. Harpy. Well, as an outgrowth of that experimental contract, 
was a major production contract executed ? 

General Crawrorp. That is right. 

Mr. Harpy. Which was also a negotiated contract ? 

General Crawrorp. No; it will not be. A major production con- 

ract is an outgrowth of that. Not at all. The vehicle to which that 
aie will not be made by the Government but will be made in a 

commercial firm, and Continental and General will work as subcon- 
tractors to them without any relationship at all to us excepting 
through them. 

Mr. Harpy. Well, Continental will have to be the subcontractor 
that will get this particular part of the experiment é 

General Crawrorp. That is right. They are the best outfits to go to. 
I don’t know where else they would go to get it. There is no foundry 
capacity to do it anywhere else. 

Mr. Harpy. That may be accurate but that isn’t pertinent to the 
point I am trying to develop at the moment. Asa result of the experi- 
mental contract there must of necessity follow a production contract 
whether it is directly with the Government or a subcontract ? 

General Crawrorp. Not of necessity by any means because there 
are many, many vehicles that we develop that are never put into pro- 
duction. Like the predecessor of this tank which Continental made 
the castings for back at the end of the war. It was never put into pro- 
duction. There is no assurance, in fact, there have been times it has 
been doubtful whether the vehicle would be put into production. 

Mr. Harpy. Has the production contract been awarded ? 

General Crawrorp. The production contract has been awarded. 

Mr. Harpy. Continental then is the subcontractor to supply this 
particular component ? 

General Crawrorp. They probably will be. I am not sure the sub- 
contract has been placed or not. Not necessarily though. 

Mr. Harpy. Is that a fixed-price contract ? 

General Crawrorp. No; the contract is a redetermination contract. 
The contract for the vehicles themselves is a price redetermination on 
an estimated price with a redetermination clause going all the way to 
the subcontractors. Going all the way across the board and as deep 
into the subcontract structure as the auditars care to go to assure 
themselves the Government gets the right kind of a deal. 

Mr. Harpy. I understand the contract has been awarded ? 
General Crawrorp. Yes, sir. 
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Mr. Harpy. It would not be any violation of security to indicate 
who got that contract, would it ¢ 

General Crawrorp. Not at all. 

Mr. Harpy. Who was it? 

General Crawrorp. Chrysler Corp. 

Mr. Harpy. You are not aware of the status of the subcontracts? 

General Crawrorp. Not aware of what / 

Mr. Harpy. The status of the subcontracts. 

General Crawrorp. No, sir; I am not. 

Mr. Boring. During the last war I gather that Continental and 
Pacific did a good deal of this kind of work? 

General Crawrorp. Y es; they did. 

Mr. Bortrne. And that they were in the case of production con- 
tracts both subcontractors and prime contractors? 

General Crawrorp. Pacific was a prime contractor. Continental 
was, I believe, all the way through a subcontractor to other firms. 

Mr. Boturne. To a number of other firms ? 

General Crawrorp. Yes; they were well set out. 

Mr. Casey. General, leaving, for the minute, this matter of Colonel 
Middleton, did you have a boat built at the arsenal at some time ? 

General Crawrorp. No. 

Mr. Casey. Would you care to tell us the story about the boat ¢ 

(ieneral Crawrorp. Sure, I will tell you the story about it. I have 
a statement I would like to submit for the record, but I will tell you 
the story quickly. 

Boatbuilding has been a hobby of mine for a number of years. For 
my own exercise and recreation I am usually building one wherever 
Iam. I had one started when I was ordered out here and I brought 
the material with me and I completed one small boat, a sailboat, which 
I took on a trailer behind my own automobile—I know it has all been 
investigated—down to my place in southern Maryland. 

Mr. Casey. Where did you get the trailer ¢ 

General Crawrorp. My boys built it. 

Mr. Casry. Was that built at the arsenal, too? 

General Crawrorp. No; it was built inthe main shop. Nothing has 
been built at the arsenal. 

Mr. Casry. That is at Fort Wayne? 

(reneral CrawForp. That is right. 

Mr. Casey. In the hobby shop ? 

General Crawrorp. That is right. 

Mr. Casry. Was that built with Government material? 

(reneral CRawForp. No. 

Mr. Casry. Neither the boat nor the trailer were built with Gov- 
ernment material ? 

(seneral Crawrorp. No; I think the pair of wheels came off the 
silvage dump for the trailer. The boys went out and got the material 
and put it together. 

Mr. Casry. How about the material for the boat? 

General Crawrorp. 100 percent I bought it myself. The second 
boat, the one I started after that, was built after we got a hobby shop 
going, 


Mr. Casry. How did you get the hobby shop going? 
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General Crawrorpv. There were one or two tools in that part of the 
building already. I instructed my Supply Division to put, when they 
could find them, some training-type tools that we had lying around 
the arsenal out in the open. We were picking up tools and machines, 
like at Custer, where we were closing out and put those tools into the 
hobby shop so the officers and enlisted men could go down and spend 
their spare time doing some work. It would give them a place for 
recreational activity. I told them, if they cleaned up, I would say, 
a 50-acre dump of contract termination materials around the arsenal; 
we ran into small remnants of material that could be put over there, 
and to put a little material over there from time to time so they would 
have something to work with. 

The material that was used on my boat, other than what I bought 
myself, and any that came from the Government came out of that 
salvage material. Probably somewhat less than $200 worth of stuff 
has gone in there in the last couple of years. All of it was not first- 
class material. None of it was, I would say, first-class material, new 
material. It had all been kicked around. I don’t think it would be 
worth $200, 

Mr. Benpver. How about the motor on the boat, did that come from 
the arsenal 

General Crawrorp. There is no engine in it. If I ever put an 
engine in it, I will buy it myself on the outside. 

Mr. Casey. General, at one time didn’t somebody try to convert a 
tank motor to a marine engine / 

General Crawrorp. Yes, sir. 

Mr. Casey. Let me complete the question. Didn’t someone try to 
convert a tank marine engine to a marine auxiliary engine? 

General Crawrorp. I asked a question and I got service. I asked 
a few questions. I got service beyond anything | expected. I learned 
a lesson never to ask or talk about anything if I didn’t expect it to 
be done. 

Mr. Harpy. Was the engine actually put in the boat ? 

General Crawrorp. No, sir. 

Mr. Harpy. It was arranged alongside the boat? 

General Crawrorp. No, sir. 

Mr. Harpy. It was never taken to the hobby shop? 

General Crawrorp. No, sir; it was never taken to the hobby shop. 
Never went out of the hands of the supply people. 

Mr. Casry. Do I understand that except for about $200 or less of 
material, you purchased the rest of the material yourself? 

General Crawrorp. Yes. 

Mr. Casry. How about the steel rudder on the boat ? 

General Crawrorp. That came from—it’s not a rudder, it’s a center 
board—that was some material that was picked up. That was put to- 
gether and bent there in the plant. 

Mr, Casey. That was furnished by the Lebanon Steel Co., wasn’t it? 

General Crawrorp. No. 

Mr. Cassy. Are you sure of that, General ? 

General Crawrorp. Absolutely sure. 

Mr. Mraper. General, how much did this boat cost you 4 

General Crawrorp. I have got probably in materials right now and 
everything, I have got probably I expect $150 or $200 in it. It’s not 
finished. It’s not over two-thirds planked. 
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Mr. Meaper. They are talking about two boats? 

General Crawrorp. Oh, yes, the third boat cost me about $250 or 
$300 with sails and everything. 

Mr. Meaver. How large a boat is it? 

General Crawrorp. 18-foot knockabout sailboat. 

Mr. Mraper. Are they both the same size? 

General Crawrorp. No; the other one is about 24-feet. 

Mr. Meaper. The first one you were able to build at a cost of only 
$250 to you? 

General Crawrorp. I don’t think it cost me any more than that. 
The wood itself cost less than $100 and the rigging I bought from 
Silverstines out here. The steel wire and stuff I bought from Silver- 
stines and the sails I got Howard Boston to make, and I think they 
cost me $90, and the rigging cost $10 or $15, and that is all there was 
to it. 

Mr. Mreapver. How about the labor? 

General Crawrorp. My own hands. I am the only person who 
builds the boat. 

Mr. Meaper. Did you have any help? 

General Crawrorp. I had no help. 

Mr. Meaper. How about the equipment ? 

General Crawrorp. Those tools were my own hand tools. I didn’t 
touch it with a power tool and I have done very little power tool work 
onmy boat now. I work on the boat because I love to doit. It is good 
for my body and good for my soul. 

Mr. Casry. General, on the material for the second boat, where did 
that come from ? 

General Crawrorp. I just answered you. 

Mr. Casey. Wasn’t the keel furnished by a man named Wilson, the 
sales manager of the Lebanon Steel Co. ? 

General Crawrorp. I got some oak 

Mr. Casey (interposing). Mahogany ? 

General Crawrorp. He sent some mahogany too. I got it from him. 
I got some white oak because I couldn’t get white oak in this part 
of the country. He was cutting material on his place to swap for 
material to build a house. I was talking to him one day and he asked 
me if I was building any more boats. I said, “No; I would like to but 
I would like to build a bigger one.” I said, “I haven't been able to 
find any decent oak.” 

He said, “I am cutting some now and it’s green but if you can use 
it you can have some of it.” 

Mr. Casey. Did you pay for that? 

General Crawrorp. To tell you the truth I didn’t. He did send me 
a receipt. No; I didn’t. When I tried to pay him for it he said, “I 
will come down and take a boat ride some of these days.” 

Mr. Casey. You have a receipt ? 

General Crawrorp. Yes. 

Mr. Casny. You didn’t pay for it but you have a receipt? 

General Crawrorp, That is right. He sent me a receipt for it. 

Mr. Meapver. How much was the receipt for? 

General Crawrorp. I think it was $50. I have used less than half 
the material. The material I used for that, if you can find it, you 
can buy that oak for less than $25. 
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Mr. Casry. You mean he furnished you a receipt indicating you 
paid $50 and you never paid him the $50? 

General Crawrorp. That is right. 

Mr. Casry. What was the purpose of furnishing you with the 
receipt ? 

General Crawrorp. Because the accountants asked me to get one, 
but he wouldn’t take any payment for it. 

Mr. Casry. The General Accounting Office asked you for a receipt, 
did they ¢ 

General Crawrorp. Yes. 

Mr. Casry. They wanted to know whether you paid for it? 

General Crawrorp. Yes; they wanted to know whether it was ac- 
counted for. Yes; they did. 

Mr. Casry. Is there a boat well out there at Fort Wayne? 

General Crawrorp. No; there is not a boat well out there. There 
is a place which might be used. There is a revetted place in the 
river front which could be used if anyone wanted to, but it is not 
put there for that purpose. It is put there to prevent us from having 
to dig into the main storm sewer or at least from going in there and 
clearing out the accumulated fly ash and cinders that come down and 
deadhead against the river and stop it up. If we have to clean it 
out again, we have a place to get in there and we will not have to dig 
it out again. 

Mr. Caszty. When was the boat well constructed? When was the 
protection for the sewer built out there ? 

General Crawrorp. It was the winter before last that the excava- 
tion had to be made. We had to do an extended repair all the way 
up through the sewer system. The water backed up and _ broke 
through the couplings to the mains around the footings of the houses. 
I don’t know when it was started. It must have been back in 1949 
or—lI don’t know exactly when it was. 

Mr. Harpy. General, I will show you a picture. Is that a picture 
of it? 

General Crawrorp. That is right. 

Mr. Harpy. What did that have to do with the work that was 
necessary to be done? 

General Crawrorp. We had to excavate that section all the way back 
and farther, too—almost back to those houses. I think it went back 
to the warehouses, in order to clear a complete stoppage in the main 
sewer system, storm sewer system of the post that had to be dug out. 

Mr. Harpy. Is that where the storm sewer empties ? 

General Crawrorp. That is right. The shore of the river used 
to be considerably farther back. I never saw the post before that 
part was leveled and the warehouses were bu‘lt, but in leveling it and 
putting in the warehouses they had to run a flat section of the sewer 
out in the river and fill in around it. As time went on, with all the 
fly ash that comes off the houses, the sediment filled up that entire 
flat. section of the sewer and backed up all the sewer water—rain 
water—back onto the post. We had to dig it out. I said, “Don’t 
put all that back in there. Leave a place where you can work.” — 

Mr. Casey. General, was that being constructed at your direction ? 

General Crawrorp. Sure, that thing was constructed at my direction. 

Mr. Casey. I have been advised that 30 tons of armor plate went 
into the construction of that? 
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General Crawrorp. I don’t think 30 tons. The stuff that went in 
there was material that we had; it was contract termination for just 
unfinished material that we had had. There is no telling how many 
thousands of tons we had and used for all kinds of purposes to get 
ourselves out of the mud and do revetment work, and which we sold 
at surplus for less than 8 cents a pound—less than $40 a ton. It was 
not usable as armor. 

Mr. Harpy. What was it good for? 

General Crawrorp. What is that? 

Mr. Harpy. What was it good for? 

General Crawrorp. Scrap. We put it on the ground. We had that 
arsenal out there; we had 50 acres that looked like Omaha Beach on 
D-day, but not so well ordered. We used anything we could get. In 
that place out there right now we had some of it welded down on the 
floor of the plant to turn tanks on to keep from wearing out the floor. 
We use it for many, many things. It was not usable as armor plate 
at such. 

Mr. Harpy. My immediate reaction is that it sounds as if there 
was a lot that was involved in it. 

General Crawrorp. There is nothing involved because it is the end 
of the war and we sold it. We sold it as salvage. Wesold a tremendous 
amount of it. The other material was there, and we immediately 
started a laboratory and classified the stuff and built our standard 
stock out of it. 

Mr. Harpy. It seems a queer sort of material to be used to fill up 
mudholes. 

Mr. Horrman. Is that what they used it for. Filling material ? 

Mr. Harpy. I understood the general said they used it to get them 
out of the mud. 

General Crawrorp. We used it to work on that field. All that has 
been used out there has been pulled back in and sold as salvage. 

Mr. Benver. General, there is a catwalk shown in this picture. 

General Crawrorp. Yes; that is so people can get in there and work. 
I don’t say it couldn’t be used for a boatwell. If I had a little boat I 
might use it. I don’t have one. I never expect to use one myself. 

Mr. Benver. Did the city condemn this area? 

General Crawrorp. The city? 

Mr. Benper. The sewer hole? 

General CrawForp. No; we did. The city has nothing to do with it. 
The city has come in and put a sewer close to it. It comes down 
Livernois. That is entirely our work. We are constantly working 
there. I wish the whole front was revetted like that. We wouldn’t 
be hauling concrete ballast in there and throwing it in. Every year 
we get everything we can and keep piling it in there to hold up the 
place. If we had it revetted like that, it would save, God knows, how 
much money, many times the value of that steel in there. 

Mr. Bouurne. General, you are aware there is a steel shortage? 

General Crawrorp. Yes; I am aware there is a steel shortage. 

Mr. Bouttrne. Is this material ordinarily used for this sort of thing? 

Mr. Harpy. Well—— 

General Crawrorp. Steel is what the city is revetting with, using 
it as sheet piling. 

Mr. Botting. Armor plate? 
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General Crawrorp. This stuff is worth nothing as armor plate. 
This stuff is worth nothing but for that purpose. 

Mr. Horrman. Isn’t it worth anything for scrap? 

General Crawrorp. Yes; it is. 

Mr. Horrman. Why do you use it for filling material ? 

General Crawrorp. Because it is cheaper than sheet piling. 

Mr. HorrMan. You don’t use sheet piling for filling ? 

General Crawrorp. That is not used for sheet piling. We use it, 
but we pulled the stuff back in and sold it for scrap. As fast as we 
have been able to clean that place up and get rock ballast on it so it 
“— float a load, we have pulled that stuff out we used temporarily and 
sold it. 

Mr. Horrman. Was I mistaken when I understood you to say you 
used this armor plate to fill in? 

General CrawFrorp. Not to fill in the ground. We use it to have 
something to work over. 

Mr. Horrman. What do you mean “to work over”? 

General Crawrorp. Put on top of mud and dirt to run trucks over. 

Mr. Horrman. Then you paved with armor plate? 

General Crawrorp. Yes; we used it temporarily that way; not per- 
manently. We pulled it out. : 

Mr. Casey. Wasn’t it originally contemplated that this might be 
used as a boatwell? 

General Crawrorp. It could be. No; it was not. I know it could 
be. That isn’t what I put it in there for. 

Mr. Benper. Do you think we were misinformed when we were told 
that this area is referred to as “the general’s private boat well”? 

General Crawrorp. I will tell you. I wouldn’t be surprised. I am 
going to be frank with you. I wouldn’t be surprised that that was 
invented by, maybe, somebody who has some grudge against me. In 
fact, I think quite a little bit of this comes from that. But, while it 
could have been, it certainly was never built for me as my private 
boat well, and I never intended or expected to put a boat in the water 
in that part of the country. It is too dirty down there. Everything 
is covered with fly ash two or three times a week. 

Mr. Harpy. I want to raise one other question. General, I have 
some pictures here of the hobby shop showing a good many machine 
tools in there. Did I understand you to say that these machine tools 
in there were picked up off scrap heaps? 

General Crawrorp. No; I didn’t say that. I said that many of 
them were out in the open at the arsenal. There were many tools in 
the open when we took over. Some of them were; some of them were 
in the building, and some of them came from Fort Custer. There 
had been another hobby shop on that post, sir. There are many hobby 
shops being run on many, many posts around the country. 

Mr. Harpy. I am not condemning the idea of a hobby shop; I am 
trying to find out what the picture is here. 

General Crawrorp. That is where they came from. They are all 
on property accounts, : j 

Mr. Harpy. In the first place, I might raise a question as to why 
machines like the one I am looking at here, a band saw—this looks a 
planer here—I can’t figure how anybody who knows anything about 
the constructive use of machinery would let it stand out in the open. 
Now, I have another picture here that shows a lathe, milling machine, 
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and I can’t tell what the other one is. I am not enough of an engineer. 
It’s some rather expensive-looking machinery to have been scattered 
around in the open. 

General Crawrorp. There were literally millions of dollars’ worth 
of machinery in the Detroit Arsenal when I took over. 

Mr. Botiine. How much ? 

General Crawrorp. I would say millions of dollars’ worth of ma- 
chinery. It’s hard to estimate it. It is protected as well as it could 
be. It was moved in from contract terminations and put in there be- 
cause there was nowhere else to put it, and it was our job to inventory 
and build up the property accounts for those and get them back under 
cover and storage, and we have done that. We have the place in very 
good shape. 

Mr. Harpy. I believe you placed an estimate of $200 on this 
machine ? 

General Crawrorp. No; I didn’t. I said “The material.” The 
wood and stuff like that. I don’t know what the machinery costs. It 
costs more than that. 

Mr. Harpy. I would think so. I can see numerous machines in 
here, and I don’t know where you could buy even one for any such 
figure as that. 

Mr. Baring. How many keys were there to the hobby shop? 

General CrawForp. I don’t know. There were several officers that 
had them, and there was always one kept at the gate so officers and 
enlisted men off the post, who wanted to come in there and work, 
could go in. 

Mr. Barina. Enlisted men could go in there and work? 

General Crawrorp. Yes. 

Mr. Barina. Who held the keys ? 

General Crawrorp. I don’t know. I had one and Colonel Daubert 
had the rest of them, and he was in charge of that property during 
most of the time we had been in there. I think Colonel Conrad had 
one. A number of the officers had them. 

Mr. Barina. You say there were three or four keys? 

General Crawrorb. I guess there was half a dozen. Colonel Tag- 
gart has one now. It was run, it was operated for the benefit, it was 
a recreational facility for all the enlisted men and officers in the De- 
troit area who wanted to use it. 

Mr. Meaver. How large an area did the hobby shop cover? 

General Crawrorp. Not much bigger than this room. 

Mr. Bartne. The enlisted men could come and go and use it? 

General Crawrorp. Yes. I will tell you a little story about it. Last 
Thanksgiving Day I spent 2 hours soldering the bottom of a roaster 
for an enlisted man’s wife so she could cook a turkey for dinner. 
She didn’t know who I was. She came in there looking for some- 
body to repair a roaster. I went home and got a soldering iron and 
went in and fixed up the girl’s cooker. 

Mr. Harpy. You mean you didn’t have a soldering iron in there 
with all this machinery ? 

General Crawrorp. No; I went home and got my own. 

I would like to make one move statement about the hoppy shop. I 
understand, from the people that saw it, that the tools were about the 
same and the materials were furnished from post stock. It was opened 
back during the latter part of the war and was operated for the benefit 
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of Italian prisoners of war. If I can’t do that much for my own com- 
mand, I think there is something wrong. 

Mr. Harpy. This subcommittee hasn’t gotten to the point of criticiz- 
ing the hobby shop as such. We are trying to find out the facts. 

Mr. Casry. The plywood that was used in the second boat that is 
being constructed now 

General Crawrorp (interposing). I have used about four sheets 
of that plywood on that boat. If you bought it new it wouldn't be 
$20. 

Mr. Casey. It’s arsenal material ? 

General Crawrorp. It was this stuff. It was arsenal material. It 
was stuff that came in from contract termination. 

Mr. Harpy. Regardless of where it came from, General, it was 
arsenal material ? 

General Crawrorp. That is right. 

Mr. Casey. Now, General, at one time did you have some trees 
transported from Detroit to Baltimore? 

General Crawrorp. Not to Baltimore but to my place in Maryland. 

Mr. Casry. By Army truck? 

General Crawrorp. That is right. 

Mr. Casey. Driven by an Army man? 

General Crawrorp. Yes, sir. 

Mr. Casey. What kind of trees were they? 

General Crawrorp. I thought they were birch but they turned out to 
be cherry. 

Mr. Casry. Where did you get them, General ? 

General Crawrorp. I got them from, well, the people at that time, 
we had gotten from, I believe, Center Line, permission from the town 
of Center Line, they were tearing up a road and we went out and got 
a bunch of trees from them to put around the arsenal. We began to 
try to relieve the severity of the place. There wasn’t a tree there. We 
began to try to relieve it and I had our grounds keepers go out and get 
some of these trees, and among them they brought in quite a few nice 
birches to develop the white bark and become distinguishable. You 
look at a young cherry tree and the white bark looks exactly like a 
birch. 

Mr. Harpy. General, were the cherries good to eat ? 

General Crawrorp. No, they were choke cherries. 

Mr. Casey. Did any of these trees come from a nearby racetrack? 

General Crawrorp. I think it was after that that they went in and 
got that stuff. 

Mr. Casey. Was there any Army equipment used in connection with 
the clearing of that place? 

General CrawForp. We used our own equipment to pick up the 
trees. 

Mr. Casey. There wasn’t the loan of a bulldozer for a clearing of 
that place, was there? 

General Crawrorp. No, it was for picking up the trees. 

Mr. Casey. Was that contrary to Army regulations to use a truck 
to transport those trees to Wayside, Md. ? 

General Crawrorp. Partly so; it was something I did for myself. 
I found myself in a very inconvenient situation. I intended to pull 
them down myself on the back of my car and I got sent out on orders 
and I couldn’t go down there. I was caught in the position where I 
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had to either throw them away and forget about them, or send them 
down there that way and I did. 

Mr. Horrman. General, what is the pay of a general in dollars 
I mean, no fringe benefits, just in hard cash? 

General Crawrorp. Hard cash is about $8,000; yes, about $8,000 a 
year. I could figure it out. 

Mr. HorrmMan. That is a general with one star? 

General Crawrorp. Yes. 

Mr. Horrman. I noticed an item in the paper yesterday that ran 
them up as high as $17,000. 

General Crawrorp. I don’t know about that. 

Mr. Horrman. What are the benefits that a union calls fringe bene- 
fits that you have ? 

General Crawrorp. I either get, I think, $140 or $150 commutation 
for quarters or quarters in kind. I live in a house on the post and I 
don’t get that. 

Mr. Horrman. What else? 

General Crawrorp. I think there is about, I don’t know exactly 
how much it is now, but there is a subsistence allowance of $50 or $60 
a month. 

Mr. Horrman. You know pretty close, with the present prices, you 
know pretty close what the subsistence allowance is? 

General Crawrorp. My check is placed in the bank after there has 
been deducted from it the withholding tax plus some insurance that 
is taken out for each month, and that is why I can’t tell you exactly 
what it is. 

Mr. Horrman. You don’t remember what it is? 

General CrawForp. It is about $60 a month subsistence. 

Mr. Horrman. That you get? 

Geenral Crawrorp. Yes, sir. 

Mr. Horrman. If a fellow saves on hotel bills, you get travel allow- 
ance, do you? 

General Crawrorp. When I travel. 

Mr. Horrman. If you hitchhike, that is all to the good ? 

General Crawrorp. That is right. 

Mr. Horrman. If you hitchhike from here to Washington, or a 
friend drives you down, do you put in your transportation just the 
same ¢ 

General CrawForp. I state on my voucher that I traveled by civilian 
transportation or other than Government transportation. 

Mr. Horrman. And it costs so much ? 

General Crawrorp. I don’t say what it costs. I don’t have to state. 

Mr. HorrMan. Suppose you ride to Washington with me. What 
do you put in with reference to that trip; anything? 

General Crawrorp. Yes; I do. 

Mr. Horrman. What do you put in? 

General Crawrorp. I put in the time and I state that I traveled by 
civilian conveyance. 

Mr. Horrman. Are you reimbursed for anything and, if so, how 
much? So much a mile or what? 

General Crawrorp. No; I state where I travel. The mileage is de- 
termined by the finance officer, and he pays me in accordance with 
tne status in which I travel. It would probably be 3 cents a mile now. 

Mr. Horrman. If I give you a ride from here to Washington, how 
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much do you put in for your mileage, if anything; 3 cents a mile or 
what ? 

General Crawrorp. I put in the travel I made and allow the finance 
officer to pay me. 

Mr. Horrman. It would be about 600 miles from here to Washing- 
ton. How much would you charge the Government for riding with 
me to Washington ? 

General CRAWFORD. $18. 

Mr. Horrman. That is all to the good ? 

General Crawrorp. Yes, sir. It is all to the bad when you stay in a 
hotel and pay $12 to $15 a day and get $7. 

Mr. Rresuman. What is the actual subsistence allowance, General, 
for staying at a hotel? 

General Crawrorp. I think it is $9 aday, but lam not sure. It was 
$7 until recently. 

Mr. Rrentman. You have been saying $7 and I was wondering 
whether you were allowed $9 and only charged $7. 

General Crawrorp. I don’t know whether the $9 is in effect yet. I 
know it was $7 up to a couple of months ago. 

Mr. Horrman. It’s $9 because our committee fixed it at that a year 
ago. 

Mr. Harpy. We fixed a maximum. 

Mr. Rieui_man. That is what I was trying to clarify. 

Mr. Benper. Is there anyone that doesn’t take the maximum on 
everything ? 

Mr. Harpy. Well, for the record I think that some of the agencies 
are not permitted the maximum. There are a few of them. 

Mr. Horrman. Anyway, your fringe benefits or payments don’t in- 
clude the use of any Army trucks? 

General CrawForp. No. 

Mr. Horrman. It does include the use of a car, does it not? 

General Crawrorp. An automobile, a Government automobile. 

Mr. Horrman. Yes. 

General Crawrorp. Under certain conditions. 

Mr. Horrman. Well, when you are in Washington on Government 
business, you have a car and a driver? 

General Crawrorp. No, sir; not at all. 

Mr. Horrman. That is strange. You say if you go to the Continen- 

tal Hotel or Pentagon, they don’t furnish you a car? 

General Crawrorp. Nota thing. I ride a taxicab or I ride a bus. 

Mr. Horrman. I hope some day t tosee youinataxicab. Ihave never 
seen an officer in a taxicab down there yet. 

General Crawrorp. I have never ridden in a Government car in 
Washington. 

Mr. Harpy. Well, the subcommittee is about to adjourn for lunch. 
We have a number of witnesses here that we will not be able to get to 
this afternoon. We might just as well dismiss them until tomorrow 
morning. Perhaps the ‘dest w ay to do it would be to have Mr. Casey 
read the list of those that we will not need this afternoon. Progress 
is a little slower than we anticipated. Suppose you read those names 
that can be excused until tomorrow morning. 

Mr. Casey. Mr. Van Heusan, Mr. H. B. Jones, Mr. Dan Philen, 
Mr. Howard Springel, Mr. John Jarosz, Mr. R. C. Spall, Mr. Gordon 
E. Robinson, Mr. David Wolkov. Mr. George Kalov, Mr. Joseph Wor- 
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check, Mr. Joe Ross, Mr. Ed Siakiewisz, Hattie Edwards, George Am- 
brose, Major Hodgson, Lewis Hafner, Morris Scilken, Stan Mazur, 
J. T. Siddick, Andy Dixon, Colonel Jergens, and Joseph Monfette. 

Mr. Harpy. We would like to have those present tomorrow morn- 
ing. We don’t need them this afternoon. 

General Crawrorp. Mr. Chairman. 

Mr. Harpy. Just a minute. Do you have something further, Gen- 
eral? 

General Crawrorp. I have one short statement here on the policies, 
it’s just a page on the policies on which I conduct my activities at the 
Detroit Arsenal which I would like to read. 

Mr. Harpy. Go right ahead, General. 

General Crawrorp. As Commanding General of Detroit Arsenal 
and the Tank-Automotive Center, it has been my policy to restrict 
my own activities to organization, policy-forming, planning, and pub- 
lic relations at top level. At the operating lev el I have established 
administrative machinery for the purpose of giving my friend, your 
friend, and the man without a friend opportunity to do business with 
the Government without favoritism toward any and with the best 
interests of the Government fully protected under all circumstances. 
Having established such machinery, I carefully avoid interfering with 
its operation and I do not believe one instance can be found in which 
any subordinate can say that I have influenced or coerced the action 
of an individual or group of individuals or given a decision which was 
not strictly in accordance with the plans under which the establish- 
ment was operating at the time and without bias toward the interests 
of any outsider. 

Mr. Harpy. Thank you, General. 

Here is another group of witnesses that we will not need this after- 
noon. Let’s have order for a moment, please. Here is another group 
of witnesses we will not need this afternoon. I am not sure whether 
we will be able to get to these on this trip at all. We will have to 
communicate with them if we should need them. Will you read those 
names ? 

Mr. Casey. C. R. Aspindall, Sylvan T. Asquith, Robert T. Bruce, 
Robert Bush, Charles R. Derrickson. 

Mr. Harpy. I think perhaps Mr. Bruce had better be here. 

Mr. Casey. R. A. Aetna, Raymond C. Felco, Alex Gordon, Bob 
Haines, Edward A. Hishon, William F. Hodges. 

Mr. Harpy. Mr. Hodges, we will need you this afternoon. Just 
ignore this. 

Mr. Casry. Barbara Kirkcaldy, E. B. Kirkcaldy, John J. Litle, 
Dolores Mazur, Stanley Mazur, Marshall Monty, William Traverse. 

Mr. Harpy. The subcommittee will now stand adjourned to recon- 
vene at 2:15. I want to have a subcommittee meeting before that 
time. 

(Thereupon the subcommittee recessed until 2: 15 p. m. of the same 
day, Monday, July 23, 1951.) 


JULY 23, 1951 


AFTERNOON SESSION 


gare subcommittee resumed hearings Monday, July 23, 1951, at 
2:15 p. m., Chairman Hardy presiding. ) 
Mr. Harpy. Let the subcommittee come to order. 
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James G. Sipe, was thereupon called as a witness herein, and having 
been first duly sworn, testified as follows: 


TESTIMONY OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Sree. My name is James G. Sipe, Chief, Procurement Division, 
Ordnance Tank Automotive Center. 

Mr. Harpy. Have you stated your name and your occupation and 
title for the record ? 

Mr. Sree. I have, sir. 

Mr. Harpy. Go ahead. 

Mr. Casry. Mr. Sipe, you came to Washington a couple of weeks 
ago to testify in executive session before this subcommittee ? 

Mr. Sire. I did. 

Mr. Casey. That was in connection with the general pricing prac- 
tices in the automotive parts field ? 

Mr. Sire. It was. 

Mr. Casey. That was on June 25 and 26% 

Mr. Srrr. Yes, sir. 

Mr. Casey. Where did you stay in Washington, Mr. Sipe? 

Mr. Srer. I don’t know whether it was the Wardman Park or the 
Windsor Park. 

Mr. Casey. I think it was the Windsor Park. Did you pay for 
your room there? 

Mr. Stee. Not until recently. 

Mr. Casey. How recently ? 

Mr. Srer. Last week. I would like to answer that question by giving 
all the circumstances in fairness to myself. 

Mr. Casey. Go ahead. 

Mr. Harpy. Suppose we do it this way, Mr. Sipe. It might be a 
good idea for you to give the subcommittee an account of what tran- 
spired in connection with your stay at a hotel while you were in Wash- 
ington to testify before this subcommittee. 

Mr. Sree. All right, sir. I can best answer that question, Con- 
gressman, by reading my letter to Mr. John White, of the Mack Truck 
Co., in which I enclose a check for Mr. Stapleton and myself. 

Mr. Harpy. Aren’t you getting a little ahead of yourself on that? 
Don’t you want to take up the circumstances in chronological 
sequence ? 

Mr. Stree. That is what the letter does. This is dated July 20, 1951. 
Mack MANUFACTURING CoO., 

Washington, D. C. 
(Attention: Mr. John White.) 

Dear Jonn: I presume your secretary has told you that on Thursday, the 
21st of June 1951, I requested her to make hotel reservations in Washington for 
six people for several days starting Monday night, the 25th of June. We ar- 
ranged that I would call her upon arrival and that she would give me the name 
of the hotel where reservations had been made. Sometime after noon on Friday, 
the time for arrival was changed from 10 a. m. to 7:45 a. m. Monday. So I 
asked Colonel Ingler to see if reservations had been made for the party Monday 
night by your secretary. In any event, to try to arrange accommodations for 
six of us for Sunday night. 

Late Friday afternoon we learned from Colonel Davis, who is in the office 
of the Chief of Ordnance, incidentally, that our reservations were at the Ward- 
man Park or Windsor Park. I don’t remember which. 
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Well, Tom Stapleton and I stayed in room 520 and the other fellows were 
down the hall. When we checked out on Tuesday the cashier said that there 
was no bill for room 520 because your company rents the space by the month. 
Tom called your secretary and she told him the same thing, and that as leng 
as no one from your company happened to need the room we might as well make 
use of it. When we asked your office to assist us with the reservations it was 
not expected or intended that any special consideration or favor should be shown 
to any members of our party. The use of the room without payment was the 
last thing we expected. 

We believe that it will be in the best interests of all of us if your company 
will accept the enclosed check in the amount of $20 as a token payment for 
the use of the room, and that you will bill us for any additional amount your 
company paid for the time we occupied it. 

We understand the spirit in which the use of the room was offered and 
attribute no ulterior motives to the offer; however, others may. It is in order 
to avoid any question that we are forwarding this check. 

Very truly yours, 
JAMES G, SIPE. 

That is the story. 

Mr. Casry. Do you have anything to add to that, Mr. Sipe? 

Mr. Sire. No, sir. 

Mr. Harpy. Mr. Sipe, that is pretty clear insofar as it goes. There 
are several aspects of the letter that I thought you might want to 
elaborate on a little yourself. In the first place, I think it might be 
interesting to know just why you asked the Mack Truck Co., to secure 
hotel rooms for you. 

Mr. Stier. Mr. Congressman, I could have asked any one of 15 or 20 
companies who call on me regularly and maintain offices in Washing- 
ton who always say to me: “If we can get you reservations, call us and 
we will be glad to help.” 

Mr. Harpy. Did you make the contact direct with Mack or was 
that made by somebody in the Pentagon ? 

Mr. Siezr. No; 1 made the original contact with the Mack Co. my- 
self. The Pentagon picked it up when they changed the goal posts 
onme. I told them I had called and asked them to get us reservations 
for six. I said if they hadn’t made the reservations, will you please 
get us some place to stay. They said they would. 

Mr. Harpy. You probably do not know that that is not quite con- 
sistent with the information that was given this subcommittee by 
people in the Pentagon ! 

Mr. Sire. No; I don’t know that. 

Mr. Suetiey. Mr. Chairman, for my own information, who is 
Mr. Sipe with? 

Mr. Harpy. Mr. Sipe, what is your official status / 

Mr. Ster. I am the Civilian Chief of the Purchasing Division of 
the Ordnance Tank Automotive Center. 

Mr. Suetiey. Stationed where? 

Mr. Sire. Detroit. 

Mr. Harpy. Your conversation with respect to securing reservations 
was with a Mr. White? 

Mr. Siper. No; with his secretary. 

Mr. Harpy. With his secretary ? 

Mr. Strer. Yes, I never talked to Mr. White about it. 

Mr. Harpy. What is his secretary’s name ? 

Mr. Sree. I don’t know. 

Mr. Casey. Mrs. Awarmik. 

Mr. Harpy. You don’t know her by name? 
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Mr. Sree. I am just assuming she is his secretary. She is the one 
that answered the phone. 

Mr. Harpy. You don’t know his secretary by name? 

Mr. Srez. No; I haven’t talked to her. 

Mr. Harpy. How long have you known Mr. White? 

Mr. Srre. I guess about 8 or 9 years. 

Mr. Harpy. Do you see him pretty frequently ? 

Mr. Srer. I’d said I'd see him, it depends on what you mean by “very 
frequently.” 

Mr. Harpy. I am just asking you. How often do you see him, let’s 
put it that way? 

Mr. Sire. I am trying to figure it out. Give me some time. 

Mr. Harpy. Take your time. I just wanted to simplify my question 
for you. 

Mr. Strr. I’d say in the course of a year I’d probably see him half 
a dozen times. 

Mr. Harpy. That is an average of once in 2 months. Are you pretty 
good friends? 

Mr. Srrr. I'd say he is a good business acquaintance. I have never 
been out with him. I know him. 

Mr. Harpy. You are on a first-name basis? 

Mr. Sire. A very high-type fellow. Yes, yes, it is. 

Mr. Harpy. How did you happen to write to him on July 20? 

Mr. Sree. Well, before July 20 we were very busy trying to get 
some information ready for this subcommittee which we thought 
would be helpful and then we started getting questioned. We had 
all kinds of investigators. Boy, they have got them coming out of 
our ears. 

Mr. Casey. Were you questioned about this hotel suite? 

Mr. Srpm Nobody cares whether you get war material; all they 
are interested in is hanging somebody. 

Mr. Horrman. Read that back. 

(The record was read.) 

Mr. Sire. That was said in a moment of anger. We have spent 
a lot of time getting information together for this subcommittee 
and others. In the meantime, the purchasing necessarily suffers. 

Mr. Horrman. Mr. Chairman, I haven’t had anything to do with 
investigation business and I don’t suppose other members of the 
subcominittee have. I assume the chairman picked a staff that is all 
right. What basis does he have for such a statement? I would like 
to have him tell us. When he says, “Nobody is interested in getting 
war material.” The whole purpose of this subcommittee, as I under- 
stand it, is to see that they get these things through without some- 
body grafting on it. 

Mr. Casey. Wasn’t this study we made partly at your suggestion 
last October ? 

Mr. Sree. I welcomed it and I still do. 

Mr. Casey. And you suggested we make this study ? 

Mr. Stree. You bet your life I did. 

Mr. Harpy. I observed the comment Mr. Hoffman called his atten- 
tion to and I think the words were, “they are only interested in 
hanging somebody.” 

Mr. Horrman. Maybe he thinks we like to come here and sit 
around to investigate somebody. If these Government officials didn’t 
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pull so many queer and strange things, it wouldn’t be necessary for 
us to leave our regular work in Washington. 

Mr. Harpy. I think we ought to try to get at just what the facts 
are in this thing, Mr. Sipe, and that is why I raised the question 
with you as to why you didn’t write to Mr. White until July 20. 
Now, when actually was July 20? 

Mr. Sire. That was last Friday. 

Mr. Harpy. I believe that was last Friday, yes. 

Mr. Stee. Yes. 

Mr. Harpy. Was your letter to Mr. White, did it have any rela- 
tionship to the fact that this subcommittee was concerning itself 
with the matters of hospitality on the part of people with which 
the arsenal or the ‘Tank Automotive Center were doing business? 
You were aware of the fact that this subcommittee knew you stayed 
there as a guest of the Mack Truck Co. ? 

Mr. Sree. I didn’t know you knew it; no. 

Mr. Harpy. Well, you had a right good idea we knew something 
about it ? 

Mr. Sipe. I felt I might be questioned on it. 

Mr. Harpy. Well, unless we knew something about it there would 
be little likelihood of your being questioned about it. 

Mr. Siez. I am going to tell you that we have been working night 
and day, and Saturdays and Sundays in preparation to answer these 
questions. I didn’t have any time. I didn’t even, I never thought 
there was anything at all ‘about it that looked bad. It’s a peculiar 
set of circumstances. I know the man. There was clothing in the 
room I occupied. It looked like a permanent apartment. Still we 
signed a guest card like everybody does when they go into a hotel. 
We didn’t associate the fact the thing was going to be, that you could 
put a slant on it. 

Mr. Harpy. We are not putting any slant on it at all. I am try- 
ing to find out the facts that were involved in this thing and the whole 
gist of the matter is you never thought you were doing anything 
wrong, and consequently if it hadn’t been for your knowledge that 
this might come up you would never have written the letter on July 
20 ¢ 

Mr. Sree. That is right, I would have waited until I saw John 
and found out the score on that. 

Mr. Harpy. Actually, you have been a guest of the Mack people 
before ? 

Mr. Sree. No, sir; never in my life. 

Mr. Harpy. In any event, you considered you were being his guest 
and that is all there was to it, isn’t that about right / 

Mr. Sree. At the time, yes. The same as if you said, “Stay in my 
apartment, I am not going to use it over the weekend.” ‘That is the 
way I look at it in retrospect. I didn’t go there with that idea. 

Mr. Casey. Isn’t there a reservation desk in the Pentagon for the 
purposes of arranging reservations for the people coming in from 
out of town ? 

Mr. Ster. I presume there is. 

Mr. Casey. You made no effort to contact the regular Government 
channels to get reservations before you went to the Mack Motor? 


Mr. Stier. No. 
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Mr. Meaper. Is this the first trip you have taken to Washington, 
Mr. Sipe, on official business ? 

Mr. Sree. No; I have been there many times. 

Mr. Meaper. Apparently from the fact you don’t know whether 
there is a reservation desk in the Pentagon you have used this method 
of getting reservations before ? 

Mr. Stee. Yes; I have once before. 

Mr. Mraper. How many times have you stayed in Washington at 
the expense of the Mack Truck Co. ? 

Mr. Stree. Never. 

Mr. Meaper. You always paid your own hotel bills? 

Mr. Stree. They never got a reservation for me before. On the way 
back from Washington on a previous trip White was on the same train 
and he had just been made vice president of the company, and he said, 
when we were talking, he said, “Any time that I can get you reserva- 
tions down there, let me know.” 

Mr. Meaper. Mr. Chairman, I think this episode that occurred here 
a minute ago ought to be cleared up better than it is. 

Mr. Harpy. Go right ahead. 

Mr. Meaper. This witness, in my judgment, approached contemp- 
tuous conduct in resenting this subcommittee inquiring about expend- 
iture of public funds. He more or less took the attitude that this was 
the private business of the Tank Automotive Center and that it was 
improper for any congressional committee to make inquiry, and there 
was some purpose on the part of this subcommittee to put people in a 
bad light, and inaccurate light, by using the term “hanging some- 
body.” I think that that ought to be cleared up and the witness ought 
to be made to retract that statement or apologize to this subcommittee. 

Mr. Horrman. Mr. Chairman, Mr. Meader is a new member. Our 
hides are thick enough, so we don’t mind. We want him to state what 
he means. That is all. 

Mr. Harpy. We have to bear this in mind. I suspect that Mr. Sipe, 
like most any other individual, until he begins to realize the Members 
of Congress actually aren’t too different from the other folks you 
encounter. Mr. Sipe, there is, at times, an inclination on the part of 
some witnesses to be a little bit nervous which is totally uncalled for 
before this group. I hope you will make yourself comfortable and if 
you have gotten a little off base there I don’t believe that we need have 
any fear that it is liable to recur. 

Mr. Steer. Mr. Meader is a neighbor out here and I certainly respect 
him. Iam sorry. 

Mr. Harpy. I hope that goes for the rest of us. 

Mr. Sirz. I happen to know Mr. Hoffman’s son and I respect him. 

Mr. Benver. You don’t know me that well. 

Mr. Stree. If you are insulted, it goes for you, too. 

Mr. Benper. I am not insulted at all. I want to know how long you 
have worked for the Government, sir. 

Mr. Sire. ‘ince 1942, Mr. Bender. 

Mr. BrNper. What has been your work during that period ? 

Mr. Strr. Purchasing, always. 

Mr. Benper. Where did you come from before you became identi- 
fied with the Government ? 

Mr. Sire. Before that I was in the railroad contracting business. 

Mr. Benper. Were you a purchasing agent before that? 
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Mr. Sire. No; I never worked for anybody in my life until I went 
to work for General Quinton in 1942. 

Mr. Benver. How did you become a purchasing or procurement 
agent ¢- 

Mr. Srez. Well, I went in there to see what I could do and I was 
put in the purchasing department, and I have been there ever since. 

Mr. Benprr. What kind of purchasing do you do? 

Mr. Sire. Buy tank and automotive parts for vehicles. 

Mr. Benper. You deal with all automotive companies ¢ 

Mr. Sree. Yes, sir. 

Mr. Benner. Have you ever been the guest of any of the compa- 
nies for a vacation ? 

Mr. Stree. No, sir. 

Mr. Benver. Or holiday? 

Mr. Stper. No, sir; never. 

Mr. Benver. What is your pay, sir? 

Mr. Sire. $10,000 a year. 

Mr. Benper. What are your expenses usually for a year? How 
much are you allowed for expenses ? 

Mr. Sire. I don’t get anything for expenses. : 

Mr. Benper. You don’t get any expenses ¢ 

Mr. Sire. No, sir. 

Mr. Benper. When you travel 

Mr. Sirz. When I travel I get $9 a day and my ticket. 

Mr. Rien_man. Did you collect the $9 a day while you were in 
Washington the last time? 

Mr. Sire. I probably will. I think that should be explained. You 
get the $9 and you can sleep in the park. That is to cover your ex- 
penses for a hotel. You get that even when you get a train ticket and 
a pullman. 

Mr. Benper. If you get your room furnished free? 

Mr. Sree. You are ahead that much. You don’t come out ahead 
very often on that $9. 

Mr. Harpy. Not when you go to Washington. 

Mr. Stree. No, sir. 

Mr. Harpy. I don’t think you would in Detroit, either. 

Mr. Horrman. I don’t see how so many fellows can exist on Gov- 
ernment pay when all of these people lose money. 

Mr. Casry. Mr. Sipe, has there been a sizable contract negotiated 
with Mack Motor recently ? 

Mr. Siez. Last January there was. 

Mr. Casry. Was that for 1,000 vehicles? 

Mr. Stee. I don’t know. 

Mr. Casey. You don’t know ? 

Mr. Sree. I don’t know. 

I might clear that Mr. Casey. There was a multiple negotiation. 
There wasn’t just the Mack Co. They got it as the result of competi- 
tion if they got it. 

Mr. Casry. Did you receive a call from the Mack Motor Co. in 
Washington here last week indicating that we had been checking 
with them in Washington ? 

Mr. Srez. I did not. 

Mr. Casey. Were you questioned by the Inspector General’s Office / 
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Mr. Srez. Am I supposed to answer that ? 
Chairman Harpy. Certainly you are supposed to answer that. 
Mr. Sire. Yes, I was. 
Mr. Casey. Is that the occasion for your writing this letter? 
Mr. Sree. Yes, partly. 
Mr. Casey. Is the letter your explanation? 
Mr. Sire. Yes. 
Mr. Casey. The fact you had been questioned by the Inspector 
General’s Office ? 

Mr. Sree. Yes; I indicated that before. I supposed that to be 
secret, that Inspector General’s stuff. 

Mr. Harpy. We may ask the Inspector General about that, too. 
Whether he tells us remains to be seen. At least we have you here now. 

Mr. Casey. Mr. Sipe, are you familiar with an arrangement where- 
by employees of the Tank Automotive Center can procure articles for 
sale through a company that is doing business with the center? By 
that I mean, television sets, Laundromats, dryers, radios, phono- 
graphs? Are you familiar with an arrangement whereby if you 
want to buy a television set you can get it at wholesale? 

Mr. Sire. There is some outfit that advertises. 

Mr. Casey. How did you buy this vacuum cleaner you bought 
recently ? P 

Mr. Sire. Recently, about 2 years ago. 

Mr. Casey. Whenever it was. 

Mr. Sree. I got that through Ken Haviland. 

Mr. Casry. Who is he? 

Mr. Sire. He is with Versatile Engineering Co. 

Mr. Casey. Are you aware of other employees in your division buy- 
ing things through Mr. Haviland? 

Mr. Sire. Wholesale? 

Mr. Casey. Yes. 

Mr. Srrez. Yes. 

Mr. Casry. An appreciable number of employees? 

Mr. Steer. I don’t know that. 

Mr. Casry. By appreciable number, would you say 30, 40, 50? 

Mr. Sire. I wouldn’t think it would be that many. I know two or 
three he got appliances for. 

Mr. Harpy. How did you happen to go to Mr. Haviland to make 
purchases at wholesale ? 

Mr. Sire. I told one of the buyers I wanted to buy a new vacuum 
cleaner. The old one was 25 years old and I wanted to get a Hoover. 

Chairman Harpy. One of your buyers you told that to / v 

Mr. Sree. Yes. 

Mr. Harpy. He sent Mr. Haviland to see you? 

Mr. Sire. He came in and said, “I just bought a Westinghouse and 
it is better and cheaper than a Hoover.” 

Mr. Harpy. What was the name of your buyer that told you about 
Mr. Haviland? 

Mr. Stee. I don’t remember that. 

Mr. Harpy. Scratch your head a minute and let’s see if we can figure 
that out. 

Mr. Ster. It could have been a half a dozen. 

Mr. Harpy. Let’s take a few seconds. 
Mr. Sree. That was a year and a half or 2 years ago. 
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Mr. Harpy. Is that such a routine sort of thing that you wouldn’t 
recall who that might have been? If there are so few people, in your 
judgement, that have used the good offices of Mr. Haviland for this 
purpose, it shouldn’t be too difficult for you to pin point the individual 
that made the suggestion that you utilize his services. 

Mr. Srrz. I really don’t remember who it was. 

Mr. Harpy. How many buyers do you have that it might have been ? 

Mr. Sree. At that time I probably had 35 or 40. 

Mr. Harpy. It might have been any one of those? 

Mr. Sire. Yes. 

Mr. Harpy. You just don’t know which one it was? 

Mr. Sree. No. 

Mr. Horrman. Mr. Chairman, may I ask you, or counsel, do the 
people from whom the employees receive that sell to the Government? 

Mr. Casey. I am going to develop that, Mr. Hoffman. 

Mr. Suetiey. May Laskaquestion? Didn’t you say just a moment 
ago, Mr. Sipe, that might be any one of a half dozen ? 

Mr. Sree. Yes, sir. 

Mr. Suetiey. Do you have the names of that half dozen that it 
might have been ? 

Mr. Stee. Yes; it could have been Scilken, it could have been Mon- 
fette. 

Mr. Harpy. They are the two most likely, it that right ? 

Mr. Sree. Well, it could have been a couple of others, too. 1 can’t 
think of any other names. 

Mr. Harpy. Is that the only thing you have ever got through Mr. 
Haviland ? 

Mr. Stier. As far as I know. I think he might have gotten me some 
tile in 1947 when it was hard to get. He bought me some tile for my 
floor. I was fixing my basement. 

Mr. Suevtey. When did you buy the vacuum cleaner ? 

Mr. Stee. About 2 years ago, I guess, something like that. 

Mr. Sueiiey. It couldn’t have been any earlier than 1949? 

Mr. Ster. I don’t remember: It wasa year anda half or 2 years ago. 

Mr. Suetizy. It couldn’t have been any earlier than some time in 
1949% This is the middle of 1951; is that right? 

Mr. Sree. That is right. 

Mr. Suettey. He got you tile for your basement some time in 1947 ? 

Mr. Sire. It might have been 1947 and 1948. 

Mr. Suewiey. Did he get you anything in 1946? 

Mr. Sree. 1 don’t think so. 

Mr. Suzitty. How long have you known Mr. Haviland? 

Mr. Steg. Since about 1945 or 1946, around in there. 

Mr. Harpy. Well, there is just one little discrepancy I think we 
ought to clear up. You said that you wanted to get a new vacuum 
cleaner. You discussed it with one of your buyers and he said to go 
see Mr. Haviland. You just testified that you got Mr. Haviland to get 
some tile for you a year or two earlier? 

Mr. Stee. That is right. 

Mr. Harpy. You knew that you could procure such items through 
Mr. Haviland ? 

Mr. Steer. No. 

Mr. Harpy. How did you happen to know about getting the tile 
from him? 
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Mr. Stre. I was talking with him. 

Mr. Horrman. Mr. Chairman, is this the significance of this transac- 
tion to which you have referred, the only bearing it has is whether 
or not there is a custom growing up between the members who handle 
the purchasing for the Government to get things from other people at 
less than the average fellow can buy it? 

Mr. Harpy. I think we will show that, Mr. Hoffman. 

Mr. Horrman. That is it, isn’t it? 

Mr. Harpy. That is a portion of it. 

Mr. Horrman. Doesn't our counsel or investigator have a list of that 
to read to this gentleman and refresh his memory, or do you want to 
see how much he can remember himself? 

Mr. Harpy. His memory is not working too good on this point. It’s 
difficult for me to understand how the head of the Civilian Procure- 
ment Section, who has utilized the services himself, lacks familiarity 
with the operation. 

Mr. Horrman. Maybe it’s a custom like you and TI don’t remember 
from day to day what we get for breakfast. Maybe that is it. It is 
established. 

Mr. Benper. We get it but we pay for it. 

Mr. Casey. Mr. Sipe, what does the Versatile Engineering Co. do 
exactly? I don’t mean in connection with this wholesale business. but 
what is their regular business ? 

Mr. Stee. They make pumps and electrical items such as junction 
boxes and sump pumps. 

Mr. Casey. Their connection with the Tank Automotive Center is 
as a Government contractor ¢ 

Mr. Sire. That is right. 

Mr. Casey. Does the name Versatile mean that they perform a wide, 

varied field of services ? 

Mr. Sree. I presume that is s the intention. 

Mr. Casry. You indicated that they can purchase anything from 
tile to vacuum cleaners? 

Mr. Sire. No. 

Mr. Harpy. They are not in the vacuum-cleaner business ? 

Mr. Sree. No. 

Mr. Harpy. They are not in the tile business ? 

Mr. Sier. That is right, they are not 

Mr. Casey. Tell me how the transaction takes place when you do 
business with the Versatile Engineering Co. to procure something that 
is not in their regular line of business. Do you pay for it when you 
get it? 

Mr. Stee. Yes, that isn’t a gift. All the idea is is to get it wholesale, 
that is all. 

Mr. Casry. How did you pay for yours? 

Mr. Sire. He called me up and told me how much it was and asked 
me where I wanted it delivered. I told him to bring it to the shop and 
I gave him the money for it. 

Mr. Casey. Cash? 

Mr. Sire. Yes. 

Mr. Casey. Did he give you any receipt or anything for it ? 

Mr. Sree. No, it was only $55 or something like that. 

Mr. Casey. What was the price for it, do you know? 
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Mr. Sipe. Around $75, I understood. 

Mr. Casey. $175? 

Mr. Sree. Around $75. 

Mr. Casey. You are not aware of any general practice of this kind 
among your own employees of buying through this company ? 

Mr. Sipe. No, I am not. The answer to that is no. It is not a 
general practice that I know of. 

Mr. Casey. While you are testifying here, did you buy a Chevrolet 
several years ago / 

Mr. Sree. I did; 3 yes, sir. 

Mr. Casey. Would you describe the circumstances under which you 
bought that, Mr. Sipe? 

Mr. Stee. I just bought a Chevrolet. 

Mr. Casey. Who did you buy it from? 

Mr. Stee. P. L. Grissom Co. 

Mr. Casey. P. L. Grissom Co. holds substantial contracts with the 
Automotive Center ? 

Mr. Sree. They do. 

Mr. Casry. That business has grown up in recent years ? 

Mr. Sree. It has. 

Mr. Casey. As far as the Government business is concerned ? 

Mr. Stee. That is right. 

Mr. Casey. Are you aware of the amount of money in contracts 
between the Government and P. L. Grissom during the past year? 

Mr. Sire. I have their figures. 

Mr. Casry. About $600,000 7 

Mr. Sree. Did you get that from us? That is right, as far as I 
am concerned. 

Mr. Casry. That is what my memory is. I am not positive of it. 
When did you buy this Chevrolet, Mr. Sipe? 

Mr. Sree. Last fall. 

Mr. Casry. A substantial number of employees out there bought 
Chevrolets from P. L. Grissom ? 

Mr. Stee. I know of a couple. 

Mr. Casry. Is that the only time you have ever done business, ever 
bought a Chevrolet from P. L. Grissom ? 

Mr. Step. That is right. 

Mr. Casry. I presume you have every evidence of the fact that you 
paid for it? 

Mr. Strr. Yes, sir. 

Mr. Casey. How did you pay for it? 

Mr. Sree. Here is the bill of sale and here is a check. I paid for 
it part check and part cash. 

Mr. Casey. Could you tell me exactly what the amounts were? 

Mr. Stier. Yes, sir. The selling price was $1,762.87. I had a 1949 
Ford that they gave me $1,262.87 for on a trade-in. 

Mr. Meaper. Did vou say 1929? 

Mr. Steer. 1949. See what I mean? 

Mr. Harpy. That left a balance of $500, 

Mr. Srer. This shows a c. 0. d. balance of $500 which I paid for 
with $200 in check and $300 in cash. 

Mr. Harpy. All at the time of the delivery of the car? 

Mr. Srez. Oh, yes. They delivered the car and I gave them the 
money. They called up and told me how much it was and told me 
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when they were going to deliver it. I got a policy and the whole 
works. 

Mr. Casey. Did you get a receipt for the cash? 

Mr. Ster. Yes; I haveithere. <A bill of sale notarized. 

Mr. Casry. How does it happen you paid for it part in check and 
part in cash ? 

Mr. Sree. My checking account was a little bit down at that time. 
We were working about 70 hours a week right after the Korean war 
started, and we used some of our house money. I have been doing 
that ever since 1933. 

Mr. Casey. I didn’t mean to insinuate by that question there was 
anything wrong. I wanted to give you an opportunity to explain 
the method of payment. ; 

Mr. Stee. Well, I didn’t like it. 

Mr. Harpy. Mr. Sipe, in your position, you are in a key position 
with respect to having knowledge of people with whom contracts are 
being negotiated or being awarded as the case may be? So among 
all the people employed by the Tank and Automotive Center you have 
the most comprehensive knowledge, do you not, of the people with 
whom contracts are currently in force or with whom contracts are 
contemplated ; is that right ? 

Mr. Casry. Well 

Mr. Stree. Well, let’s say Iam chargeable with it. 

Mr. Harpy. Well, is it not correct to say, accurate to say, that you 
have the most complete knowledge of any individual who is employed 
by the Tank Automotive Center ? 

Mr. Ster. I’d say that my assistants know more about the individual 
negotiations that are going on than I do. We do a tremendous 
volume of business and it would be impossible for me to know exactly 
what is going on in each procurement section. Last year we bought 
65,000 items to the tune of $4 billion or better plus a tremendous 
volume of business. We handle millions and millions of pieces of 
paper. 

Mr. Harpy. How many contractors would that involve ? 

Mr. Stez. About 2,200. 

Mr. Harpy. About 2,200 contractors. 

Mr. Sree. Yes, sir. 

Mr. Harpy. I am not talking about individual contracts; I am 
talking about individual contractors. 

Mr. Stree. That is right, 2,200 contractors. The contracts run into 
25,000, somewhere around there. 

Mr. Harpy. Now, to what extent, other than the case we have just 
been discussing, have you engaged in personal business transactions 
with people who are contracting with the Government ? 

Mr. Srer. None. 

Mr. Harpy. Well, we have just mentioned three cases of the Chevro- 
let, vacuum cleaner, and tile. 

Mr. Ster. I might have bought a waffle iron at some time or other. 
In fact, [did. I don’t remember where I got it. 

Mr. Harpy. You did get it from somebody that is contracting with 
the Government ? 

Mr. Srez. That is right, one of these electric clocks that turns off 
and on, I got that, too, from somebody. I don’t remember whom. I 
got a coffee pot. 
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Mr. Benner. You didn’t get a mink coat? 
Mr. Sirz. No, sir. 

Mr. Harpy. Do you have knowledge of the extent to which your 
subordinates carry on a personal business with contractors who are 
doing business with the Automotive Center ? 

Mr. Sree. I do not, sir. 

Mr. Casey. Mr. Sipe, we had some conversation at the close of the 
session this morning concerning the contracts that we were discussing 
with General Crawford earlier, the contract with the Continental 
Foundry & Machine Co. My impression, at least this morning, was 
that there was no price redetermination clause in that contract. I 
understand from our discussions and from an examination of the 
particular contract that you have that there was a price redetermina- 
tion clause in that contract ? 

Mr. Sree. That is right, Mr. Casey. 

Mr. Casey. One of the reasons why that price redetermination 
clause was put in there was because of the uncertainty of the cost of 
an experimental contract ? 

Mr. Sree. Very nature of the work. 

Mr. Harpy. Is that in the experimental contract ? 

Mr. Stipe. Yes, sir. 

Mr. Harpy. And there is a price redetermination clause in that 
contract ? 

Mr. Strer. Yes, sir. 

Mr. Harpy. Then it is contemplated that Continental will at least 
not lose any money on that contract ? 

Mr. Stree. I don’t know whether there is an upward provision on 
that or not; I don’t know. 

Mr. Casrty. Have you it right there? Do you want to look at it? 

Mr. Sree. I don’t have it right here. TI have it back in my stuff. 

Mr. Harpy. Will you get it and let’s run that down so we can get 
the record clear ? 

Mr. Sipe, will vou read into the record the clause in the contract 
with respect to redetermination of price ? 

Mr. Sree. Yes, sir. Congressman Hardy. My legal adviser tells 
me it covers this page and this [indicating]. 

Mr. Harpy. Isn’t there a particular short part of the contract which 
would point up that redetermination clause ? 

Mr. Casry. Read subparagraph FE and see if that doesn’t answer 
our question. 

Mr. Sree (reading) : 

In the event of a price increase the Government will pay or credit to the 
contractor the amount by which the revised price shall exceed the contract price 
aforesaid. In the event of a decrease in price the contractor will repay or 
credit the amount of such decrease to the Government in such manner as the 
contract officer may direct. m 

Mr. Harpy. That clause in itself indicates that some other part 
of the contract has provided for a price increase ? 

Mr. Steer. Yes, sir. 

Mr. Casey. Can you tell whether there is any limitation on that? 
Is it the standard 5 percent up and 10 percent down? What you 
read would almost indicate it is an actual cost contract. Would you 
like to have Mr. Stapleton come up here, Mr. Sipe? 

Mr. Srrr. Yes, I would. 
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Mr. Harpy. Mr. Stapleton, would you come up here, please. 
Thomas F. Stapleton was thereupon called as a witness herein, 
and having been first duly sworn, testified as follows: 


TESTIMONY OF THOMAS F. STAPLETON, CHIEF, LEGAL DIVISION, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Srarteron. My name is Thomas F. Stapleton, and I am the 
chief of the legal branch of OTAC. 

Mr. Harpy. Mr. Stapleton, can you tell us, in a few words, whether 
the contract provides for an upward adjustment in price and the 
extent to which that upward adjustment is permitted, and whether 
it guarantees the contractor at least the cost of performing the 
contract ? 

Mr. Srarteton. The contract provides that because of its nature 
when the work is completed the parties will get together again and 
take the contract or submit the costs. The article provides that the 
maximum to which the contract price may be increased is the sum 
of $106,748.40, which by quick computation I believe is exactly 10 
percent of the original contract price of $97,047, 

Mr. Harpy. The contract then provides for a 10 percent upward 
adjustment ? 

Mr. Stapteron. That is right, sir. 

Mr. Harpy. Does it have a limit on the downward adjustment which 
would be permissible ? 

Mr. Srapteron. No, sir, nor does it guarantee the contractor his 
costs. If his costs were $120,000, the most he could get would be that 
$106,748. 

Mr. Harpy. Does it provide for a margin of profit if such profit 
can occur within the 10 percent upward increase ? 

_Mr. Srap.eron. There is no margin of profit guaranteed at any 
time. 

Mr. Harpy. Well, what would constitute a basis for an upward 
adjustment to eliminate any profit from that adjustment ? 

Mr. Srapteton. You would not necessarily eliminate any profit. 
At the time the contract is completed, the contractor would submit 
all of his costs, and then you would negotiate a contract on the same 
basis that you would negotiate a new contract. 

Mr. Harpy. Let me see if I understand the provision with respect 
to an upward adjustment. Let us make an assumption that the con- 
tractor would submit actual costs slightly in excess of the face amount 
of the contract, fixed amount of the contract. It would be possible 
to make a 10 percent upward adjustment which would, in effect, assure 
a 10 percent profit, is that right? 

Mr. Srapteton. Ten percent less the amount the cost exceeded the 
face. 

Mr. Harpy. Have a seat, Mr. Stapleton. Will you repeat that for 
me? , 

Mr. Srapteton. I say it would permit a profit up to 10 percent 
less the amount by which the cost exceeded $96,000, or the face amount 
of the contract. 

Mr. Harpy. So that a profit is not precluded in the terms of the 
contract itself? 
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Mr. Srarteron. Oh, no, sir, at no time is profit precluded. This 
is not a cost contract. 

Mr. Harpy. So that if a profit should not develop within the 
amount of the contract, the profit could be negotiated within the 10 
percent increase allowable ? 

Mr. Srapieron. Yes, sir. 

Mr. Horrman. Now, right there, Mr. Chairman, if I may. You 
were talking about, as I understood, Mr. Hardy, a renegotiation after 
the job was finished ¢ 

Mr. Srapieron. Price redetermination after the job was finished. 

Mr. Horrman. You figure in costs? 

Mr. Srapteron. Yes, sir. 

Mr. Horrman. You allow something for overhead ? 

Mr. Srapreron. Yes, sir. 

Mr. Horrman. And all the other usual items? 

Mr. Sravteton. Yes, sir. 

Mr. Horrman. Then, in any one of these contracts if the company 
had the cost of rental of these hotel rooms, that would be an item of 
cost that was in the overhead ¢ 

Mr. Srarteron. That is all thrown out by the Army audit agency 
as not allowable. 

Mr. Horrman. How do you know it is thrown out? It is if they 
catch it and it isn’t if they don’t. 

Mr. Srarteton. That is right. 

Mr. Horrman. Do you know how many times they catch it, the 
GAO gets it, and how many times they don’t ? 

Mr. Srarpteton. From my experience they get it nearly always. 

Mr. Horrman. Not always. 

Mr. Srariteron. I wouldn’t say that, Mr. Congressman, I don’t 
know. 

Mr. Harpy. Is there anything in the contract to preclude the pay- 
ment of expenses and all commissions to Colonel Middleton ? 

Mr. Srarpteron. There is. Just let me read this a minute. 

(There was a short pause in the proceedings. ) 

Mr. Starrtxtron. The only provision that is contained in the contract 
that would preclude the payment to Colonel Middleton would be the 
covenant against contingencies. If it were determined that he was 
not a bone fide agent of the contractor, of course, the costs would 
be deducted from it, that is, the fees would be deducted from the con- 
tract.. 

Mr. Harpy. Now, in making such a determination, what would 
constitute a bona fide agent of the company ? 

Mr. Srarteron. Well, that might be a long story, Mr. Congressman, 
to determine when an agent is a bon fide agent and when he isn’t. 
This provides for a full time or a regular established selling agency. 

Mr. Harpy. Let’s assume that Colonel Middleton is paid a regular 
salary by Continental plus a percentage of all Government business, 
plus a percentage of business with the Tank-Automotive Center. He 
would be a bona fide agent and the amount charged to him, charged 
by Continental for his services would be a cost item which would be 
allowable under the contract, is that right ? 

Mr. Srarteron. That could be allowed. He is a bona fide selling 
agent. 
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Mr. Harpy. So there isn’t anything in that contract which would 
eliminate the payment of a commission to Colonel Middleton if he 
is determined to be a regular employee of Continental, is that right? 

Mr. Srapieron. That is right, sir. 

Mr. Casry. Mr. Stapleton, what is your position with the Tank- 
Automotive Center ? 

Mr. Srapteton. Chief of the legal branch. 

Mr. Casey. Chief of the legal branch ? 

Mr. Srapieton. Yes, sir. 

Mr. Cassy. Were you with Mr. Sipe in Washington a couple of 
weeks ago? 

Mr. Srapteron. That is right. 

Mr. Casry. You stayed at the suite maintained by the Mack Motor 
Co? 

Mr. Strarteron. We stayed in the same room. 

Mr. Harpy. Do you know whether it was the Windsor Park or 
the Wardman Park ? 

Mr. Stapteron. No, sir, I couldn’t tell you. I had never been there 
before and I wasn’t sure at the time. 

Mr. Casey. Did you join in this letter of Mr. Sipe’s to Mr. White? 

Mr. Harpy. Well—— 

Mr. Srapieton. Yes, sir. 

Mr. Casey. You paid your share of the room expenses ? 

Mr. StrapietTon. It is my check. 

Mr. Stez. He paid the whole check. I haven’t paid him yet. 

Mr. Casry. Do you have anything to add, as described by Mr. Sipe, 
in connection with this room from the Mack Motor Co.? 

Mr. Srarieron. I think he has told the whole story. 

Mr. Casey. Have you done some business through the Versatile 
Engineering Co. ? 

Mr. Srapteron. Not that I recall. I don’t think so. 

Mr. Harpy. I would like to ask you the same question I asked Mr. 
Sipe. To what extent have you had personal financial dealings with 
concerns who are contracting with the Tank and Automotive Center 
or the arsenal ? 

Mr. Srarteron. Mr. Congressman, I don’t think I have an electric 
appliance in my house that I paid regular retail prices for, but I did 
not buy them directly from any of the contractors. I have a sister-in- 
law with the General Electric Supply Co. and a niece with the Detroit 
Edison Co. I can get a discount through them. 

Mr. Horrman. For us? 

Mr. Srap.eron. Yes, sure. 

Mr. Horrman. And the reporters, of course ? 

Mr. Srarteron. Now, there is a regularly established place that 
the Detroit Arsenal people can buy other things at a discount. It’s in 
the bulletin that is put out twice a week where there are discounts 
offered on radios and television sets. 

Mr. Horrman. You don’t mean these cut-rate drug stores ? 

Mr. Srapteron. No, I mean something separate. They are prob- 
ably agents but they offer them at a discount. 

Mr. Harpy. Can you get them cheaper through them than the 
medium you use? 

Mr. Srapieron. I don’t know, sir, I have never bought anything 
from them so I couldn’t tell you. 
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Mr. Harpy. I was wondering this, Mr. Sipe, let me ask you that 
same question. You are familiar with the proposition that Mr. 
Stapleton just mentioned ? 

Mr. Strz. Somebody advertises right in there. The last time I 
saw one of those bulletins it was at Mount Clemens address, anything 
you want like that, you name the thing you want and you get a 
wholesale price on it. 

Mr. Harpy. Do you know who runs it? 

Mr. Sire. No, I don’t. 

Mr. Srarteron. I think it’s an outgrowth of the former PX at Sel- 
fridge Field.. The individual who handled that at Selfridge Field 
branched off and is now doing it on the side. 

Mr. Harpy. Are you sure that is the case? 

Mr. Srapieron. That is hearsay. 

Mr. Harpy. You don’t know but that this may be actually oper- 
ated by one of your contractors ? 

Mr. Stapieton. I am quite sure it is not. I am quite sure it is run 
by the same individual who ran that branch of the PX at Self- 
ridge Field. 

Mr. Harpy. If he operates on that basis, he still has to make a 
profit ? 

Mr. Srapteton. That is right. The things I told you I bought I 
didn’t buy them at the Detroit Edison cost. They make a profit on it. 
I don’t know the definition of wholesale. There is a wholesale price, 
and a distributor’s price, and a confidential dealer’s price, and a dis- 
tributor’s price and a retailer’s price, and then the consumer’s price. 

Mr. Harpy. That is the kind of thing we want to explore in con- 
nection with automotive parts. 

Mr. Strapieron. I think the one who pays the long price is the one 
who goes out and buys it on time. 

Mr. Harpy. You are familiar with that operation, Mr. Sipe, you 
just mentioned that it is operated by this individual or somebody. 
Did you ever buy anything through that source? 

Mr. Stipe. No, sir. 

Mr. Harpy. You don’t know how those prices would compare with 
Haviland’s price, suppose you wanted a vacuum cleaner, to get it from 
that outfit, do you know whether or not you could have gotten the same 
cleaner at substantially the same price it cost you as when Mr. Havi- 
land got it for you? 

Mr. Steg. No, I do not. 

Mr. Harpy. You may have gotten it cheaper? 

Mr. Srez. Maybe. 

Mr. Harpy. I am wondering if you have such an operation as that 
operating within the Tank and Automotive Center, which is available 
to all the employees, then I wonder what the incentive is to buy 
through Mr. Haviland who is a contractor. 

Mr. Strapteton. This has only been in existence for the past, I 
would guess, 6 or 8 months. I think it is about that time they cut 
out that portion of the PX at Selfridge Field. 

Mr. Harpy. Did you buy a Chevrolet too? 

Mr. Srapieton. Yes, sir. 

Mr. Harpy. You did? 

Mr. Srapieron. Yes, sir. 
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Mr. Harpy. Who did you get yours from ? 

Mr. Srapieron. Jefferson Chevrolet. 

Mr. Harpy. They are both owned by Grissom # 

Mr. Srapietron. That is right. 

Mr. Harpy. The both of them have contracts with the Tank and 
Automotive Center ? 

Mr. Srapteron. Yes, sir. 

Mr. Harpy. With whom did you deal at Jefferson Chevrolet? 

Mr. Stapteton. Mr. Tessmer. 

Mr. Harpy. What is his official capacity ? 

Mr. Srarieton. I believe he is the general manager at that store. 

Mr. Harpy. Did you havea trade-in also? 

Mr. Srarieton. I did not with the first car I bought from them. I 
bought that clean. The next one I bought I traded in a car. 

Mr. Harpy. How did you happen to go to Jefferson for your car? 

Mr. Srapteron. The first one I bought there because I couldn’t get 
one at any other place, as a matter of fact. 

Mr. Harpy. When was that ? 

Mr. Stapteton. 1948. They were very, very hard to get, and I tried 
for several months to get this particular, or to get acar. You probably 
read my story in the General Accounting Office report. 

Mr. Harpy. No, I haven’t. I was a little interested in it. Do we 
have a copy of it? You mean did you give the General Accounting 
Office a statement in connection with the purchasing of a car from 
Jefferson ? 

Mr. Srartetron. They took it from everybody that bought cars at 
Jefferson or Grissom. They investigated whether you bought it or 
paid for it, and how much and whether you paid cash, and how you 
paid it and checked the contractor’s books and everything else. 

Mr. Casey. Those are all appropriate questions to ask in a situation 
of this kind ? 

Mr. Srarirron. I am not saying that, Mr. Casey. I merely asked if 
he had read the statement. 

Mr. Harpy. I not only have not read that one but I have not read 
any of the statements in connection with the cars. If I understand 
your comment in that connection, then it’s a logical assumption that 
Jefferson or Grissom did a wholesale business among employees on 
Chevrolets out there ? 

Mr. Srariteron. If you want to call it that. They sold quite a few 
cars out there. You asked me awhile ago if I knew anyone at any 
other Chevrolet agency. 

Mr. Harpy. What was that ? 

Mr. Stapteron. You asked me awhile ago if I knew anyone at any 
other Chevrolet agency. 

Mr. Harpy. You had gotten to know the people at Jefferson through 
the fact that they had contracts? . 

Mr. Srapteton. That is right, sir. 

Mr. Horrman. I have a couple of questions which I would like to 
ask when you are through. Are you through with Sipe? 

Mr. Harpy. Go ahead. 

Mr. Horrman. I wanted to ask you, Are you the purchasing or 
procurement agent for the Government along such lines? 

Mr. Sree. For anything that is for automotive or combat vehicles. 
Mr. Horrman. How much business for the Government went 
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through your hands or the hands of your immediate subordinates in 
the last year ¢ 

Mr. Sree. Pretty close to $5,000,000,000. 

Mr. Horrman. Do you know whether or not there is a custom or 
practice of your own that you use to get what you want in the way of 
merchandise from those who have or hope to have business with the 
Government at a discount ? 

Mr. Sire. That is not the practice. 

Mr. Horrman. Well, you have the automobile and you have the 
tile and three or four other items. Are there others you just don’t 
happen to think of or recall at the moment? 

Mr. Srre. You inserted in that statement, Congressman Hoffman, 
that people intended to do business with the Government. 

Mr. Horrman. At the present time I mean having negotiations 
pending. I suppose we all hope to do business with the Government. 
Is this true? If you desire to purchase anything, there is among those 
who have been dealing with the Government, who have negotiations 
pending with the Government, someone from whom you can purchase 
at a discount ? 

Mr. Steg. Not necessarily. In the course of your conversation when 
they call on you—— 

Mr. HorrmMan (interposing). If you wanted to buy a car or truck. 
You could get those at a discount; couldn’t you? 

Mr. Stree. I didn’t get my car at a discount. 

Mr. Horrman. You paid full price? 

Mr. Sipe. I paid $1,700. I couldn’t get a car. The Korean war 
broke out and I wanted to get a new car. 

Mr. Horrman. All you got was a car which other fellows couldn't 
purchase at that particular time? 

Mr. Srez. That is true. 

Mr. Horrman. I have understood you were able to get it at a dis- 
count. Did you get the tile at a discount? 

Mr. Sree. I think I did. 

Mr. Horrman. Can you buy ordinarily the items you need from 
some of these people dealing with the Government at less than the 
average purchaser can ? 

Mr. Steer. Yes. 

Mr. Horrman. Is that true of your immediate subordinates who 
have something to say about whose contracts with the Government 
should be placed ? 

Mr. Sree. I should say yes. 

Mr. Horrman. Then, what the companies are giving to you and the 
others is a sort. of preference to build up good will ? 

Mr. Sree. It certainly is. 

Mr. Horrman. That is the same with reference to hotel accommo- 
dations at Washington: isn’t it? 

Mr. Ster. No. 

Mr. Horrman. For example, if one of my constituents wants a 
reservation in Washington, first, because we are presumed to run 
errands for them, all they do is write or phone down and we leg it 
to the hotel and try to get a reservation, but we don’t pay for it. That 
is, we don’t pay the bill. They pay it. In the Government employ, 
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there is a reservation agency that will make reservations for you in 
Washington every time you want to come there on official business? 

Mr. Sree. That is right. 

Mr. Horrman. If I understood you correctly, you have been in the 
habit of contacting that agency when you wanted reservations ? 

Mr. Stee. I didn’t say that, I have asked them to get reservations. 
I didn’t know there was a reservation desk as such. 

Mr. Horrman. If you didn’t know it 

Mr. Stree (interposing). When you go to the office, you ask some- 
body to get you a reservation. When you come to my office I ask my 
secretar v to cet you a reservation. 

Mr. Horrman. And that Government service was available to you? 
Instead of using that service, which was available, you would phone 
some of those who wanted to deal or were dealing with the Govern- 
ment to get those reservations for you ? 

Mr. Stier. That is right. 

Mr. Horrman. Then, on occasion, particular individuals or com- 
panies paid for the reservations vou had ? 

Mr. Srer. Under the one set of circumstances. 

Mr. Horrman. You mean that is the only time you have been in 
Washington that anybody paid for you? 

Mr. Sree. That is right. 

Mr. Horrman. Do you think you have been discriminated against? 
I ask it seriously. 

Mr. Sree. [ am answering seriously. No; I don’t think I am being 
discriminated against. I never looked for it or expected it. 

Mr. Horrman. Is there an established custom of Government 
officials who have the privilege or authority to pass out contracts or 
place orders having reservations made for them down there? Don’t 
you know the companies down there that want to do business or are 
doing business with the Government are always anxious to entertain 
those who have something to award ? 

Mr. Sree. That is right. 

Mr. Horrman. Having been doing it over the years? 

Mr. Srer. That is right. 

Mr. Horrman. This is the only time you have had a hotel bill 
paid ? 

Mr. Sree. That is right, under these particular circumstances. 

Mr. Horrman. What is that? 

Mr. Sree. I said under these circumstances. 

Mr. Horrman. Now, you are forcing me to ask another one. Some- 
what similar circumstances, let’s say, not these particular ones? 

Mr. Sree. I will make this blanket denial that nobody has ever paid 
my hotel bill in Washington before this time. 

Mr. Horrman. Except this one time? 

Mr. Sree. That is right. 

Mr. Benprer. What area do you cover? 

Mr. Sree. Any place in the United States. 

Mr. Benper. The entire United States? 

Mr. Sire. That is right. 

Mr. Benprer. You have purchased $5,000,000,000 through your 
agency? Who asks you to make these purchases ? 

Mr. Ster. The Ordnance Tank-Automotive Center is a stock-control 
point for all spare parts for vehicles. As a result of that, they accum- 
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ulate the requirements, the requisitions; they keep track of stock levels 
all over the world. As the stock levels get down they requisition out 
of the Procurement Department to buy them additional material, or if 
you have an MDAP program or Korean situation then you have an 
accelerated procurement. On automotive those requirements are de- 
veloped in Washington. They come out in the production run. It is 
a consolidation of Army, Navy, Air Corps on vehicles and new vehi- 
cles and things like that. They come to us. We advertise most every- 
thing. y 

Mr. Benper. How did you get your job, sir? 

Mr. Sire. How did I get my job? 

Mr. Benper. Yes; you have been on that job 9 years. How did you 
happen to get in that department ? 

Mr. Sire. I started there. I started in Purchasing in 1942 at the 
Detroit Ordnance District. 

Mr. Benver. Did someone tell you about the job ? 

Mr. Sirpz. No, I went down. As a matter of fact, they did. <A fel- 
low named John MacFarland was down there and he told me. In 
fact, he asked me to come down there. 

Mr. Benprer. Are you under civil service ? 

Mr. Stee. Yes, sir. 

Mr. Benper. How many cocktail parties have you attended during 
the past vear given by persons from whom you purchase ? 

Mr. Stee. Well, I joined the SAE convention. I don’t know. 

Mr. Harpy. I think that is getting a little personal on the conven- 
tion side. 

Mr. Benper. I am not interested in conventions. I am interested 
in the general practice on the part of enterprises giving cocktail par- 
ties for Government officials with whom they do business. I am in- 
terested in knowing how many such parties you have been invited to. 

Mr. Sire. I have been invited to a lot of them. I haven’t attended 
any: I don’t think I have attended any in the last year outside of the 
SAE Ordnance Association meetings that we have. They all have 
suites and they go around before dinner and have a cocktail. 

Mr. Horrman. Right there, and in fairness to the witness and not 
critical of my associate, Mr. Bender, I think we should keep in mind 
the fact it has been the custom. Maybe Congress is to blame for 
establishing this practice. You will recall we have always appropri- 
ated several million dollars for entertainment by the State Depart- 
ment, and this bill, which we will be required to vote on the day after 
tomorrow or the following day, will undoubtedly carry several mil- 
lion dollars for entertainment of representatives of foreign govern- 
ments, including the purchase of liquor for cocktail parties. 

Mr. Harpy. I think we will get enough of that when we get back 
to Washington. I hope we don’t get the State Department too much 
involved in this discussion. 

Mr. Horrman. I wondered if they were following the State Depart- 
ment practice locally and on the home front. 

Mr. Harpy. I want to return for a moment to the Jefferson Chevro- 
let. Do I understand that Jefferson Chevrolet and P. L. Grissom Co. 
are two Chevrolet dealers under the same ownership ? 

Mr. Srarteton. That is right, sir. 

Mr. Harpy. To the best of your knowledge, both of these companies 
have contracts with the Tank and Automotive Center ‘ 

Mr. Srapteton. Yes, sir. 
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Mr. Harpy. And sometimes they both bid on the same thing / 
Mr. Srap.eton. I don’t recall of any such instance, sir. There may 
have been, but I don’t recall. It’s possible they could. I don’t know. 

Mr. Casey. Mr. Sipe, the Jefferson and Grissom Chevrolet dealers 
are the companies that we discussed several weeks ago as being in- 
volved in connection with the furnishing of Studebaker parts to the 
Government; are they not? 

Mr. Sree. Yes; Grissom is. 

Mr. Casry. Grissom ? 

Mr. Sree. Yes, sir. 

Mr. Casry. They secure these Studebaker parts in devious ways, in- 
directly, in order to furnish them to the Government? They don’t 
have them in stock very often when they bid ? 

Mr. Stree. I doubt that-they do. 

Mr. Casey. Do they furnish other besides Studebaker and Chevrolet 
parts ¢ 

Mr. Stee. Yes; International Harvester, Ford. 

Mr. Casey. It is true that in the past couple of years their business 
with the Government has literally karin ra isn’t that it? 

Mr. Sree. So farasI know. I never knew them before they started 
bidding on those Studebaker parts. 

Mr. Casry. How long ago was that? 

Mr. Strve. Last June, well, maybe it was longer than that. 

Mr. Harpy. Well, let’s see if we can place that a little bit better be- 
cause I believe Mr. Stapleton’s automobile purchase goes back beyond 
that period ? 

Mr. Srapieron. 1948. 

Mr. Harpy. They were at that time doing business with the Tank 
and Automotive Center, were they not? . 

Mr. Srapieton. I believe they were. I don’t know how much bust- 
ness, Mr. Congressman, but they were doing some business. 

Mr. Harpy. You testified that is the way you met the general man- 
ager, I believe? 

Mr. Srarteron. That is right. 

Mr. Harpy. So there must have been some business going on with 
the Automotive Center at least by some time in the year 1948 even 
though it may not have been substantial in volume. The volume has 
picked up consistently since that time; is that correct ? 

Mr. Sreez. With the increased volume of procurement, their volume 
has increased, I would say, just about in the same proportion. The 
volume of automotive procurement. 

Mr. Horrman. Will the counsel develop that a little more clearly on 
the record? I don’t get the practice through which the Government 
gets the parts. 

Mr. Casry. I don’t know that these two gentlemen are familiar 
enough with the facts to testify to it. Are you? 

Mr. Sire. We have it, Congressman, we have it very completely 
documented and we hope for an opportunity to show how that is done. 

Mr. Harpy. I think perhaps it might be better if that is developed 
later in the hearings. 

Mr. Harpy. Is there anything further? 

Mr. Casey. No; I haven’t anything further. 
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Mr. Meapver. I wanted to ask Mr. Sipe a question, if I could. Mr. 
Sipe, you said you were with the Detroit ordnance district / 

Mr. Sire. Yes, sir. 

Mr. Meaper. That is where you started? 

Mr. Stee. That is right. 

Mr. Meaper. Formerly all the procurement was done by the ord- 
nance district rather than the Automotive Center ? 

Mr. Steer. That is correct. 

Mr. Mraper. When was the change made so the Automotive Center 
did the buying Nation-wide on automotive parts / 

Mr. Stier. The Automotive Center came into being last September 
asacenter. The buving of automotive parts on a Nation-wide basis 
went from the Detroit ordnance district in 1948 to the Detroit Arsenal. 
Then in 1948 it went back to the ordnance district. It came back to this 
center, this commodity center in September of last year. 

Mr. Meaper. You have been with it all the time from 1942 when 
you went with ordnance district 

Mr. Sieve. Yes: except for the fact I did not go to the district. 

Mr. Meaper. This $5 billion purchasing you talk about, was that 
the last fiscal year that ended the 1st of July? 

Mr. Sire. Yes, sir; the 1951 fiseal year. 

Mr. Harpy. Thank you, gentlemen. 

(Thereupon both witnesses were excused.) 

Mr. Harpy. The subcommittee will take a 5-minute recess. 

(Thereupon a short recess was taken.) 

(Ken Haviland was thereupon called as a witness herein, and hav- 
ing been first duly sworn, testified as follows :) 


TESTIMONY OF KEN HAVILAND, GENERAL MANAGER OF THE 
VERSATILE ENGINEERING CO. 


Mr. Havinanp, My name is Ken Haviland, and I am general man- 
ager of the Versatile Engineering Co. 

Mr. Casry. Mr. Haviland, are you connected with the Versatile 
Engineering co. ? 

Mr. Havinanp. Yes; I am. 

Mr. Casey. Is that the correct name of the company ? 

Mr. Havinanp. That is right. ° 

Mr. Casey. What is your connection with the company / 

Mr. Havitanp. I happen te own part of it. 

Mr. Casry. Are you an official of the company ? 

Mr. Havitanp. That is right. 

Mr. Casey. What office do you hold? 

Mr. Havinanp. It’s a partnership and my dad and I own the 
business. 

Mr. Casey. How old a company is it? 

Mr. Havitanp. The company was started in 1946. 

Mr. Casey. What does the company do? What is its regular 
business ? 

Mr. Haviranp. We make various parts of electrical components 
and other items that can’t be gotten or produced elsewhere. That is 
the way we started. 

Mr. Casey. What exactly do you mean by that ? 
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Mr. Havinanp. Well, the business was based upon items that were 
hard to get. Hard to get items. Whether they were ordnance or for 
commercial concerns, that is the type of work we solicited. 

Mr. Casey. Did you manufacture those items? 

Mr. Havitanp. Yes, sir. 

Mr. Casey. Did you do both private and Government business ? 

Mr. Havivanp. That is right. 

Mr. Casry. Has the business increased since 1946 4 

Mr. Havitanp. Oh, I will say it has. 

Mr. Casry. Can you give us the increase in the business ? 

Mr. Havinanp. I haven’t any idea. 

Mr. Casey. Has your Government business increased in proportion 
to your private business? 

Mr. Havitanp. Considerably more. 

Mr. Casey. Do you do any private business at all? 

Mr. Havitanp. Very little exc ept subcontracting for private indi- 
viduals on Government contracts—items that we make. Commodities 
which we have control, of which we have done design work and 
development work on, and fabricated and manufactured from the 
business. 

Mr. Casey. All of the business is connected directly or indirectly 
with the Government ¢ 

Mr. Havitanp. That is right, I would say, yes. 

Mr. Casey. Have you had arrangements with employees of the 
Tank Automotive Center whereby you procure household articles 
and other kinds of articles wholesale for them? 

Mr. Havinanp. I had to get into it. I opened up my big mouth one 
time and never should have. 

Mr. Harpy. Well, now, let’s explain that, please. 

Mr. Havinanp. Well, it goes back to some time ago when we were 
having a little discussion at lunch. As I recall we were discussing 

various things at the time that were getting rather limited in their 
scope. You couldn't get items and somebody asked one of the Good- 
year men we were having lunch with, as I recall, he was complaining 
he couldn’t get this or that. I said, “Maybe I can help you a little bit. 
I have a few connections.” That is when it all started. 

Mr. Harpy. Can you tell approximately about when that was? 

Mr. Havitanp. I would gay that was probably in the early part of 
1948. Things were quite hard to get. 

Mr. Harpy. Go right ahead. 

Mr. Havitanp. It wasn’t arsenal employees where most of my trou- 
bles came from. It was my own employees and as soon as they found 
out I could get items they all asked me for them. Being a new com- 
pany—all companies, it is my belief, are based upon services rendered. 
Not any gifts or anything of that nature but services rendered. One 
of them is good will. That was part of our good-will plan and when 
the Korean situation came along, so that we had a legitimate excuse 
to stop it, we stopped it. 

Mr. Harpy. That was your method of building good will and you 
found it pretty helpful in your dealings with people at the arsenal? 

Mr. Havitanp. I found it helpful in ‘dealings with anybody T dealt 
with, sir. 

Mr. Harpy. If you could get them a refrigerator at wholesale and 
they were hard to get, that made a friend / 
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Mr. Havinanp. That made a lot of friends. They had a lot of 
friends they told. 

Mr. Harpy. That pretty well put you in the refrigerator business ? 

Mr. Havinanp. I was more of an appliance manufacturer than I 
was a regular parts manufacturer for about 6 months until I tapered 
off. 

Mr. Harpy. Give us a bit of an idea about the range of products, 
types of items which you procured for them. For instance, electrical 
appliances, apparently that was pretty general ? 

Mr. Havitanp. That is right. 

Mr. Harpy. Did you get into large items such as heating plants ¢ 

Mr. Havinanp. No. 

Mr. Harpy. Didn’t have anything like that / 

Mr. Havitanp. My connection was with Westinghouse. 

Mr. Harpy. How about airplanes? 

Mr. Havmanp. Yes; I have airplanes. 

Mr. Harpy. So you have gotten some airplanes for people, too / 

Mr. Havitanp. Yes. 

Mr. Harpy. But vou don’t recall any heating plants ¢ 

Mr. Havitanp. No. 

Mr. Harpy. You did get well into all of the electrical appliances ¢ 

Mr. Havinanp. That is right, everything Westinghouse carried. 

Mr. Harpy. Can you give the committee some idea as to the number 
of employees of the Tank and Automotive Center that developed into 
customers of yours in this proposition ¢ 

Mr. Havitanp. I think Mr. Sprague has a list of that. 

Mr. Casey. Did you bring any records with you, Mr, Haviland / 

Mr. Havinann. Yes. 

Mr. Casey. You have vour records there? 

Mr. Havinanp, Sure. 

Mr. Casry. Could you give us the list of people who bought things 
through you and what they paid for them, and what the articles were? 

Mr. Havinanp. I think so. 

Mr. Horrman. These are all Government employees you are talk- 
ing about ? 

Mr. Casey. I want it confined to Government employees. 

Mr. Havinann. You want it confined to Government employees / 

Mr. Casey. Yes. ; 

Mr. Havinanpn. T thought I had it with me. 

Mr. Casry. Did vou keep separate books for these transactions / 

Mr. Havinanp. No; I ran it through our books and charged it to 
my account. 

Mr. Casey. Let me get this straight. You bought the stuff and 
charged it to your account 4 

Mr. Havinanp. That is right. 

Mr. Casry. How did you pay for it? 

Mr. Havinvnp. I paid for it through the company. 

Mr. Casry. Monthly ¢ 

Mr. Havinanp. Every 10th of the month, sure. 

Mr. Casry. When did you get the money from the people you 
bought it for / 

Mr. Havinanp. Sometimes before and sometimes at the time of 
delivery. 
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Mr. Casey. Any time did you ever deliver anything without get- 
ting money for it / 

Mr. Havitanp. Not more than a matter of 48 hours that I ever 
recall of. 

Mr. Casey. How did you indicate on your records that you had 
been paid for it? 

Mr. Havitanp. Just remembered it. 

Mr. Casey. Just remembered it / 

Mr. Havinanp. Sure. 

Mr. Casey. You made no notation on your records as to whether 
you got paid or not? 

Mr. Havitanp. No. 

Mr. Casry. Give us the list, please. 

Mr. Havinanp. There is H. V. Jones, J. Monsette. 

Mr. Casry. Wait a minute. What did Jones buy # 

Mr. Havinanp. He bought a Laundromat and a dryer. 

Mr. Casry. How much do they cost ? 

Mr. Havitanp. One was $225 and T think the dryer was $175.20, 

Mr. Casey. How much of a discount did he get on those things / 

Mr. Haviranp. That is what my cost. What it was billed at. 

Mr. Casry. You don’t know the list price? 

Mr. Havinanp. No, it didn’t interest me. 

Mr. Casry. I see. Go ahead. 

Mr. Havinanp. George Amber, Major Hodgson. 

Mr. Benprer. Who is George Amber? 

Mr. Havitanp. He is one of the component lab men. 

Mr. Benper. He has nothing to do with purchasing? 

Mr. Havitanp. Nothing at all. 

Joseph Worcheck. 

Mr. Sueciry. Mr. Chairman, may I suggest that as the witness 
gives the names of these men and what they bought, that he try to 
designate, if possible, what capacity he came in contact with them 
or what work they do? 

Mr. Harpy. I might say to the committee that this is a pretty long 
list and I think it might be simpler if we just get Mr. Haviland to 
submit this list for the record, and tell us at this point the number of 
employees at the Tank and Automotive Center. If you will do that, 
Mr. Haviland, I think it will save time. 

Mr. Havinanp. Suppose we count them first and I will give you 
the names. ' 

Mr. Harpy. All right. If you will count them first and give us the 
number, and then submit the list for the record. (See exhibit 39.) 

Mr. Havinanp. I count 26. G. E. Robertson, David Walker, 
George Helm, L. Hafner, M. Scilken, J. Ross, B. Schechey, E. Siasca- 
wiez, Mrs. Edwards, S. Mazur, W. Skabiak, J. Hallick, J. Sipe, H. 
Springel, A. Dixon, W. E. Ammis, Colonel Jergens. 

Mr. Harpy. Do I understand that you kept no record at all as to 
when these items were paid for or the methods by which payment 
was made? You depended solely on your memory in connection with 
that ? 

Mr. Haviianp. That is right, and the man’s honesty and integrity 
to pay for it, which he did. 

Mr. Casry. Did you know most of these people ? 
Mr. Havinanp. Oh, yes: some of them I didn’t know, though. 
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Mr. Casry. You didn’t know whether they were honest or not? 

Mr. Havianp. I took the fellow’s word for it that ordered from me. 

Mr. Horrman. You mean to say you will sell anyone something 
at wholesale price and trust your memory, and his honesty, to get 
your money 4 

Mr. Havitanp. That is right, because I didn’t do much of it. 

Mr. Horrman. You mean the business with the Government would 
take care of any loss you made that way 4 

Mr. Havitanp. No: absolutely not. 

Mr. Horrman. I guess I don’t understand it then. Was it your 
practice to get for anyone who happened to come along. at wholesale 
price, what he wanted / 

Mr. Havinanp. Absolutely not. 

Mr. Horrman. How did you determine who you were going to 
deal with ¢ 

Mr. Havinanp. The ones that asked me. 

Mr. HorrmMan. Suppose some stranger came along 4 

Mr. Havinann. Then I would refuse him. 

Mr. Horrman. Then he had to be somebody on the Government 
payroll or somebody you were doing business with ? 

Mr. Havinanp. Some of my own employees in my own shop I 
bought a lot of things for them. 

Mr. Horrman. You knew them. How did you pick your employ- 
ees, or Was it somebody you were doing business with before / 

Mr. Havinanp. No; L used my own judgment. 

Mr. Horrman. You had some standard. Why don’t you tell us 
what it is? 

Mr. Havinanp. No; I didn’t. 

Mr. HorrmMan. There isn’t any fellow going to sell to every Tom, 
Dick, and Harry and not make a book entry, without m: aking a finan- 
cial entry ¢ 

Mr. Havinanp. That is what happened. 

Mr. Horrman. Don't tax our credulity. 

Mr. Benper. The witness testified he was making friends and creat- 
ing good will. 

‘As big-hearted as vou are. George, you don’t buy things for people 
$30, $40). $50. $100 for some stranger who just comes along. 

Mr. Casry. Mr. Haviland, were there other employees that you 
helped get things for that are not on this list ? 

Mr. Havitanp. Not that I recall. 

Mr. Casey. Didn’t you get sick of this arrangement and actually 
give them some authorization to go down and buy direct through your 
name? 

Mr. Havirann. No. I did not. I told them where they could go. I 
told them to tell the fellow they knew me and they could get the things 
direct themselves. 

Mr. Casey. That is exactly what I asked you. 

Mr. Haviwanp. I gave them no authorization. 

Mr. Casey. Did you give them a card or something ? 

Mr. Havinanp. Once in a while they had a card or name of the firm 
so they could go down and buy it. They bought it direct. and paid 
for it. 

Mr. Casey. At the same discount you were getting ? 

Mr. Havmanp. That is right. 
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Mr. Casey. This thing mushroomed into such a large proposition 
you had to get out of it? 

Mr. Havivanp. That is right. It was driving me crazy. 

Mr. Harpy. You were making friends too fast # 

Mr. Havmanp. I don’t know whether you call it that or not. 

Mr. Benver. How much was that good will worth to you? 

Mr. Havinanp. I would say, oh, I don’t know, I think I owe a lot 
toward what I have done. 

Mr. Benver. You mean they became fast friends of yours and as a 
result of your having performed this service for them they in turn 
were looking out for you to do you a service 4 

Mr. Havitanp. Yes; I can cite an instance of that. My employees 
turned down the union because of that. 

Mr. Benper. I am not talking about the employees. I am talking 
about the Government people that purchased stuff at a discount from 
you and from whom you got contracts. 

Mr. Havitanp. Before we go any further let me explain that. My 
contracts at the time all of this association was taking place were 
sealed bids. Some I got and some I missed. 

Mr. RieuitMan. What has happened since that time? Are they all 
sealed bids ? 

Mr. Havitanp. Mine were all sealed bids when that program was 
going on. 

Mr. Rieutman. I didn’t ask you that. 

Mr. Havinanp. I think the only contract we have out of the United 
States Government today ,was a bilge pump development which we 
designed and developed by ourselves. We engineered it all the way 
through. I think we have a negotiated contract on that bilge pump 
at the present time which has a price readjustment and redetermina- 
tion in the article downward all the way upward 10 percent. Materials 
since the time it was negotiated have gone up about 18 cents. Out- 
side of that and some small purchase orders and other commitments 
that were taken in I can recall of none. 

Mr. Benner. You are manufacturers? 

Mr. Havitanp. Yes, sir. 

Mr. Benper. What items have you sold the Government? What 
do you manufacture ¢ 

Mr. Havitanp. Well, I could enumerate them singularly or I could 
tell you about the whole.electrical system that goes into the vehicle. 

Mr. Benper. For example, three or four items. 

Mr. Havinanp. Radio terminal boxes, junction boxes, bilge pumps, 
slip ring boxes, fire control boxes, all electronic controls. 

Mr. Benver. What competition do you have in that field? 

Mr. Havinanp. Oh, we have various electrical manufacturers. 
Some in Chicago, Bogg Electric in New Jersey, Packard Manufac- 
turing in Indianapolis, Ind.; Westinghouse. 

Mr. Benper. Are any of these concerns in a position to meet the 
specifications that are required, or are the specifications such that 
your competition just fades away ¢ 

Mr. Havinanp. No; they are on bids. Anybody can make them to 
the specifications, sir, if they want to make them. 

Mr. Benver. Who makes out the specifications? Who determines 
the item ¢ 
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Mr. Havitanp. Originally on stuff that we design and develop, we 
go along with the Ordnance and tell them what we think the spec 
should be. 

Mr. Horrman. Then Ordance comes in and adopts your specifi- 
cations and nobody else can make them ? 

Mr. Haviwanp. If I can make them, anybody can make them. 
The specifications are the same for anyone. 

Mr. Horrman. Don’t you know that one of the ways that con- 
tracts are procured with the Government is to have specifications 
so written as to favor a particular bid especially on laundry ma- 
chinery? Did you know that most of the purchasing of laundry ma- 
chinery for the Navy goes to three contractors ? 

Mr. Haviranp. No. I will tell you this: Anybody that has a 
tool shop can make the parts. 

Mr. Casey. Your original purpose was to manufacture stuff hard 
to get? 

Mr. Havitanp. That is right. 

Mr. Casey. Is that the reason for the name of the company ? 

Mr. Havitanp. That is right. 

Mr. Casry. Has that purpose continued ¢ 

Mr. Havinanp. Yes, sir. 

Mr. Casey. Your main objective is to produce things for the Gov- 
ernment that the Government finds it hard to get elsewhere ? 

Mr. Havinanp. That is right. 

Mr. Casry. So they are things competition is very limited on? 

Mr. Havinanp. It is limited only to the extent that the other fel- 
low, or my competitor doesn’t want to do it. 

Mr. Casry. You selected items that are hard to get? 

Mr. Horrman. And he draws the specifications for them ? 

Mr. Havitanp. No, I don’t. 

Mr. Horrman. That is what you said a moment ago. You said 
you sent the specifications to the Government. 

Mr. Havinanp. On the items we design and develop we do. 

Mr. Horrman. If you let me draw the specifications I will get all 
the orders. 

Mr. Havinanp. You are barking up the wrong tree because it is 
not so. 

Mr. Horrman. No, I am not. 

Mr. Havinanp. Yes, you are. 

Mr. Horrman. I have got the coon up that one. 

Mr. Havitanp. You’re without a gun and you can’t shoot him. 

Mr. Horrman. I may get him down. 

Mr. Havinanp. That is the basis of the thing. 

Mr. Casry. The very purpose of your company is to supply items 
where the competition is very limited ? 

Mr. Havinann. That is right, that is the way we started out. That 
was out basis for starting. Now that the items have come out of 
the 1 and 2 class and the budget is increased, it isn’t like it was in 
1947 or 1946 when you didn’t know whether you had enough money 
from one fiscal year to the next to make two parts of each. We are 
now in a position to make the items as well as the ones we fabricated 
one or two of in those days. . 

Mr. Casey. How much business do you do with the Government 
now in a year? 
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Mr. Havinanp. I don’t know. 

Mr. Horrman. Let’s have that and let’s find out how much he has 
in the plant. 

Mr. Havinanp. They should have it. I gave it to them. 

Mr. Meaper. You are a part owner? 

Mr. Havinanp. Yes. 

Mr. Meaper. Don’t you know what your business is? 

Mr. Havinanp. Certainly. 

Mr. Meaper. Don’t you have a general idea / 

Mr. Havinanp. Ruppman Welling over next door will give you 
a financial statement up to April. 

Mr. Casey. Will you supplv that to the subcommittee ? 

Mr. Havitanp. Sure, I will supply it to you. 

Mr. Benver. How much of an investment do you have in your 
business, you and your partner ? 

Mr. Harpy. We will get that in the statement. 

Mr. Havizann. You will get it in the financial statement. I couldn’t 
tell you the exact figures. I don’t — (See exhibit 40.) 

Mr. Harpy. I think perhaps we are attempting to request Mr. Havi- 
land to rely too heavily on his memory for those things. 

Mr. Horrman. Do you think it is ethical to extend favors to Fed- 
eral employees who have the awarding of contracts or drawing of 
specifications under their control in or der to obtain their good will? 

Mr. Havitanp. Well, it wasn’t done with that purpose. 

Mr. Horrman. No; I know. 

Mr. Havinanp. I don’t think it is. In fact, Mr. Brewer asked me 
about that, and until the time he asked me about that I couldn’t see 
the connection. After he told me about that, I would see where it 
would lead to a little incriminating evidence. 

Mr. Horrman. Not incriminating evidence but special favor for 
the fellow who awards the contract. 

Mr. Harpy. Wouldn't you put good will you are building in that 
same category ? 

Mr. Havitanp. The good will? 

Mr. Harpy. Yes. 

Mr. Havitanp. You see, I don’t know whether you fellows have 
ever been in business or not. Your business depends entirely, I would 
say, or 90 percent of it, depends upon your association with people 
and whether or not they lke you. 

Mr. Harpy. Now, do I infer from that that you consider that your 
business with the Tank and Automotive Center depends upon the 
good will that you have created with the people that drew these 
specifications and awarded these contracts / 

Mr. Havitanp. No, absolutely not. 

Mr. Benpur. Who was your good will with ? 

Mr. Havmanp. Everybody we have done business with. 

Mr. Horrman. Including the Government employees. 

Mr. Havitanp. The Government. 

Mr. Brenper. He does business altogether with the Government. 
That is his testimony. 

Mr. Havitanp. Now, the manner of the business, when you get it 
on a sealed bid there isn’t much anybody can do for you, believe me. 

Mr. Harpy. Unless you have something to do with the drawing of 
the specifications. 
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Mr. Havitanp. They have to come up to Ordnance standards. 
Ordnance standards are standards set up by the Ordnance Depart- 
ment. 

Mr. Casey. And the very people that are being favored by your 
company are setting up the standards. Why do you need good will 
when you are getting business on specifications / 

Mr. Havianp. Because when I started I was very small and I have 
grown. Ihave worked hard to do it. 

Mr. Casey. By the good will or by the sealed bids # 

Mr. Havinanp. By both. 

Mr. Cassy. Well, don’t you see if you are getting your business on 
sealed bids, there is no need of securing the good will of the procure- 
ment people out in Ordnance ? 

Mr. Havinanp. Certainly there is. 

Mr. Casry. Why?’ 

Mr. Harpy. They might throw your bid out. 

Mr. Havinanp. I don’t know that they would throw it out for you. 
They might. They might not. It would depend on whether the con- 
tract could be thrown out. If the contract isn’t written out they can 
throw them out. They do that for everybody. 

Mr. Casey. Most of these people you were procuring items for were 
in the Procurement Division of the Tank-Automotive Parts Center, 
were they not / 

Mr. Havinanp. I would say so. 

Mr. Casey. Were there some price analysts included in the group ? 

Mr. Havinanp. I used to have a lot of arguments with a guy named 
Monfette. I called him “Too Much Money Monfette.” 

Mr. Casey. You have gotten quite a few things for Mr. Monfette? 
Mr. Havinanp. Yes. 

Mr. Harpy. Did you find him any easier to do business with after 
mu got things for him ? 

Mr. Havitanp. No, that didn’t help matters any. 

Mr. Casey. Isn't it true with respect to Mr. Monfette you pro- 
cured a laundromat for $216, a dryer for $209, a stove for $190, and 
a television set for $206 ? 

Mr. Havitanp. That is right. 

Mr. Horrman. It didn’t help matters any you said ? 

Mr. Havitanp. Not as far as price negotiations. 

Mr. Horrman. Did it on the specifications ? 

Mr. Havinanp. He didn’t have anything to do with them. 

Mr. Horrman. For instance, you take office furniture and steel. 
Don’t you know that if the specifications of one company are pre- 
pared to make a particular chair or a table or a desk, and the specifica- 
tions are drawn to fit that product, for instance, the turning of the 
top or fastening of a leg on the chair, that if the specifications come out 
that way, that other people who manufacture just as good or perhaps 
better articles can’t meet the bid at the same price as the company is 
prepared to make it ? 

Mr. Havitanp. Well, you are talking about standard commercial 
items. Iam talking about parts. 

Mr. Benper. That is where the versatility comes in. 

Mr. Havmanp. We are making special parts, not chairs or tables. 

Mr. Horrman. You are making something that has specifications 
attached to the bid ? 
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Mr. Havinanpb. Everything made or bought has specifications at- 
tached to it. 

Mr. Horrman. I am trying to show that your statement that any- 
body can meet the specifications on an equitable basis isn’t true. 

Mr. Havmanp. It is true because other people are making the 
products. ; 

Mr. Horrman. If they can get the specifications describing the chair 
they are making, another company that isn’t making that chair with 
the turns and fastenings can’t meet that bid. 

Mr. Havitanp. Let’s talk about items I make. 

Mr. Harpy. Let’s talk about outlet boxes. 

Mr. Havinanp. There are other companies making those things. 
There might be an advantage to having round ones. 

Mr. Benper. Same things. 

Mr. Havinanp. That is right. 

Mr. Benper. Not round ones. 

Mr. Havitanp. That is right. We don’t have one source for making 
all these items. 

Mr. Harpy. There might be an advantage to round ones or octagon 
ones. 

Mr. Havinanp. We are talking about a part made to the blueprint. 
If they don’t come the same, the Ordnance inspection knocks them 
down. 

Mr. Harpy. I understand that. There might be an advantage to 
one company if they were made in octagon shape. It might be an 
advantage to another one if they were made in a round shape. That 
is from the standpoint of presses that they have set-up. I think we 
are belaboring this point and I don’t think we need to pursue it any 
further unless some member of the subcommittee has a pertinent ques- 
tion that they want to ask. 

Mr. Meapor. I wanted to know what Mr. Haviland’s discount was? 

Mr. Havitanp. On the items I bought? 

Mr. Meapor. On the items you bought for the employees of the 
Tank-Automotive Center ? 

Mr. Havinanp. It varies depending on how many you buy at a time. 

Mr. Meapor. Give me an example of what it is if you buy one? 

Mr. Haviianp. I think it would go from 20 to 30 percent. 

Mr. Meapor. What level do you buy at / 

Mr. Haviranp. We buy at what they call a manufacturer’s price. 

Mr. Meapor. It’s the manufacturer’s price ? 

Mr. Havinanp. Yes. 

Mr. Meapor. You pass that advantage, that discount over to these 
employees of the Tank-Automotive Center without taking anything 
yourself for handling it? 

Mr. Havinanp. That is right. 

Mr. Meapor. Would that be as much as 50 percent off on some items 
from what they would have to pay in a retail store? 

Mr. Havimanp. No. 

Mr. Harpy. Take a radio. You said 20 to 30 percent on certain 
radio models. The discounts to the distributors run up to 60 percent. 

Mr. Havinanp. That is right. It depends on whether you buy a 
carload lot, 1 at a time or 10 at a time. Ours were never in that cate- 
gory. Never was. Never had that many to buy. 
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Mr. Harpy. If you bought on the basis of a manufacturer's price 
you were buying at a lower price than the dealer who bought it 
through the distributor ¢ 

Mr. Havimanp. Not through Westinghouse. 

Mr. Harpy. You were buying from Westinghouse supply ¢ 

Mr. Havivanp. That is true. 

Mr. Harpy. If you were buying from Westinghouse supply you 
were buying at the dealer's price / 

Mr. Havinanp. A manufacturer’s price for manufacturers, and 
dealer’s price to dealers. 

Mr. ~ sey Manufacturer’s price and then if you were buying at 
a manufacturer’s price you were perhaps getting a little better deal 
than the average dealer got. 

Mr. Haviianp. No, 1 don’t think so because I could send some of 
my boys to Basso Appliances when they called and asked for some- 
thing, and they got a better deal from Mike Basso than they could 
from me. I bought some from Basso cheaper than I could buy it 
from Westinghouse myself. 

Mr. Meaper. Your company is not incorporated, is it 4 

Mr. Havitanp. No, sir 

Mr. Meaper. What is it, a partnership? 

Mr. Havinranpb. Partnership. 

Mr. Mraper. You said you were part owner / 

Mr. Havinarp. That is right. 

Mr. Meaper. What percentage do you own? 

Mr. Havinanp. Half. 

Mr. Meaper. Who is the other partner ? 

Mr. Havinanp. My father. 

Mr. Mraper. Are you the manager of the business / 

Mr. Haviranp. That is right. I grew up with it. 

Mr. Meaper. If you are half owner of a partnership, how is it that 
you don’t have any idea, how is it that you don’t have the slightest 
notion how much business you do.in a year? 

Mr. Havinanp. If you seen me hopping around between here and 
Cleveland and the east coast trying to fulfill our commitments you 
would see I haven’t time to look after the paper work. My dad takes 
care of that. 

Mr. Meaper. You ought to have an idea of whether it is $100,000 
or $1,000,000 a year. 

Mr. Havimanp. It’s around $500,000. 

Mr. Meaper. Do you know about what capital you have invested / 

Mr. Haviianp. No, I don’t know. 

Mr. Mraper. How many employees do you have ?¢ 

Mr. Havinanp. I think the last count we had was seventy some. 

Mr. Meaper. Do you do a lot of this work by subcontracting it out 
to other people ? 

Mr. Havinann. We do it in our own place. 

Mr. Meaper. You do it all? 

Mr. Havinanp. Ninety percent of it. 

Mr. Mraprr. You perform all the operations on it? 

Mr. Havitanp. That is right. 

Mr. Harpy. Thank you, Mr. Haviland. 

(Thereupon the witness was excused.) 

Mr. Casry. Is Mr. Joseph Ardito here? 
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Joseph Ardito, was thereupon called as a witness herein, and having 
been first duly sworn, testified as follows: 


TESTIMONY OF JOSEPH ARDITO, PURCHASING AGENT, ORDNANCE 
TANK-AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Arprro. My name is Joseph Ardito, and I am purchasing agent, 
Ordnance Tank-Automotive Center. 

Mr. Casey. Mr. Ardito, what is your full name? 

Mr: Arpito. Joseph Ardito. 

Mr. Casey. Where are you employed ? 

Mr. Arpiro. Ordnance Tank-Automotive Center. 

Mr. Casry. In what capacity are you employed at the Tank-Auto- 
motive Center ? 

Mr. Arprro. Purchasing agent. 

Mr. Casry. Purchasing agent ? 

Mr. Arprro. Yes. 

Mr. Casey. As purchasing agent, what are your functions? What 
are your duties there ¢ 

Mr. Arprro. For the past year I have been working on winterization, 

Mr. Casry. On what? 

Mr. Arpiro. Winterization. 

Mr. Casey. Would you describe that a little more fully, please 

Mr. Arpiro. The winterization covers heaters, truck cabs for sub- 
zero temperatures, 

Mr. Casry. You actually negotiate the contracts or let the con- 
tracts covering winterization, do you? 

Mr. Arprro. That is right. 

Mr. Harpy. Mr. Ardito, he can’t get the nod of your head into the 
record. 

Mr. Arvrro. I work up the preliminaries. I don’t sign any 
contracts. 

Mr. Casey. You conduct the preliminary negotiations ? 

Mr. Arprro. That is right. 

Mr. Casey. Are they always negotiated contracts ? 

Mr. Arprro. Not always. 

Mr. Casry. Generally ? 

Mr. Arpiro. The heaters are but not the truck cabs. 

Mr. Casry. What function would you perform, for example, in 
connection with an advertised contract ? 

Mr. Arprro. | would prepare bids on an advertised contract. 

Mr. Casty. You would prepare the invitations? 

Mr. Arprvo. That is right. I have handled other items in the past 
but not within the past year or so. Only when my own load was down 
and I helped some of the other buyers out. 

Mr. Caszy. How long have you been with the Tank-Automotive 
Center? 

Mr. Arprro. I have been with the center since September. 

Mr. Casey. Before that? 

Mr. Arpiro. Since 1940. 

Mr. Casry. Since 1940 you have been connected with Ordnance ? 

Mr. Arprro. Quartermaster and then Ordnance. 

Mr. Casey. Here in Detroit? 

Mr. Arprro. That is right. 
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Mr. Casry. Have you been purchasing agent or in the purchasing 
end of the business the whole time ‘ 

Mr. Arvrro. Not all of that time. I have been in expediting and 
procurement since about 1941. ae 

Mr. Casry. When did you actually start purchasing ¢ 

Mr. Arprro. | think it was about 1948? 

Mr. Casey. 19487 

Mr. Arprro. 1947 or 1948. I don’t recall exactly. 

Mr. Casey. What is your salary at the present time. 

Mr. Arprro. $4,600. 

Mr. Casey. $4,600 ¢ 

Mr. Arprro. Yes. 

Mr. Casry. How long have vou had a salary of $4,600 ? 

Mr. Arprro. Since January. 

Mr. Casey. January of this vear / 

Mr. Arprro. That is right. 

Mr. Casty. What was vour salary before that / 

Mr. Arprro. $3,900, I think. Since 1946 it jumped from $3,600 
gradually up in grade and so on. 

Mr. Casry. From 1946 to January this vear your salary ranged be- 
tween $3,600 and $3,900 4 

Mr. Arprro. Up until January, ves. 

Mr. Casey. January this year? 

Mr. Arprro. T think it was $4,200 for a while. The Jast jump was 
up to $4,600, 

Mr. Casry. It’s been somewhere around $4,000 a vear ? 

Mr. Arprro. That is right. 

Mr. Casty. You have a bank account about which vou have been 
questioned by the committee investigators ¢ 

Mr. Arprro. That is right. 

Mr. Casry. Where is that bank account ? 

Mr. Arprro. I have two. I have one in the Commonwealth Bank 
and one in the Wabeek Bank. 

Mr. Casry. Wabeek Bank ? 

Mr. Arprro. That is right. 

Mr. Casey. First, with respect to your account in the Wabeek State 
Bank. Were you shown a photostatic copy of that account by com- 
mittee investigators ¢ 

Mr. Arprro. Yes, was. [alsoshowed them my book. 

Mr. Casry. Were you questioned with respect to three sizable de- 
posits in that bank account ? 

Mr. Arprro. That is right. 

Mr. Casry. Those deposits were one of $500 on October 11, 1947? 

Mr. Arprro. Yes. 

Mr. Casry. And could you now give us the explanation you have 
for that deposit ? 

Mr. Arprro. I told them there was no explanation required inasmuch 
as I kept money around the house, because I was working overtime 
and couldn’t get to the bank. I only went to the bank to make my 
deposits when I could get there. I also explained that the other de- 
posits they questioned was $2,290, and TI explained the fact that that 
— spread over a period of, I think, 19 months from one deposit to 
the next. 
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Mr. Casey. $2,290 was deposited, according to the record in front 
of me, on May 28, 1949. I presume you mean the 19 months’ period is 
from the time the $500 was deposited ? 

Mr. Arprro. From the previous actual deposit from then until the 
next deposit. I think there is a longer period, in fact. 

Mr. Casey. October 11, 1947, to May 28, 1949. 

Mr. Arprro. There is only one other deposit which was the actual 
sale of my car. I think it was $1,300 or $1,400. I don’t recall what it 
was. That was a check, I believe, I got from my car. 

Mr. Casry. Has that any relationship to this account? 

Mr. Arprro. It shows in one of those accounts. I don’t know which 
one. 

Mr. Harpy. Mr. Ardito, do you get paid by check or cash ? 

Mr. Arprro. Check. 

Mr. Harpy. By check ? 

Mr. Arprro. Yes, sir. 

Mr. Casey. Now, in your account with the Commonwealth Bank 
there is a deposit of $1,386.48. 

Mr. Arprro. That is the check I got for selling my car. 

Mr. Casry. September 26, 1949. 

Mr. Arpito. Is that September? 

Mr. Casry. September, 1949. 

Mr. Arpiro. That is 1948, I believe. 

Mr. Casry. That is right. August 31, 1948. 

Mr. Arptro, That is right. I sold a Plymouth that I had. 

Mr. Casry. You put the deposit in the Commonwealth Bank ac- 
count ¢ 

Mr. Arprro. That is right. 

Mr. Casry. So that the sale of this car had no connection with the 
$2,290 deposit ¢ 

Mr. Arpiro. No, because I had two cars at that time. I held one 
for 2 or 3 weeks after 1 bought a new one to get a better price. 

Mr. Casry. Where did you buy the car? 

Mr. Arpiro. I bought a car in 1948 from Gratiot Chevrolet. 

Mr. Casty. How do you spell that ? 

Mr. Arprro, G-r-a-t-i-o-t. 

Mr. Casey. Did you buy any cars from the Grissom Chevrolet Co. ? 

Mr. Arpiro. I bought two. 

Mr. Casey. ‘Two from the Grissom Chevrolet ? 

Mr. Arprro. One in 1949 and one in 1950. 

Mr. Casey. How did you pay for those cars at the Grissom Chev- 
rolet ? 

Mr. Arprro. Cash. 

Mr. Casey. Not check ? 

Mr. Arprro, No. 

Mr. Casey. Just straight cash ? 

Mr. Arprro. I haven’t had a checking account since before I went 
in the Army. 

Mr. Casey. Getting back to this $2,290 deposit. Do I understand 
that over the period of 19 months you accumulated money around the 
house before you made that deposit ? 

Mr. Arprro. That is right. I got some insurance rebates from my 
GI insurance. 
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Mr. Casry. Now, wait a minute. How much did that amount to? 

Mr. Arprro. I don’t recall. I think it was around three or four 
hundred dollars. 

Mr. Casey. When was that received ? 

Mr. Arprro. I don’t know the date. 

Mr. Casey. So that this deposit of $2.290 was an accumulation of 
savings in the house? 

Mr. Arprro. That is right. 

Mr. Casry. You made a deposit in the Commonwealth Bank of 
$500 in September, 1949. What was that amount for, what is the 
explanation of that deposit / 

Mr. Arprro. I don’t recall. It may have been my State bonus from 
the service because $500 was the maximum amount. I don’t know just 
what the date was but I got the maximum. 

Mr. Casry. This original $ $500 item in 1947 was also an accumula- 
tion of money around the house? 

Mr. Arprro. It could have been. It could have been-money I had 
when I came back from service or other things. 

Mr. Harpy. When did vou come back from the service? 

Mr. Arprro. In January 1946, or February, rather. 

Mr. Harpy. February 1946. It wouldn’t have been very likely 
that you would have held an accumulation of money for 19 months 
before making a deposit. would it’ 

Mr. Arprro. It would. T have done that in the past. 

Mr. Casey. What is vour domestic situation, Mr. Ardito’ Are 
you married ? 

Mr. Arprro. Now T am, yes. 

Mr. Casey. When did you marry / 

Mr. Arprro. November. 

Mr. Casry. November last year? 

Mr. Arprro. That is right. 

Mr. Casry. There is a deposit here of $900 in February of this 
year. Do you have any explanation for that deposit? 

Mr. Arprro. That is right. Five hundred dollars was what I got 
from my mother and father for a wedding gift. 

Mr. Casry. What was that? 

Mr. Arpiro. Five hundred dollars was a wedding gift from my 
mother and father, and $200 I got from my brothers ; for my part of 
their furniture and things that were left when I left my residence 
with them. The rest was money I had. 

Mr. Casry. You have refreshed your recollection of this since you 
were questioned by our subcommittee investigators, haven’t you? 

Mr. Arprro. I don’t think so. 

Mr. Casey. Didn’t you tell them you couldn’t explain that but it 
might have been a wedding present ? 

Mr. Arprro. I said some of it was wedding presents. 

Mr. Casry. Now, the fact is that your mother has a joint account 
with you in this Wabeek Bank, doesn’t she? 

Mr. Arprro. I made that joint account when I went in the Army 
so she could put in my allotments and so on for power-of-attorney 
purposes in case something happened to me. 

Mr. Casey. Who has been making these deposits all in relatively 
minor amounts? The largest one seems to be $12.50 in the last 3 or 
4 years? 
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Mr. Arprro. Those are interests that they dated back—those small 
amounts. I wouldn’t take time out to go to the bank for that and 
lose part of my leave. 

Mr. Casey. You have certain sizable withdrawals from the account, 
Mr. Ardito. What is the $2,000 withdrawal in September 1950? 

Mr. Arprro. That was a loan I made to my brother-in-law. 

Mr. Casey. That is Mr. Caldwell? 

Mr. Arprro. That is right. 

Mr. Casey. What was that loan for? 

Mr. Axrpito. At the time I made it I understood it was for buying 
some property over on Seven Mile and Chalmers. He had been in 
the automobile business, and at the time he wasn’t, and he wanted to 
get an option on something, the way I understood it, or some other 
deal he was working on. 

Mr. Casry. How did you make that loan to him’ Was it in cash ? 

Mr. Arprro, That is right. 

Mr. Casey. Did you get a note or anything back ¢ 

Mr. Arprro. Yes, I have a note. 

Mr. Casey. You have accumulated a considerable sum of money on 
a $4,000 a year salary, haven't you, Mr. Ardito? 

Mr. Arprro. You lose sight of the fact there was overtime in addi- 
tion to the base rate which doesn’t show there. I have put in a lot 
of overtime, and I think they were going to check the overtime and 
see what it was. 

Mr. Casry. Do you have any other source of income except your 
(zovernment salary / 

Mr. Arprro. According to my figures over 5 years, I have put in 
about $5,500 and I have taken out about $6,000. These are rough 
figures. I had a larger amount when I went in the service, and I had 
bonuses, and insurance rebates since I have come out. To me, that all 
adds up. 

Mr. Casey. You still have a balance in the Wabeek Bank of ap- 
proximately $2,000 ¢ 

Mr. Arprro. Somewhere in that neighborhood. 

Mr. Casey. And the Commonwealth Bank ? 

Mr. Arprro. IT think the other one is about $15 or so. 

Mr. Casry. And the other bank account is the one you took the 
$2.000 out to loan to your brother-in-law ? 

Mr. Arprro. That is right. 

Mr. Casey. Was it 82,000 or $2,500 that you loaned your brother- 
in-law ? 

Mr. Arprro. IT had loaned him some previous to that, and the note 
was for $2,500. I didn't have a note on the rest of the amount because 
it wasn’t too much. 

Mr. Casey. In connection with this $2,500 I understand you to 
stute that that was to enable your brother-in-law to purchase some 
business property in connection with the automobile business he had? 

Mr. Arprro. That is what I understood at the time. Whether he 
did or not, I understand now he used it for another purpose. If I Jet 
you or anyone else take some money, regardless of what you do with 
it. the fact I loan you the money and have a note, that is all I am 
interested in. 

Mr. Casey. When was the first time you found out he didn’t use 
the money for what vou thought he was going to use it for? 
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Mr. Arprro. When Mr. Sprague read a statement that he used it on 
a house. 

Mr. Casry. Do you see your brother-in-law from time to time? 

Mr. Arprro, Not very often. I saw him today. He is here. 

Mr. Casey. Until it was brought to your attention by the General 
Accounting Office, you didn’t know he hadn’t purchased this business 
property ¢ 

Mr. Arprro. That is right. I took their word from some statement 
they had. That is the first I knew about it. 

Mr. Casey. Do you know Joseph Wiesner ¢ 

Mr. Arprro. I met him two or three times. 

Mr. Casrty. What is his connection ¢ 

Mr. Arvrro. He came in to check on some bids or some dealings at 
the office. 

Mr. Casry. Who is he with? 

Mr. Arpiro. He is with Fairchild Engineering. 

Mr. Casey. Fairchild Engineering Co. ? 

Mr. Arpiro. That is right. 

Mr. Casey. They do business with the Tank-Automotive Parts 
Center ? 

Mr. Arprro. I don’t know whether they do it directly or not. 

Mr. Casgy. They, in fact, supply, parts to someone that does do 
business with the Automotive Parts Center ? 

Mr. Arpito. I know they do that. I don’t know whether they have 
any direct contracts or not. 

Mr. Casey. Do vou know Mr. Wayne Campbell ? 

Mr. Arpiro. Yes: I do. 

Mr. Casey. Have you had some conversations with Mr. Campbell 
relative to this $2,500 transaction ¢ 

Mr. Arprro, I think at the time my brother-in law called me he was 
around and IT mentioned the fact to him. 

Mr. Casry. Let me get that. Be more explicit. What do you mean 
he was around? At the time your brother-in-law asked you for this 
$2500 4 

Mr. Arprro. He called me at the office. 

Mr. Casry. Who did ¢ 

Mr. Arprro. My brother-in-law. 

Mr. Casry. And asked vou for it ¢ 

Mr. Arprro. He asked me over the phone whether I could Jet him 
have the money. 

Mr. Casry. What did you tell him? 

Mr. Arprro. I said, “] would think it over.” 

Mr. Casey. What is Campbell's connection ? 

Mr. Arprro. He was probably there and heard me talking about 
1u: 

Mr. Casry. What do you mean he was probably there? Do you 
know if he was there or not / 

Mr. Arprro. He was there quite a bit. Out at the office they were 
doing business with us and submitting bids and so on. 

Mr. Casry. What is Campbell’s connection? Who is he with? 

Mr. Arprro. He is with United Auto Electric Co. 

Mr. Casey. United Auto Electric Co. ? 

Mr. Arrrro, That is right. 
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Mr. Casey. They do business with the Fairfield Engineering Co. ? 

Mr. Arprro. I think they make some of their parts for them. 

Mr. Casey. Now, have you had some conversations recently with 
Mr. Campbell relative to this $2,500 transaction / 

Mr. Arprro. I asked him, “What the hell it was all about.” 

Mr. Casey. When was that ¢ 

Mr. Arpiro. I saw him about a week ago. I was going in to eat 
and he was in there just leaving. 

Mr. Casey. You asked him, “What the hell it was all about?” 

Mr. Arprro. Yes. 

Mr. Casey. What did he say / 

Mr. Arvrro. He said he cant talk to me. 

Mr. Casey. He can’t talk to you. 

Mr. Arvrro. He was on his way. He was ina hurry; so I had my 
lunch and went back to the office. 

Mr. Casry. He gave you no explanation of what his part was in 
this $2,500 transaction ¢ 

Mr. Arprro. There was no time. 

Mr. Casey. Have you ever made any other efforts to get in touch 
with Mr. Campbell to find out ¢ 

Mr. Arprro. Not necessarily. 

Mr. Casey. I didn’t ask you necessarily. I asked if you did it. 

Mr. Arprro. I talked about business. 

Mr. Harpy. You have had no conversations with Mr. Campbell 
about this $2,500 transaction within the past 2 weeks? 

Mr. Arprro. That is right. 

Mr. Casey. How about Mr. Wiesner: have you talked to him about 
it / 

Mr. Arprro. No; I haven't. 

Mr. Benper. How did you happen to ask Mr. Campbell about the 
$2,500 when you saw him coming out of the restaurant? What did 
he have to do with this $2,500 ? 

Mr. Arprro. They told me; they read a statement, Mr. Sprague, 
I think, that Wiesner said I borrowed that to buy a house, and that 
Campbell said something else. I don’t recall what it was that it was 
for this spending deal of my ne in-law’s. That is all I knew 
about it when they read that. I still don’t know whether that state- 
ment was signed by Wiesner or not. They just read it to me. 

Mr. Casry. We propose to call Mr. Wiesner and Mr. Campbell, 
too, and we will straighten the record out on that with them. So, 
as far as you are concer rned, the $2,500 loan you made to your brother- 
in-law was a transaction involving yourself and your brother-in-law ? 

Mr. Arpiro. That is right. It was strictly between us. Sort of 
a family assistance. 

Mr. Casry. Do you expect to get the money back? 

Mr. Arprro. Certainly. 

Mr. Casey. Does the note specify any particular time for payment ? 

Mr. Arpito. No. 

Mr. Casrx. Have you ever asked him for the money back ? 

Mr. Arpiro. No. 

Mr. Casey. Did you give it to him in cash ? 

Mr. Arprro. He went down to the bank and got the $2,000 out for 
me, and the other T had given him previously because I couldn't get 
over there. T was busy. 
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Mr. Casry. He withdrew the $2,000 for you? 

Mr. Arprro. He came up to the office and I gave him my book and 
he went down. He made out the slip. 

Mr. Casry. Was that the only authorization the bank had to give 
him the $2,000 out of your account was your book ? 

Mr. Axprro. I don’t recall whether my mother went over with 
him or not, or whether I called the bank, but he got the: money him- 
self. He came up and got my book. 

Mr. Brenver. Have you ever been out with Mr. Campbell socially ? 

Mr. Arprro. Yes; I have. 

Mr. Benper. Have you ever been to the horse races with him? 

Mr. Arprro. No. 

Mr. Benper. Did you ever go out to any night clubs with him? 

Mr. Arprro. I was at some golf clubs with him as a party on a pur- 
chasing agents’ golf tournament. 

Mr. Harpy. That is the only time you have ever been to a night 
club with him ? 

Mr. Arpiro. I have been to lunch with him. 

Mr. Harpy. Did you ever go to Canada with these folks and have 
some poker parties there ¢ 

Mr. Arprro, Not with them. I went with my own group at the 
office. I don’t play poker myself. 

Mr. Casry. At the time you made these sizable deposits, what was 
your living arrangement at home / 

Mr. Arprro. I shared the upper flat of my father’s house with two 
brothers and a sister. 

Mr. Casey. During this period you purchased one or more cars ? 

Mr. Arprro. One at a time. 

Mr. Casey. One at a time? 

Mr. Arpiro. Yes. 

Mr. Casey. How many cars have you owned in the last 3 years? 

Mr. Arprro. Three years, three cars. 

Mr. Casey. Three cars ? 

Mr. Arprro. Yes. 

Mr. Casey. Do you own one now ? 

Mr. Arprro. That is right. 

Mr. Casry. What kind of car do you have now ? 

Mr. Arprro. Chevrolet. 

Mr. Casey. Where did you get that one? 

Mr. Arpito. P. L. Grissom. 

Mr. Harpy. Why didn’t you go back to the place where you bought 
the other one / 

Mr. Arprro. I could get a better price. 

Mr. Harpy. You got a better price from Grissom ? 

Mr. Arprro. That is right. 

Mr. Harpy. How does that happen? 

Mr. Arprro. They don’t all give you the same prices. 

Mr. Harpy. You got a better trade-in ? 

Mr. Arprto. That is right. 

Mr. Meaver. How much better, Mr. Ardito? 

Mr. Arprro. I don’t know. $25 or $50. It varies with the indi- 
vidual you deal with. 

Mr. Mraprr. Did you try to get it somewhere else so you could 
get a comparison ? 
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Mr. Arprro. I called a few: yes. The only reason I went back is 
because I raised hell because they charged me so much difference for 
the one before that. 

Mr. Casey. How did you expect to get a better price there if they 
charged you too much the first time ? 

Mr. Arprro. That is what I was squawking about. I said I 
wanted a better deal than I had before. He said he would talk it 
over and they would let me know. 

Mr. Harpy. Did they allow you as much for your car as you paid 
for it to start with? 

Mr. Arprro. I think so, 

Mr. Harpy. You got more for your car than you paid, and you 
thought then you paid too much? 

Mr. Arprro. I mean the difference between the one I had before 
that, between the 1948 and the 1949 I paid over $500. 

Mr. Casey. What connection do you have with contracts between 
the Automotive Parts Center and P. L. Grissom Co. ¢ 

Mr. Arprro. Well, I have had some of theirs on bids. They bid on 
some of the items I have had out. Most of my contracts were from 
advertised bids prior to my working on winterization. 

Mr. Casey. Does P. L. Grissom have anything to do with the work 
on winterization ¢ 

Mr. Arprro. No, sir. 

Mr. Casry. Is that work on winterization connected with any par- 
ticular small group of companies? 

Mr. Arprro. On the heaters it is confined to two sources, 

Mr. Casry. What are the two sources / 

Mr. Arprro. Stewart-Warner Corp. and Perfection Stove Co. 

Mr. Casey. What about on the tops? 

Mr. Arprro. The tops, that is, oh, I'd say, I've got about a dozen 
different contractors making the various tops. 

Mr. Casry. Do you know of the Metro Engineering Co.? 

Mr. Arprro. I have got some contracts with them. 

Mr. Casey. Do you know the O’Haire Bros. ? 

Mr. Arpitro. I have met them at the office. 

Mr. Casey. As representatives of Metro / 

Mr. Arprro. That is right. 

Mr. Casey. Have they done some contracting with you 4 

Mr. Arprro. Not necessarily. They just pick up the forms and 
Lring the bids into me. Most of my stuff 1s in writing back and 
torth to the company. 

Mr. Benper. Do you know Mr. Cobb socially? Has he ever been 
ut your home or at a party with other purchasing agents with Mr. 
Campbell ? 

Mr. Arprro. Yes; I have played golf with him on the purchasing 
agents association meets, and they dropped into my house New Year’s 
Kve for a drink. I have open house and I invite everybody over. 

Mr. Casry. Mr. Campbell is with the C. & K. Supply Co. ? 

Mr. Arprro.* That is right. 

Mr. Casry. What do they do? What is their connection with the 
Tank-Automotive Center? 

Mr. Arprro. None that I know of. 

Mr. Casey. What was your association with Campbell that he hap- 
pened to be in your office so much ? 
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Mr. Arprro. He was with the United Auto Electric at that time. 
C. & K. is something else. ' 

Mr. Casey. They were doing business with the arsenal or with 
people that were doing business with the arsenal ? 

Mr. Arvrro. Who is that? 

Mr. Casey. United Auto Electric? 

Mr. Arpiro. Yes. 

Mr. Casey. In fact, the Fairfield Engineering and United Auto 
Electric Co. and P. L. Grissom are all in that chain whereby the Gov- 
ernment purchases Studebaker parts? 

Mr. Arprro. I don’t know. I know that P. L. Grissom bids on the 
parts. I know that Studebaker dealers won’t bid on them and Stude- 
baker Corp. won't bid on them. That is as far as I go on it. 

Mr. Casey. You don’t know that P. L. Grissom procures them 
through United Auto Electric? 

Mr. Arprro. I don’t know where they get them. The same reason 
I don’t know where Chevrolet or General Motors get their materials 
or parts. Maybe froin one or a dozen sources. 

Mr. Casey. Have you ever received any of this money you depos- 
ited in the bank from any of the people you are doing business with ¢ 

Mr. Arpiro. No; I haven't. 

Mr. Benper. Is Mr. Campbell here now ? 

Mr. Casey. He was here this morning but he left. 

Have you ever borrowed any money from any company you have 
been doing business with? 

Mr. Arprro. No: I haven’t. No need to. 

Mr. Casry. Did you discuss this matter with Mr. Caldwell, this 
matter of the $2,500 transaction with your brother-in-law after you 
were questioned by Mr. Sprague é 

Mr. Arprro. Yes; he called me and wanted to know what it was all 
about. 

Mr. Casey. What did you tell him? 

Mr. Arprro. I said it was nothing to worry about because I told 
them what happened. 

Mr. Casry. Was he worried? 

Mr. Arprro. He may have been. 

Mr. Harpy. That is hardly an answer. He may have been. 
Couldn’t you tell whether or not he was? 

Mr. Arprto. I can’t tell if you are worrying about anything. 

Mr. Harpy. I think you might have more trouble telling whether I 
am worrying about something than your brother-in-law if he calls you 
in connection with this matter. 

Mr. Arprro. It may have been of some concern to him. He thought 
maybe there was some money reason for it that I should worry about 
it or he should, but there is no reason why either one of us should 
worry about it. 

Mr. Casey. Did you buy a house, yourself, recently # 

Mr. Arpiro. Yes. 

Mr. Casry. How much did you put down on that house? 

Mr. Arprro. I had $1,300 or $1,400. 

Mr. Harpy. Don’t you remember ? 

Mr. Arpiro, No; we had some things that came up at the last minute 
that involved a little more money that I talked over with them. 
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Mr. Harpy. How long ago was that? 
Mr. Arviro. About a year ago. 

Mr. Casey. July 1950? 

Mr. Arpiro. Yes. 


Mr. Casey. Does that explain the withdrawal of $1,400 on July 8, 


1950? 

Mr. Arpito. That is right. 

Mr. Casey. So this loan- of $2,500 to your brother-in-law was in 
September 1950? 

Mr. Arprro. Approximate time. He went down to get the money 
whatever the entry shows. 

Mr. Casey. You lent him more money to put on a house than you 
put down yourself? 

Mr. Arprro. I didn’t need any more. I didn’t know at any time he 
was going to use it on a house. 

Mr. Casey. How much did you pay for vour house ? 

Mr. Arprro. Around $9,500. 

Mr. Casey. How did you finance the rest of it, through a GI loan? 

Mr. Arprro. I took over this GI mortgage the other party had. 

Mr. Casey. So the only explanation for this $2,290 was money that 
was accumulated around the house, and you didn’t have time to deposit 
it over a 19 months’ period ? 

Mr. Arprro. I always keep money around the house to keep from 
going toa bank. Now I live in Royal Oak and my bank is downtown, 
and at the time I worked at the arsenal I didn’t see any sense in wast- 
ing $8 or $10 to get a few pennies interest. 

r. Casey. J)on’t you think it is unusual for a Government em- 
ployee making $3,900 to accumulate $2,290 around the house ¢ 

Mr. Arprro. No; I don’t think so. I have always been that way. 

Mr. Suetiry.. Where did you keep it around the house ? 

Mr. Arprro. In my dresser. When I was making $90 a month I 
was saving money and I am saving money now. 

Mr. Casry. Where did you keep it around the house? 

Mr. Arprro. Under my “socks and shorts. 

Mr. Casey. The whole $2,290? 

Mr. Arprro. That is right. The part I didn’t have with me. 

Mr. Casey. In the bureau drawer? 

Mr. Arpito. That is right. 

Mr. Casey. Did you ever receive any money from Mr. Wayne Camp- 
bell ¢ 

Mr. Arprro. No. 

Mr. Casey. Do you have any explanation to give this subcommittee 
of the reason why Mr. Wayne Campbell should be involved in this 
transaction between yourself and your brother-in-law ? 

Mr. Arvrro. As I said, he may have talked to me about it when my 
brother-in-law called if he was at my office. Otherwise I wouldn’t 
know of any other reason. That is possibly the reason. 

Mr. Casry. Why would Mr. Campbell, who is a representative of a 
company doitig business with the Government, discuss a personal 
transaction between you and your brother-in-law / 

Mr. Arprro. Like I told Sprague there, I may have mentioned the 
fact to him if he wanted to go into a sideline maybe my brother-in-law 
was interested. I don’t know. 
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Mr. Casey. I don’t get that connection with your brother-in-law’s 
request to borrow $2,500 from you. 

Mr. Arprro. As I said I understood at the time it was to get the 
option on this property to go into the other business venture. Know- 
ing him as long as I have, and the fact he has been in and out of 
business on several times, I assumed he was going to do that. 

Mr. Casey. Now, this business venture that you speak about. What 

ras your brother-in-law’s business ? 

Mr. Arprro. Well, at that time he was working for an automobile 
dealer and he had been in the used-car business himself. 

Mr. Casry. So he had a used-car agency, did he ? 

Mr. Arpiro. Not at the time I loaned him the money. Prior to 
that he did. 

Mr. Casry. At the time you loaned him the money did he have any 
business of his own? 

Mr. -Arprro. Not an active business. 


Mr. Casey. Did he have an inactive business? . 
Mr. Arprro. Yes; he had a set-up for a business that wasn’t operat- 
ing. 


Mr. Casey. What kind of business was it set up for ? 

Mr. Arprro. It was intended to be a car rental service. 

Mr. Casey. How long had that been in existence ? 

Mr. Arpito. A couple of years, I think. 

Mr. Casey. It was this $2,500 that was to be used in connection with 
that car rental business? 

Mr. Arprro. Not that particular one. It was to get the option on 
some property. Whether he was going to use that system he men- 
tioned to me, I don’t know. 

Mr. Casey. It was in connection with the car rental business that 
he wanted the option ? 

Mr. Arpiro. That is what I thought. 

Mr. Casry. Didn’t he tell you when he asked you for the $2,500 
what he was going to use it for? 

Mr. Arpiro. I understood it was for that. We talked a few times 
about things when I visited him. Nothing formal, it was all informal 
conversation. 

Mr. Casry. You may have suggested to Mr. Campbell that if he 
was interested he might go into a business with your brother-in-law? 

Mr. Arvito. If my brother-in-law would be interested. I may have 
mentioned it to several people as far as that goes. I am trying to cite 
where I may have mentioned it to him. 

Mr. Casey. You don’t remember mentioning it to Mr. Campbell? 

Mr. Arprro. Not particularly but I say that may have been the 
time. 

Mr. Casry. Now, getting out of the realm of supposition and specu- 
lation. Do you remember anything about discussing this with Mr. 
Campbell ? 

Mr. Arprro. I may have discussed it with several people including 
him. 

Mr. Casey. Do you remember discussing it with Mr. Campbell? 

Mr. Arprto. I think I did, yes. 

Mr. Casry. You remember discussing this proposition with Mr. 
Campbell? 

Mr. Arprro. Yes. 
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Mr. Casry. Do you remember what that discussion was? 

Mr. Arprro. Not in detail. 

Mr. Casey. What was the tenor of it? 

Mr. Arpiro. Well, I am going back to when I think I had this phone 
call from my brother-in-law. Whoever was around I may have said, 
“There is a chance,” when I hung up the phone, I said “there is a 
chance for somebody that wants to go into business. » My brother-in- 
law got me for some > money. I don’t know whether I'am going to 
give itto him or not.” It took mea couple of weeks to decide, I think. 

Mr. Casry. W ~via you say you may have, how do you tie that u 
with what you say is your definite recollection of having discussed this 
with Mr. Campbell? Did you or didn’t you discuss it with Mr. 
Campbell ? 

Mr. Arprro. I will say “Yes.” 

Mr. Harpy. Just a minute, Mr. Ardito. T will call your attention 
to the fact you are testifying under oath. This subcommittee wants 
to be just as consiglerate as it can be but you are coming through with 
evasive answers and your answers are not consistent. 

Mr. Arvrro. I don’t see what is evasive. 

Mr. Harpy. When you say “I may have.” 

Mr. Arprro. When you talk to people all day long. 

Mr. Harpy. Don’t you know whether you talked to Mr. Campbell 
about this alleged loan ? 

Mr. Arprro. I told you two or three times I think I did. 

Mr. Harpy. You don’t know whether you did or not, is that correct ? 

Mr. Arprro. I said, I think I did. 

Mr. Harpy. Do you know whether you did or not? 

Mr. Arprro. Yes. 

Mr. Harpy. You did then? 

Mr. Arprro, Yes. 

Mr. Harpy. Then you don’t need the word “think” in there. 

Mr. Arpiro. Thinking is knowing, isn’t it? 

Mr. Harpy. No, sir; not in my book. 

Mr. Casey. Did you suggest to Mr. Campbell that he get in touch 
with your brother-in-law concerning the possibility of going into busi- 
ness with him ? 

Mr. Arprro. Would you say that again? 

Mr. Casry. Did you suggest to Mr. Campbell that he get in touch 
with your brother-in-law concerning the possibility of going into busi- 
ness with him / 

Mr. Arprro. I didn’t suggest that he get in touch with him. 

Mr. Casey. What did you suggest? 

Mr. Arprro. [ don’t know if I suggested anything. 

Mr. Casry. What was the discussion? You now definitely re- 
member that you had a discussion with Mr. Campbell. What was the 
discussion ¢ 

Mr. Arprro. It was merely mentioning the fact that my brother-in- 
law was trying to get some money from me for business. I may have 
said, “There is a chance for you to go into a business that he may be 
interested in.” ’ 

Mr. Harpy. What wasthat? A chance for you to what ? 

Mr. Arvrro. To talk to him if you are interested, that is all. 

Mr. Harpy. How did you expect him to be interested / 
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Mr. Arpiro. Well, anybody that is in business is interested in mak- 
ing money and looking for other ventures. 

Mr. Harpy. You were suggesting to Mr. Campbell that maybe he 
could become a partner with your brother-in-law ¢ 

Mr. Arprro. I suggested to him that he may be interested. I didn’t 
suggest that he contact my brother-in-law. 

Mr. Benper. Do you regard Mr. Campbell as an honorable man? 

Mr. Arprro. As far as I know. 

Mr. Benprr. How long have you been doing business with him‘ 

Mr. Arprro. Well, ever since T have been at the arsenal that I can 
remember. 

Mr. Benper. He represents two or three companies, is that right? 

Mr. Arprro. No; he only represents in business dealings with us 
the United Auto Electric. 

Mr. Benprer. How many times have you been out with him socially ¢ 

Mr. Arprro. Oh, not maybe more than a half a-dozen times. 

Mr. Benner. Half a dozen times this year or altogether ? 

Mr. Arprro. Oh, altogether I'd say. I was on a sleigh ride with a 
group from the club. 

Mr. Casery. I believe you testified that you didn’t know that your 
brother-in-law used this $2,500 for a new house until Mr. Sprague 
of the General Accounting Office brought it to your attention about 
a week ago? 

Mr. Arpiro. Whenever it was; yes. 

Mr. Casry. Do you know your brother-in-law bought a new house ¢ 

Mr. Arpiro. T know he bought a new house. 

Mr. Casry. Do you know anything about his financial circumstances 
at all? Your brother-in-law’s financial circumstances or did it seem 
strange to you he was buying a new house when he was borrowing 
$2,500 from you to go into a business? 

Mr. Arprro. Not particularly because he had a house at the time 
he was more or less trading off. That is what I gathered. 

Mr. Casey. Have vou been in this new house your brother-in-law 
has? 

Mr. Arprro. I was there once. 

Mr. Casry. How long ago? 

Mr. Arprro. Shortly after he got it. 

Mr. Casry. Was that about the time that you loaned him the 
$2.5002 

Mr. Arprro. No; I think that was after. 

Mr. Casey. Did you ever ask your brother-in-law whether he went 
through with the business deal or not ? 

Mr. Arprro. I hadn’t seen him. 

Mr. Casry. Weren’t you interested in what happened to the $2,500? 

Mr. Arprto. Not too much. I knew it was in good hands and I 
had my note for it. 

Mr. Harpy. Have you collected any interest on your note? 

Mr. Arprro. I think he sent me a check equivalent to what the bank 
would have given me. I don’t recall the amount. 

Mr. Harpy. When was that? 

Mr. Arprro. I don’t recall. Probably at the end of 6 months. I 
don’t recall exactly. 

Mr. Harpy. Don’t you know whether any interest is due on it now? 

Mr. Arprro. I haven’t bothered to check. 
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Mr. Casey. Mr. Ardito, do you know now that your brother-in-law 
put this $2,500 into a new house? 

Mr. Arprro. That is what they tell me from his statement. 

Mr. Casry. Haven’t you asked him whether or not he did? 

Mr. Arprro. No. 

Mr. Casey. You saw him today? 

Mr. Arprro. That is right. 

Mr. Casey. Haven't you had any conversation concerning this 
$2,500 ? 

Mr. Arprro. No. 

Mr. Casry. Notwithstanding the fact you have been questioned by 
committee investigators and your brother-in-law has been questioned 
by committee investigators only a week ago there has been no con- 
versation between yourself and your brother-in-law concerning this 
$2,500? 

Mr. Arprro. No; he was sitting on the other side of the room and 
I was inthe corner. I didn’t get a chance to see him. 

Mr. Casey. In this whole last 10 days there has been no conversation 
bet ween vou and your brother-in-law concerning this $2,500 ? 

Mr. Arprro. Not that. I called and asked him after they read the 
statement. 

Mr. Casey. What did you ask him ? 

a = Arpiro. [asked him what they wanted out of him. He told me. 

said, “Don’t worry about it.” 

os Casey. What did he tell you at that time concerning the $2,500? 
Did he admit he put it in a new house? 

Mr. Arprro. He said that is what he told them. 

Mr. Casry. He said that is what he told them. Do you know 
whether or not he put it in a new house or bought the business prop- 
erty with it / 

Mr. Arprro. I don’t know. 

Mr. Harpy. Just a minute. Have you sought the advice of an 
attorney in connection with your testifying before this committee ? 

Mr. Arprro. No, I haven't. 

Mr. Harpy. You have not discussed your testimony with an at- 
torney at all? 

Mr. Arprro. No. 

Mr. Harpy. You have not discussed the involved loan with any 
attorney ? 

Mr. Arprro. No; I haven’t discussed anything. 

Mr. Harpy. My purpose is raising this question was in connection 
with the fact that you are testifying under oath, and I just wanted you 
to be aware of the seriousness of any false statement that might be 
mace. 

Mr. Arvrro. My point is that I loaned him the money and I have 
the note for it. 

Mr. Harpy. Well, you are aware of the seriousness of making a 
false statement under oath. That is the only point IT wanted to be 
certain you understand. 

Mr. Arprro. That is right. 

Mr. Casry. Now, I think you stated that this $2,500 that was 
borrowed by your brother-in- -law was borrowed at different times? 

Mr. Arprro. Yes; he had owed me $500 and I let him take the other 
$2,000 that he went down to get. 
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Mr. Casey. In order to get back to the dates on this. Do you know 
whether it was in 1950, September 1950, that this transaction took 

lace 

Mr. Arprro. I think it was. 

Mr. Casey. As I understand it, this was a withdrawal of $2,000 in 
eash by your brother-in-law with your book ? 

Mr. Arprro. With my permission. 

Mr. Casey. How long prior to that time did he borrow the $500 ? 

Mr. Arprro. I don’t recall. 

Mr. Casry. Was it a matter of months? 

Mr. Arprro. I think it was. 

Mr. Casry. Or years? 

Mr. Arprro. Months, I think. 

Mr. Casey. Months? 

Mr. Arprro. [ am not sure. 

Mr. Casey. What did he borrow that $500 for ? 

Mr. Arprro. [ don’t know. 

Mr. Casey. Did he give you a note for that? 

Mr. Arprro. No. . 

Mr. Casey. Didn't he tell you what he wanted to borrow it for? 

Mr. Arprro. [ don’t remember. 

Mr. Casey. Are these the only two amounts of money that you have 
ever loaned your brother-in-law, Mr. Caldwell ¢ 

Mr. Arprro. I may have loaned him $10 or $20 now and then. I 
don’t recall. 

Mr.Casry. In order to make sure [ understand your position on 
this. It is to the effect that you have not verified from your brother- 
in-law, Mr. Caldwell, what he did with that $2,500 even since you have 
questioned by the committee investigators ? 

Mr. Arprro. I don’t think I discussed it. We talked about this and 
I told them they read me his statement. He said he told them every- 
thing that was right, and I said I told them the same thing. I said, 
“There is nothing to worry about.” I told them what I thought was 
right in my mind, and he told them what he thought was right. 

Mr. Suetiry. Just a couple of questions, Mr. Chairman. Do you 
recall, Mr. Ardito, the date upon which the subcommittee investigators 
talked to you? 

Mr. Arprro. They talked to me about three different times. 

Mr. Sueciry. In between the times that the subcommittee investi- 
gators talked to you the first time, the second time, and the third time 
did you talk to your brother-in-law / 

Mr. Arvito. Yes. 

Mr. Suetiry. Did you talk to him about the queries made of you by 
the subcommittee investigators / 

Mr. Arprro. Some of them. 

Mr. Suetiey. Did he tell you at that time that the subcommittee 
investigators had talked to him? 

Mr. Arprro. Yes: I saw the statement. 

Mr. Suettry. What was the nature of that discussion or those dis- 
cussions? What did you say to him? How did the subject first 
develop? Who first mentioned it? 

Mr. Arprro. Well, I didn’t know that he had called him until he 
told me about it. I mean until Sprague read his statement, then I 
called him. 
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Mr. Sueiry. Let’s take a different approach. The subcommittee 
investigators talked to you once, the first time; is that right ? 

Mr. Arprro. Yes. 

Mr. Suetiry. Did you make any effort to contact your brother-in- 
law after that? 

Mr. Arprro. The first time the subcommittee talked to me they never 
mentioned my brother-in-law. 

Mr. Sueitiry. Did you see your brother-in-law after the subeommit- 
tee investigators first talked to you and before the second time they 
talked to you? 

Mr. Arprro. No. 

Mr. Harpy. You talked to him on the phone ? 

Mr. Suetiey. Did you have any conversation whatsoever with him 
personally by telephone ? 

Mr. Arprro. Between which two? 

Mr. Suetiey. Between the first time the subcommittee investigators 
talked to you and the second time they talked to you 4 

Mr. Arprro. No. 

Mr. Sueniey. Then the subcommittee investigators talked to you a 
second time ? 

Mr. Arprro. That is right. 

Mr. Suetiry. Did you talk to your brother-in-law between the 
second time the subcommittee investigators talked to you and the 
third time they talked to you ¢ 

Mr. Arprro. No. 

Mr. Suetiey. Neither personally nor by telephone ? 

Mr. Arprro. No; it was after they read his statement to me. 

Mr. SHettty. Waitaminute. Now, the answer was “No”? 

Mr. Arprro. That is right. 

Mr. Surtiry. Did you correspond with him by letter or by wire? 

Mr. Arprro. No. 

Mr. Suewiey. Or by any other method ? 

Mr. Arprro. No. 

Mr. SHetiey. Did you talk to your brother-in-law after the third 
time the subcommittee investigators talked to you ? 

Mr. Arprro. Yes. 

Mr. Sueviey. How did that conversation come about? Did you 
contact him? Did you call him? 

Mr. Arprro. No; he stopped by the house. 

Mr. Suetiey. He stopped by the house. Did he call first and say 
he wanted to see you, or did he just happen to stop by the house? 

Mr. Arprro. He called my 

Mr. SuHetiey. Speak up. 

Mr. Arpiro. He called my mother or somebody and said he was 
trying to get a hold of me, and I wasn’t around and then he said he 
would stop by and see me. ' 

Mr. Suetiey. How long between that time you saw him had you 
previously seen your brother-in-law ? 

Mr. Arprro. Several months. 

Mr. Suetiey. What was the occasion of that previous visit? 

Mr. Arprro. I think it was for the loan. 

Mr. Suettey. Did he come to see you then ? 

Mr. Arprro. When’ When he got the loan? 

Mr. Suetiey. When he got the loan? 
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Mr. Arprro. He came up to the office and got my book. 

Mr. Suettry. Up to the office ? 

Mr. Arpito. That is right. 

Mr. Sueitirey. Now, we will come back to the second time when he 
dropped by the house. That was the way you put it. Do you recall 
the approximate date or the date of that visit ? 

Mr. Arprro. Either Friday night or Saturday. I don’t recall 
which. 

Mr. Suetiey. Of when? 

Mr. Arprro. This past week. 

Mr. Suevtiry. Then it was either last Friday night or last Saturday 
night ? 

Mr. Arprro. It was Friday night. 

Mr. Harpy. It was Friday night ? 

Mr. Arprro. Yes. 

Mr. Harpy. That is the first time vou have seen your brother-in-law 
or talked to him or had any conversation with him in connection with 
this transaction ? 

Mr. Arprro. Since I gave him the money; yes. 

Mr. Harpy. That is what I mean. 

Mr. Arprro. That is right. 

Mr. Meaper. You gave him the money last September / 

Mr. Arpiro. Yes. 

Mr. Meaper. You mean you haven't seen your brother-in-law be- 
tween September 1950 and last Friday night 4 

Mr. Arprro. No. 

Mr. Harpy. It just strikes me as funny. You said a while ago 
“T may have talked to him. He may have said something.” Now, 
finally we have gotten it pin-pointed to the point where your brother 
came to see you 3 nights ago, which was so hard for you to remember 
a while ago. 

Go ahead, Mr. Shelley. 

Mr. Benper. He said he saw his brother-in-law about 2 months ago. 

Mr. Suevitry. Give us the actual details of that conversation. 
What time was it on Friday night ? 

Mr. Arprro. Probably around 10 or 11 o'clock. 

Mr. Suetiey. What is the address of your present home / 

Mr. Arprro, 815 North Edgeworth. 

Mr. Snevitry. Was anybody else present in your home at the time 
your brother-in-law came / 

Mr. Arpiro. My wife. 

Mr. Suetiry. Your wife? 

Mr. Arprro. Yes. 

Mr. SuHetiey. Was anybody with your brother-in-law? 

Mr. Arpito. No. 

Mr. Suetiey. He was alone? 

Mr. Arprro. That is right. 

Mr. Suetitey. Was your wife present during the conversation ? 

Mr. Arprro. Part of-it. 

Mr. Suetiey. How did the conversation start? Did your brother- 
in-law come in and start chatting? Did you play cards, have a drink, 
talk about the ball game? 

Mr. Arprro. No, he doesn’t drink. I don’t recall how it started. 
I probably told him they had been up there to talk to me. 
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Mr. Harpy. Now, just a minute. Let’s leave this “probability” 
stuff out. You can remember back no longer ago than last Friday 
night. Certainly anybody that has a memory to hold down a position 
such as yours should display a better memory than you are displaying 
thisafternoon. If you will be good enough to cooperate with the sub- 
committee and let us try to get some factual information we can expe- 
dite this matter and I think the record will Jook better. So if you can 
go ahead and explain without putting in se many probabilities because 

certainly there isn’t too much indefiniteness about what took place 3 
days ago. If you can explain what transpired, how the conversation 
arose, and what the conversation consisted of, we can get along. 

Mr. Arprro. I know we got talking about what transpired down in 
the office with Sprague on this statement business. 

Mr. Suetiey. Tell us as much of that conversation as vou can recall. 

Mr. Arprro. As I can recall / 

Mr. Suetiey. Your part of it. Whether you asked questions, 
whether he answered. Whether he asked you questions, and what 
they were, and what your answers were. 

Mr. Arpiro. All I can recall is I asked him what they wanted with 
him. He went through practically what he had in that statement. 

Mr. SuHeitiey. Now, let me stop you right there. You asked him 
what they wanted with him ? 

Mr. Arprro. Yes. 

Mr. Suetitey. How could you ask him that ? 

Mr. Harpy. Just a minute. 

(Thereupon there was a short pause in the proceedings.) 

Mr. Horrman. I was out for a moment, Mr. Hardy. I suppose the 
witness was told he doesn’t need to tell anything that would incrimi- 
nate him. 

Mr. Harpy. I don't think he has been told that, Mr. Hoffman, but I 
um glad you did remind him. He has been reminded that he is testi- 
fying. under oath, and I think perhaps he should be reminded. 

Mr. Horrman. Of course, he has that other privilege. 

Mr. Harpy. That is right. 

Mr. Horrman. He has no counsel here apparently. 

Mr. Harpy. Mr. Ardito, I just want to inquire whether you would 
like to consult counsel before pursuing this testimony any further or 
whether you think there is any necessity for it ? 

Mr. Axrprro. I don’t see any necessity because I have papers to prove 
and everything else. 

Mr. Horrman. You have what? 

Mr. Casey. He has papers to prove everything we have asked. 

Mr. Arprro. Everything you have asked me. 

Mr. Harpy. I wanted to be sure that you have had opportunities to 
check your ange eng Om rights. 

Mr. Arprto. I don’t know the procedure. I have never been in court 
before. 

Mr. Harpy. You are not in court now. 

Mr. Horrman. Mr. Chairman, I think he should be advised. I have 
been out fora few moments and I hope you will pardon me. I gathered 
from the attitude of the subcommittee he had been making some state- 
ments which might or might not tend to get him in trouble. If he does 
testify falsely he is subject to perjury charges and if he discloses 
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criminal activities he is subject to prosecution. If he wants to claim 
his privilege not to incriminate himself he can. 

Mr. Harpy. I don’t think, the main difficulty we have had up to 
now is getting any infor mation from him. 

Mr. Horrman. Of course, if a man says he doesn’t remember when, 
as a matter of fact, he does remember and you can prove it, that is 


perjury; , too. 

Tarpy. He has been having a little difficulty remembering as 
far back as last Friday night. 

Mr. Horrman. If I say don’t know where I was when I was out, 
you know I would be lying about it. 

Mr. Harpy. Yes, I think you would. 

Mr. Horrman. And that would be perjury if I was under oath and 
the question was material and relevant. 

Mr. Harpy. Go ahead. 

Mr. SHeiiey. You just heard the discussion between the subcom- 
mittee members. May I add my bit to supplement what the chair- 
man said earlier? As a congressional subcommittee we are not here 
to prosecute anyone. We are here to comply with our sworn obliga- 
tion as Members of Congress to look into the affairs of Gover nment 
and to get information. At times you bump into blind alleys. We 
are trying to get the factors and facets that will complete that 
information. 

Now, you will help yourself, if instead of giving evasive answers, or 

maybe, or I think so, you say I do know so, or I don’t know so, or ves, 
or no. If at any time you feel that by any chance you may give 
information that may tend to ine riminate you in any developments 
that may come from this hearing you have a perfect right, as a citizen 
of the United States, and we want to see you protected, to say you 

can’t or will not answer because you may possibly incriminate 
yourself, 

Mr. Arprro. If I have said anything to that effect or that appears 
evasive, it is not intentional. 

Mr. Sueviey. Intent is a matter that is sometimes determined by 
the record. So again I will supplement the chairman’s admonition 
to you to be careful and to try to cooperate with us, and at the same 
time protect your rights as a citizen. We have no intention of trying 
to violate that right. 

Now let’s get back to your brother-in-law. He visited you last 
Friday night. He came over to your house at what time. did you 
say / 

Mr. Arpiro. Around 10 or 11, I think. It was late. 

Mr. Suevtiey. You said, as I recall, that you asked him what it was 
they are after him about or asking him about. How did you know 
they asked him anything? - 

Mr. Arprro. They read a statement to me he was supposed to have 
signed. 

Mr. Suettry. Who was there é 

Mr. Arpito. Sprague and Eadie. 

Mr. Suetiey. When was that statement read to you? 

Mr. Arpiro. Thursday or Friday. 

Mr: Surrury. At what time of the day ? 

Mr. Arprro. [think it was in the morning before noon. 
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Mr. Suetiey. Do you recall whether it was Thursday or Friday? 

Mr. Arpvrro. No, I don’t recall exactly. 

Mr. Sueiey. At what location was it read to you? 

Mr. Arprro. At the office on the second floor of the Ordnance. 

Mr. Suetiey. What office / 

Mr. Arprro. Ordnance Center. 

Mr. Suetiey. Business office of the Ordnance Center where your 
office is located ¢ 

Mr. Arprro. Yes. 

Mr. SuHeviery. So let’s, for the moment, assume that the conversa- 
tion between your brother-in-law and yourself last Friday might 
started out by you saying: What is it they are after or some general 
query like that based upon your acquaintance with this statement 4 
What was his reply ‘ 

Mr. Arviro. Well, he told me practically to the same effect that his 
statement read, and he said he told them about putting it on the house, 
and, I said, well, I told them it was to go into your business which I 
understood at the time. I said, of course, to me that is immaterial, 
because whatever he did with the money that was his business. 

Mr. Suettey. What was his reply to that 4 

Mr. Arprro. He said, “I hope I didn’t get you in the middle of 
anything.” I said, “No, I can’t be in the middle of anything. There 
is nothing to be in the middle on.” The question was I loaned him 
the money and he did what he wanted to with it. It was that I mis- 
understood what he wanted to use it on. 

Mr. Suettey. What do you mean’ Earlier in response to some- 
body else’s question when vou said, “That is what he told them”? 

Mr. Arvrro. I don’t see what you mean. 

Mr. Sueiiey. Throughout this line of questioning you have main- 
tained that you loaned him the money to buy a house, and then the 
next point / 

Mr. Arpiro. I maintained that I loaned it to him to buy a house. 

Mr. Suetiery. Correct the record. For a possible business venture ? 

Mr. Arprro. That is right. 

Mr. Suetiey. And that the next you knew about any thought in 
his mind about purchasing the house was from subsequent testimony 
you have been given when this statement was read to you, is that 
right ? 

Mr. Arprro, That is right, that is the first time I knew that he was 
going to use it for that. I didn’t know from him until after they 
read their statement. As I said before, that statement they read was 
the first I knew about it. 

Mr. Suetiey. Did you question him to any extent about why he 
switched or why he changed his mind on the use of the money ? 

Mr. Arprro, Not too much. 

Mr. Suetiry. How long was your brother-in-law at your home? 

Mr. Arpiro, Not over a half hour. 

Mr. Suetiey. What other conversations took place between your 
brother-in-law and yourself last Friday night? 

Mr. Arprro, Not much of anything, just normal discussion about 
the ball game and so on. 

Mr. Sueviey. Have you seen your brother-in-law since last Friday 
night other than in the hearing room today ? 

Mr. Arprro. No. 
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Mr. Sueuiey. Now, as I remember your testimony, you have only 
seen your brother-in-law once last Friday night, to be specific, since 
the time you loaned him the money ¢ 

Mr. Arprro. That is right. 

Mr. Suetiey. And the only other time you have seen him was this 
morning in the hearing room / . 

Mr. Arprro. That is right. 

Mr. Suetiey. Did you come to the hearing alone? 

Mr. Arpvito. No, I drove two other people down with me. 

Mr. SHettey. Whom / 

Mr. Arprro. Mr. Haines and Mrs. Edwards. 

Mr. SHELLEY. Who are they? 

Mr. Arprro. They were requested to appear down here. 

Mr. SHetiey. They were requested to appear é 

Mr. Arprro. I just gave them a lift. 

Mr. Sueuiry. Did you talk to your brother-in-law on the telephone 
Saturday / 

Mr. Arpito. I don’t think so. 

Mr. Suetiey. Did you talk to anybody on the telephone Saturday ? 

Mr. Arpiro. Well, I was working Saturday until about 3 o’clock, 
and I think I made one call to his home. 

Mr. Sueviey. Now, if you can remember that you made one call 
to home Saturday you can certainly remember whether you talked to 
your brother-in-law, or whether you did not talk to him Saturday 
and not say, “I don’t think so.” Did you talk to him on Saturday ? 

Mr. Arprro. No, I did not. 

Mr. Sueuiey. Saturday night 

Mr. Arprro, No. 

Mr. SHetiey. Sunday ? 

Mr. Arprro. No. 

Mr. Suetiey. In person or by telephone ? 

Mr. Arprro. No, neither. 

Mr. SHELLEY. Sunday evening? 

Mr. Arprro. No. 

Mr. Suetiry. Did you communicate or correspond with him in 
any way whatsoever / 

Mr. Arprro. No. 

Mr. SHetiey. This morning prior to coming here? 

Mr. Arprro. I just saw him and said, “Hello,” when he came in. 

Mr. SHettey. What was the extent of the conversation this 
morning? 

Mr. Arpiro. There was no conservation. 

Mr. SHetiey. There was no conversation ? 

Mr. Arprro. Only when I came back from lunch. 

Mr. Suevitry. You mean the usual brother-in-law atmosphere ? 

Mr. Arprro. No, I was sitting in a different part of the room. On 
the way back from lunch I asked him where he disappeared to be- 
cause I wanted to go to lunch with him. 

Mr. Benper. Is he your wife’s relative or vours? 

Mr. Arpiro. His wife is my sister. 

Mr. Suetiey. You said that your brother-in-law probably might 
have called your mother last Friday night to get in touch with you. 
How do you know that or what leads you to make a statement like 


93669—52——-17 





244 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


that? Had they contacted you to tell you he was on his way over 
or was looking for you? 

Mr. Arprro. No, I stopped by to pick up somebody at the house. 

Mr. Suetiey. What time was that? 

Mr. Arpiro. On my way home from work. 

Mr. Suetiey. Is your mother’s home on your way to your home? 

Mr. Arpiro. That is right. 

Mr. Suetiey. Who was there? 

Mr. Arprro. My mother and a couple of sisters. 

Mr. Sueiiey. Not your brother-in-law ¢ 

Mr. Arpiro. No, has wasn’t there. 

Mr. Suetiey. Had he been there? Did they tell you he had been 
there? Did they tell you he had called you? 

Mr. Arpito. Somebody said he tried to get a hold of me, and said 
he would be out. 

Mr. SHeitey. Had he called your home? Do you have a telephone 
in your home? 

Mr. Arprro. I don’t recall whether he called the home or my 
mother’s home and left the message. I knew he was coming on Friday. 

Mr. Sueiiry. That is all I have. 

Mr. Casey. Mr. Ardito, did Mr. Campbell ever offer to give you 
$2,500? ane 

Mr. Arprro. No, sir. 

Mr. Casey. Did he ever offer to loan you $2,500? 

Mr. Arprro. No, sir. 

Mr. Casey. Did you ever have any conversation with Mr. Camp- 
bell in any way, shape, or manner concerning $2,500 ? 
se Arviro. Just what I mentioned about this deal of my brother- 
in-law’s. 

Mr. Casey. What did you mention about the deal of your brother- 
in-law’s? Did you mention $2,500? 

Mr. Arprro. I told him by brother-in-law was looking for some 
money. I don’t recall whether it was the $2,000 or what it was. 

Mr. Casey. That is at the time that your brother-in-law first called 
you at your office? 

Mr. Arprro. That is right. 

Mr. Casey. Mr. Campbell happened to be there at that time? 

Mr. Arprro. I think he was there. 

Mr. Casry. Now, subsequent to that occasion did you ever have any 
further conversation with Mr. Campbell concerning this business of 
your brother-in-law’s? 

Mr. Arprto. No. 

Mr. Casey. You are sure of that? 

Mr. Arprro. I am sure. 

Mr. Casey. You are sure he never offered to loan you $2,500? 

Mr. Arprro. I am sure of that. 

Mr. Benver. You have never been out to any horse races with him? 

Mr. Arprro. No. 

Mr. Benner. Never bet on any horses with him ? 

Mr. Arprro. No. 

Mr. Harpy. All right. Thank you, Mr. Ardito. 

(Thereupon the witness was excused.) 

Robert E. Caldwell, was thereupon called as a witness herein, and 
having been first duly sworn, testified as follows: 
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~ “TESTIMONY OF ROBERT E. CALDWELL, DETROIT, MICH. 


Mr. Casey. Mr. Caldwell, you are Mr. Joseph Ardito’s brother-in- 
law? 

Mr. Cautpwetu. Yes, I am. 

Mr. Harpy. Mr. Caldwell, what is your full name? 

Mr. Catpwe.u. Robert E. Caldwell. 

Mr. Casry. Your wife is Mr. Ardito’s sister ? 

Mr. Caupwe.u. Yes, she is. 

Mr. Casey. At some time have you borrowed any substantial sums 
of money from Mr. Ardito? 

Mr. Caupwe.i. Yes, I have. 

Mr. Casey. At one time did you borrow $2,500 ? 

Mr. Caupwet.. Yes, I did. 

Mr. Casry. When was that? 

Mr. Cauipwe.u. February, 1950. 

Mr. Casey. What was the purpose of that loan? 

Mr. Catpwe.u. To complete a loan on a home, to complete the 
purchase of a home. 

Mr. Casry. To pay off the mortgage ? 

Mr. Caupwe.u. Well, it had a small mortgage pending and I paid 
down to the mortgage, and I needed the $500 to complete the amount 
of money necessary. 

Mr. Casey. I don’t know that I understand that. Was that to 
complete the mortgage balance, that is, to wipe out the mortgage ? 

Mr. CaLpweLu. No, sir; it was to pay down to the mortgage, to the 
existing mortgage. 

Mr. Harpy. That was the balance due on the down payment, is 
that right? 

Mr. REET Yes, sir. 

Mr. Casgy. Now, did you at some time later borrow $2,000 from 
Mr. Ardito? 

Mr. Catpwewu. Yes, I did. 

Mr. Casey. What was the purpose of that loan? 

Mr. Caupwe.u. To purchase a piece of property on Seven Mile and 
Chalmers. 

Mr. Casey. Was that residential or business property ? 

Mr. CatpweLL. Business property. 

“i Casey. Did you tell Mr. Ardito what the purpose of that loan 
was 

Mr. CatpwEtu. Yes, I did. 

Mr. Casey. What kind of a business was that connected with? 

Mr. Caupwe.t. At that particular time I bought it as a piece of real 
estate. I saw the promising factors it held and I wanted to take ad- 
vantage of it. ‘That was the purpose for buying it. 

Mr. Casey. There was no particular connection with any business 
you had at that time? 

Mr. CatpweE.L. Well, indirectly I believe there was. 

Mr. Casey. What was that connection ? 

Mr. Catpwe.L. I have originated a corporation called Cars, Inc., 
with the intent of one day putting it to work. As it may result it 
might be just a dream put on the shelf and forgotten about. That was 
the purpose of buying the property and realizing the possibilities I 
didn’t mind risking the possibility of reselling it if it was necessary. 
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Mr. Casry. How much was this property? How did you pay for 
this property ? 

Mr. Catpwe 1. $26,000. 

Mr. Casey. How much did you put down on it? 

Mr. CaLpwE LL. $5,000, $6,000. 

Mr. CasEy. That was composed of $2,000 borrowed from Mr. Ardito 
and $4,000 of your own? 

Mr. Catpwet. Yes, sir, that is true. 

Mr. Casey. Was that the required down payment on the property ? 

Mr. CAaLpwetu. Yes, it was. 

Mr. Casey. And the rest was the mortgage of $20,000? 

Mr. CALpwELL. Yes, it was. 

Mr. Casey. You told Mr. Ardito at the time you borrowed this 
$2,000 what you wanted the money for? 

Mr. Catpwetu. Yes, I did. 

Mr. Casey. Did you give him a note for this $2,000? 

Mr. Catpwe.u. At that particular time I did not. 

Mr. Casey. Did you subsequently give him a note? 

Mr. Catpwetu. Yes, I did. 

Mr. Casey. When? 

Mr. Caupwe... I don’t recall the exact date. However, I believe 
I dated the note at the time I took the mortgage. 

Mr. Casey. About how long ago was it you gave him the note? 

Mr. Harpy. About how long ago was it that you gave him the note? 

Mr. Catpweti, About November of last year, within a 2 months’ 
period. 

Mr. Harpy. Within 2 months of the time you borrowed the money ? 

Mr. Catpwetu. Within 2 months, yes. The final $2,000, yes. 

Mr. Casry. Now, this home that you borrowed the $2,500 for, is that 
located on Somerset Avenue? 

Mr. CaLtpwe.u. Yes, it is. 

Mr. Casry. What was the total price of that house ? 

Mr. CaLpweLL. $13,400. 

Mr. Casey. What was the down payment? 

Mr. Catpwetu. Well, I paid down to the mortgage which consisted 
of $2,250. 

Mr. Casey. In other words, all the rest was cash? 

Mr. Catpwetu. Yes, it was. 

Mr. Casry. Except for $500 that you borrowed from Mr. Ardito? 

Mr. Catowett, That is true. 

Mr. Meaper. $2,250 was the down payment ? 

Mr. Catpwetn. No, that was the existing mortgage. 

Mr. Casey. So you put in a total—— 

Mr. Suetiey (interposing). You retired that? 

Mr. Catpwe.t. No, that is still existing. 

Mr. Casey. You wanted to take over the mortgage on the house 
and pay all the rest in cash? 

Mr. Catpwetu. That is true. 

Mr. Casry. Now, you were interviewed a short time ago by Mr. 
Sprague of the General Accounting Office? 

Mr. Catpweiu. Yes, I was. 

Mr. Casey. He asked you, he stated that according to the figures 
you put in a total of $11,150 in cash? 

Mr. Catpwetu. Yes. 
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Mr. Casry. And you have answered, “Yes; that is right.” He 
asked. you this question: “Does that include the $2,500 that you bor- 
rowed on or about September 27, 1950, from Joseph Ardito?” 

Mr. Catpweti. And I stated “Yes.” The reason I stated yes is 
because at the time I was called to Mr. Sprague’s office I didn’t have 
the details. They were vague in my mind. The second day I went 
back and gave him the entire details which exist on the last page of 
the statement. 

Mr. Casry. He has shown you this statement and you signed both 
the original and the clarification ¢ 

Mr. Cautpwe.u. Yes, sir. 

Mr. Casey. So that the explanation now is that the $500 in February 
was for the house, but the $2,000 actually did go into the business 
ae @ 

Mr. Catpweti. Yes; it did. 

Mr. Casey. The business property is at Seven Mile and Chalmers? 

Mr. CaLpwe.i. Seven Mile and Chalmers. 

Mr. Casey. What have you done with that property since you have 
bought it; anything ¢ 

Mr. Catpwew. Since that time, beginning June 1 I began using it 
as a used-automobile grounds. 

Mr. Casry. Do you know Wayne Campbell ? 

Mr. Arprto. No; I do not. 

Mr. Casey. Did Mr. Ardito ever mention his name to you? 

Mr. Catpwett. Not that I recall. 

Mr. Casry. Do you know Joseph Wiesner ? 

Mr. Catpwetn. No; I do not. 

Mr. Casry. Is Mr. Ardito connected with this used-car agency you 
have established on the business property ? 

Mr. Catpwe.i. No, sir; not in any way. 

Mr. Casry. Have you made any repayments on this loan to Mr. 
Ardito? 

Mr. Catpwetu. None at all. 

Mr. Casry. Was Mr. Ardito an officer of the Cars, Inc., that you 
originally set up ¢ 

Mr. Caupwe.u. Yes; he was. 

Mr. Casey. What was his position ? 

Mr. Catpwetv. Vice president. 

Mr. Casry. But this original corporation, Cars, Inc., has no con- 
nection with this new business you have started up? 

Mr. Catpweu. At this time I am calling it Cars, Inc. 

Mr. Casry. Did you actually incorporate back in 1947 when you 
set it up? ; 

Mr. Caneerien: Yes; I did, in December 1947. 

Mr. Casey. So Mr. Ardito is now an official in the business ? 

Mr. Catpwetu. No, sir; he is not. 

Mr. Casey. Has he resigned or how has the thing been changed / 

Mr. Catpwe tu.’ At that time he was only in name but not financially 
at all. Of course, because you have that and not having a controlling 
interest, it wasn’t necessary to have a directors’ meeting in order to 
eliminate him. ' 

Mr. Casey. Who is connected with this new business now ? 

Mr. Catpwe tt. Mr. Milliken. 

Mr. Casey. He and yourself? 

Mr. Catpwet.. Yes. 
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Mr. Casey. Is he in the used-car business? 

Mr. Catpwe.L. Yes. 

Mr. Casey. What was your business before this? Are you devoting 
your time entirely to this used-car agency ? , 

Mr. Catpwetn. Yes, I am. 

Mr. Casty. What was your business before ? 

Mr. Catpwett. Before that I was a used-car manager. 

Mr. Casry. For whom? 

Mr. CatpwetL. Roney Kramer. 

Mr. Casey. Do you know anything about the Fairfield Engineer- 
ing Co. ? 

Mr. Caupwe tt. I know nothing of them. Never heard of it. 

Mr. Cassy. United Auto Electric Co. ? 

Mr. Catpwety. Only by trade name. I have heard of the trade 
name. 

Mr. Casey. Do you know the C. & K. Supply Co.? 

Mr. Catpwe.u. No, I don’t. 

Mr. Casry. Did you go to Mr. Ardito’s bank to take this $2,000 out? 

Mr. Catpwetu. Yes, I did. 

Mr. Casry. Do you remember whether he had given you any au- 
thorization or the circumstances under which you got the $2,000? 

Mr. Cavpwe tu. I had a withdrawal slip. It was necessary to have 
his mother sign the withdrawal slip, and I had that obtained and 
that was all that was necessary. 

Mr. Harpy. Did you sign it also? 

Mr. Catpwe.i. No, sir; it wasn’t necessary. 

Mr. Casey. Did you get the $2,000 in cash? 

Mr. Catpweu. Yes, sir. 

Mr. Casry. Now, have you discussed this matter of the $2,500 with 
Mr. Ardito recently ? 

Mr. Catpwetu. No; there has been no discussion on the amount. 

Mr. Casry. Did you visit Mr. Ardito’s home last Friday night? 

Mr. Catpwet. Yes, I did. 

Mr. Casey. What was the purpose of that visit ? 

Mr. Catpweti. In the morning I was requested to call at Mr. 
Sprague’s office, and that evening | wanted to talk to Joe insofar as I 
was not expected not to I didn’t think I was doing anything out of 
the ordinary. 

Mr. Casry. What did you want to check with Joe for? 

Mr. CALpweLi. I wanted to make sure my information was correct. 
In setting up a business it demands a great deal more effort and time, 
and when you are doing that you are devoting your time to it and 
you can be wrong in the details. In order to be correct on that I 
wanted to verify with him. 

Mr. Casry. Was it as a result of your conversation with Mr. Ardito 
that you did change your version of the facts? 

Mr. Catpwett. That plus the fact of looking them up myself. 

Mr. Casey. How did you look them up? 

Mr. Catpwe tu. Because I have records to that effect. 1 showed the 
purchase time of the property September 24, 1950. 

Mr. Casey. That was the business property ? 

Mr. Catpwet. That is right. 

Mr. Casry. That date refreshes your recollection that there was 
$2,500 that did not go into your home but went into the business 
property ? 
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Mr. CaLtpwett. That is true. The home had been purchased months 
before that. 

Mr. Casry. Did you discuss with Mr. Ardito the involving of Mr. 
Wayne Campbell in this transaction last Friday night? 

Mr. CaLpwe.L. No; there wasn’t any reason for it. He knew I 
didn’t know him, and, of course, I knew it. It did not come up as a 
topic. 

Mr. Casey. You know that Mr. Wayne Campbell is involved in this 
transaction some way, did you? 

Mr. CALpwexL. I understand that. 

Mr, Casey. Yet no mention was made of Mr. Wayne Campbell’s 
name last Friday night ? 

Mr. Catpweuu. No; there was no mention of it. 

Mr. Casry. Do you know now how Mr. Wayne Campbell is involved 
in this transaction ? 

‘Mr. CALDWELL. No; I do not. 

Mr. Casey. Do you know how Mr. Weisner is involved in this 
transaction ¢ 

Mr. Catpwetu. No; I don’t. 

Mr. Casey. Did you ever borrow any other large amounts of money 
from Mr. Ardito besides this $2,500? 

Mr. Catpweui. No; no large amounts prior to that. 

Mr. Casry. Did you tell Mr. Sprague that you thought you bor- 
rowed $1,500 back in 1946 or 1947? 

Mr. CatpweL. There was some transaction at that time. It might 
have been the purchase of his automobile. 

Mr. Casry. The purchase of his automobile? 

Mr. CatpweLu. Yes; purchase or sale. It was a 1947 Plymouth, 
or 1946 or 1947 I don’t recall. 

Mr. Casry. Was that a loan from you to Mr. Ardito or from Mr. 
Ardito to you? 

Mr. Catpwett. He has never borrowed any money from me. 

Mr. Casry. Why would you be borrowing $1,500 in connection with 
the purchase of Mr. Ardito’s automobile ¢ 

Mr. Catpwe.t. I don’t recall that that was the case. It was the 
payment for his car. 

Mr. Casey. How are you involved in the payment of his car? 

Mr. Catpwetu. Because I bought the car from him. 

Mr. Casry. You bought the car from Mr. Ardito?/ 

Mr. Catpwety. That is true. 

Mr. Casey. You think you might have owed him the $1,500 for the 
car? 

Mr. Catpweti. No; I don’t recall anything like that. 

Mr. Casey. I am just trying to, I don’t really understand what you 
are trying to say, that there might have been a $1,500 transaction 
between yourself : Ae Mr. Ardito. 

Mr. Catpwetx. There might have been ; yes. 

Mr. Casey. It was not a loan? 

Mr. Catpweti. Not that I recall. 

Mr. Harpy. Was the $1,500 a price agreed upon for his car? 

Mr. Cautpwetu. Yes, sir. 

Mr. Harpy. Do you recall how settlement was made with him? 

Mr. Catpwety. No; I do not. 
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Mr. Harpy. When did you buy Mr. Ardito’s car? 

Mr. Catpwetu. I don’t recall the exact date. 

Mr. Harpy. Approximately ? 

Mr. Catpwe tz. I don’t remember that. 

Mr. Bottrne. What year? 

. Mr. Catpwett. It might have been 1947. I am guessing. I don’t 
now. 

Mr. Botirne. You have no memory of how the car which you pur- 
chased was paid for? 

Mr. Catpwe.u. Well, it was paid for by cash or check. The com- 
pany is in the habit of doing business by check, and no doubt was paid 
for that way. 

Mr. Botting. You bought this car in oom capacity as manager of 
this used-car firm where you were employed ? 

Mr. Catpweu. That is true. 

Mr. Casry. Do you know when you borrowed this $500 from Mr. 
Ardito? 

Mr. Catpwetu. Yes; I believe, well, it was in February. 

Mr. Casey. 1950? 

Mr. Catpwetu. Yes. I am quite sure that is so because I know that 
is the time I closed the deal on my house. 

Mr. Casry. Did he give you that money in cash ? 

Mr. Catpwetu. Yes, he did, sir. 

Mr. Casey. Himself? 

Mr. Catpwetu. Yes. 

Mr. Casey. Do you know whether he drew it out of the bank or not? 

Mr. Catpwetu. I don’t recall. I don’t know. 

Mr. Casry. You didn’t go to the bank to get this money ? 

Mr. Catpwetu. No, I didn’t. 

Mr. Harpy. Mr. Caldwell, when you visited Mr. Ardito last Friday 
night, you say your purpose was to refresh your memory on details? 

Mr. Catpwetu. That is true. 

Mr. Harpy. What was the nature of the discussion ? 

Mr. Catpwe.u. Well, I think the thing that stood out most was why 
I borrowed the amounts and what dates. You see, when I visited Mr. 
Sprague’s office, it was in the morning. I keep very late hours at the 
office. This was right after, I remember the date and time, because it 
was right after the fight and I wanted to see it, and my business kept 
me there. From the business I went to visit Mr. Ardito, and then I 
went home and verified with the records, and that is the way I found 
out. 

Mr. Casey. Did you tell Mr. Ardito of the fact you had changed 
your story to Mr. Sprague? 

Mr. Catpwetx. I don’t believe I told him anything like that, be- 
cause that was the following day. 

Mr. Casey. At the time you talked to Mr. Ardito last Friday night, 
you told Mr. Ardito, I suppose, that you had indicated to Mr. Sprague 
that the whole $2,500 w ent into your house ? 

Mr. Catpwetu. That is true. 

Mr. Casey. What did he say to that? 

Mr. Cautpweti. He said, “What you do with the money is your 
business.” 

Mr. Casey. Then you subsequently ascertained from your own 
records that the $2,000 went into the business property / 
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Mr. CaLpwE.L. Yes; it did just exactly as I remembered the infor- 
mation. 

Mr. Casry. You didn’t tell Mr. Ardito you were right the first 
time, that you did put it in the business ? 

Mr. CatpweE... I told him I was in error. 

Mr. Casry. You told Mr. Ardito you were in error?! 

Mr. CaLpwe.u. Yes. 

Mr. Casry. When did you tell him that? 

Mr. CaLpwe... Friday night. 

Mr. Casey. I thought you said Friday night you were still under 
the impression you put the $2,500 in the house, and he said he didn’t 
care where you put the money? 

Mr. Catpwett, I came down and I told him I made a statement, and 
I told him what I said in the statement. He said “I told them you 
borrowed the money for the purchase of this business property.” I 
said, “Joe, I think you are right.” 

Mr. Horrman. Then you went back and corrected it at the first 
opportunity ¢ 

Mr. Catpwe i. That is right. 

Mr. Horrman. At the first opportunity because you found out you 
were wrong? . 

Mr. CaLpwet.. Yes, sir. 

Mr. Horrman. That is the thing to do, I would say. 

Mr. CaLpwELL. Yes, sir. 

Mr. Casey. I have no further questions. 

Mr. Bourne. I want to ask some questions. 

Mr. Harpy. Yes, sir. 

Mr. Bouiine. Mr. Caldwell, you say that after the conversation with 
Mr. Ardito last Friday night you went back and corrected your 
records ? 

Mr. CaLpwe.u. Yes. 

Mr. Botirne. You found that your reeerds verified the conclusion 
that you and Mr. Ardito came to that you had borrowed the money for 
business purposes rather than for the purpose of buying a house? 

Mr. CaLpwe.i. That is true. 

Mr. Bourne. Is there any particular reason you had no occasion to 
check those records before making your statement to Mr. Sprague? 

Mr. CaupweL. Well, there was reason, of course, I realized that 
something like this is serious and the information has to be exact. 
That was my purpose for making it exact. 

Mr. SHetiey. May I ask a question? You had that feeling, Mr. 
Caldwell, didn’t you have the same feeling when you were answering 
Mr. Sprague’s questions about being exact ? 

Mr. Catpwetu. I wasn’t prepared at that time, sir. I was called 
down there not knowing the circumstances. 

Mr. Suetiey. You gave a positive statement to Mr. Sprague ? 

Mr. CatpweE.u. Yes, I did. 

Mr. Harpy. Now, I just want to check a couple of dates. You say 
you borrowed the $500 to complete the down payment on your house 
in February 1950? 

Mr. Catpwetxt. That is when the transaction was completed in 
February. 

Mr. Harpy. When did you buy the business property ? 

Mr. Catpweti. September of the same year. 


252 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Harpy. September of the same year? 

Mr. Catpwet, Yes, sir. 

Mr. Harpy. Was that approximately, did you borrow the $2,000 at 
about the time you bought this business property ¢ 

Mr. Catpweti. Yes; I did, sir. 

Mr. Harpy. So that there was 7 or 8 months between the two loans 
that you made? 

Mr. CaLpwe.u. Yes, sir. 

Mr. Harpy. I have no further questions. 

Mr. Catpweit. I would like to make one statement, if I may. 

Mr. Harpy. Go ahead. 

Mr. Catpwe.i. When I borrowed the money, Joe at no time asked 
me for a note. I would give him as much consideration because if 
he had asked me at any time for a note, naturally, I would have 
given him one. I believe if the note is present you will note that 
there has been nv date on it and no interest. Had he decided to fill 
that in at 100-percent interest, I would have been satisfied. I would 
have lent him $5,000 or $10,000 as quickly as he lent me the $2,000. 

Mr. Botiine. Have you paid any interest ? 

Mr. Catpwetu. I paid $20 interest. That would average out at 
4 percent. The $2,000 note will be up in September and that will be 
$80 on that. He had nothing to say about it. I enclosed the check 
and sent it on. Like I say, he can have the note in full at any time? 

Mr. Harpy. Are there two notes or one note ? 

Mr. Catpweti. One note, but two different dates. I- didn’t want 
him to feel he short-changed himself on the interest. 

Mr. Benper. I think Mr. Ardito can feel very proud you are his 
brother-in-law. 

Mr. Catpwetu. I feel very proud that he is my brother-in-law. 

Mr. Suetiey. Mr. Caldwell, how often do you see Joe Ardito, 
your brother-in-law ? 

Mr. CaLtpwe.h. It verifies a thought, at least, when a man is single 
he circulates more. Since he became married it hasn’t been too 
often. 


Mr. Suetiey. You saw him last Friday night ? 
Mr. Catpwetn. Yes, I did. 
Mr. SuHeitiey. You went to his house? 


Mr. Caupwetu. Yes, I did. 

Mr. Suetitey. What time? 

Mr. Catpwe.y. It must have been about 20 minutes after 9 I left 
the lot, and it must have been around 10 o’clock when I got to his 
house. 

Mr. Suetiry. Had you made any effort to contact him earlier than 
that ? 

Mr. Catpwetu. No; I did not. 

Mr. Suetiey. Had you called his mother and said that you were 
looking for him? 

Mr. Catpwet.. I might have done that. I don’t recall if I did or 
not. At the time it had no connection with the business I am sure. 

Mr. Sretiey. How long before Jast Friday night had you seen 
Joe personally and talked to him, or held a telephone conversation 
with him ? 

Mr. Catpweti. Well, I saw him personally at the time I took the 
$2,000. Since that time I hadn’t seen him personally until Friday 
night. 
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Mr. Suetiey. Had you held any conversations by any other means 
with him? 

Mr. Catpwe wu. As I recall, I had not talked to him. 

Mr. Suei.ey. The only time then from the time you got the $2,000 
and today, that you have talked to Mr. Ardito was last Friday night? 

Mr. CaLpwe tt. Yes. 

Mr. Harpy. What means of transmittal did you use to get the note 
to him? 

Mr. Catpwecit. By mail. 

Mr. Harpy. You sent the note by mail? 

Mr. Catpwe tu. Yes, I did. 

Mr. Harpy. You say you paid him $20 in interest / 

Mr. CaLpwe.u. Yes. 

Mr. Harpy. Approximately when did you do that and how did 
you do that? 

Mr. CaLpweLL. Well, it was knowing the date of my contract on 
the house I figured that was just about the time I borrowed the $500. 
So I multiphed by four and sent him a $20 check. That was about 
the same date in February 1951. 

Mr. Harpy. You mean February 1951? 

Mr. CaLpweEL.. Yes, sir. 

Mr. Harpy. You sent him a check by mail ? 

Mr. CaLpwe... Yes, I did, sir. 

Mr. Harpy. Thank you, Mr. Caldwell. 

(Thereupon the witness was excused.) 

Mr. Harpy. The hearing will stand adjourned until 9:30 tomorrow 
morning. 

Mr. Horrman. When do you get to Metro? 

Mr. Harpy. Tomorrow. 

Mr. Horrman. The first thing ? 

Mr. Harpy. No; there will be one or two things before. 

We will stand adjourned until 9:30 tomorrow morning. 

(Thereupon an adjournment was taken until 9:30 a. m. of the fol- 
lowing day, Tuesday, July 24, 1951.) 
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INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES GOVERNMENT 


TUESDAY, JULY 24, 1951 


House or RepresENTATIVES, 
GOVERNMENT. OPERATIONS SUBCOMMITTEE 
oF THE ComMiIrTer oF Expenpirures 
IN THE Executive DEPARTMENTS, 
‘Detroit, Mich. 

The subcommittee met at 9:45 a.m. pursuant to call in room 859, 
Federal Building, Detroit, Mich. Hon. Porter Hardy, Jr., chairman 
of the subcommittee, presiding. 

Present: Representatives Porter Hardy, Jr., Richard Bolling, 
John Shelley, Walter Baring, Clare Hoffman, Walter Riehlman, 
George Bender, and George Meader. 

Also" present: Ralph E. Casey, counsel, and Edward P. Schaffer, 
staff member. 

Mr. Harpy. Let the subcommittee come to order. 

In opening the session this morning I want again to call attention 
to the fact that this subcommittee has one, and only one objective, 
and that is to try to get all the facts it can surrounding the matters 
that come under its scrutiny. The subcommittee is just as interested in 
protecting the integrity of individuals who come before it, or who are 
concerned in any matters that are under consideration by the sub- 
committee as it is in determining the extent to which some people may 
have gotten off base. 

The subcommittee is interested and more interested in establishing 
the innocence of individuals than it is in proving something that is out 
of line. With this statement of policy which I believe was demon- 
strated throughout the hearing yesterday, I want to call this morning 
a group of witnesses that were dismissed yesterday. We will call them 
all up together and Mr. Casey, if you will read the names, we will try 
to dispose of this phase of the matter very quickly. 

Mr. Casry. Mr. Van Heusen. 

Mr. Dickson. Mr. Chairman, when you told the members they 
could leave early yesterday they thought the meeting would be at 
10 o'clock this morning. 

Mr. Harpy. That is all right. If they haven't gotten here yet we 
might as well proceed with something else. 

Mr. Casey. Mr. Weisner, would you come forward, please. 

(Joseph Weisner was thereupon called as a witness, having been first 
duly sworn.) 
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TESTIMONY OF JOSEPH WEISNER, OWNER, FAIRFIELD 
ENGINEERING CO. 


Mr. Casey. What is your full name? 
Mr. Weisner. Joseph Weisner. 


Mr. Casey. Are you connected with the Fairfield Enginering: Co: a 


Mr. Weisner. Sole owner. 

Mr. Casry. Sole owner of the Fairfield Engineering Co. ? 

Mr. Weisner. That is right. 

Mr. Casey. Does that company do business with the Tank and Au- 


tomotive Center ? 


Mr. Weisner. Right. 

Mr. Casey. By direct contract or subcontract ? 

Mr. Weisner. We have some prime contracts and also‘subcontracts. 
Mr. Casey. Do you know Mr. Joseph Ardito? 

Mr. Weisner. J seen him several times. I don’t know him too good 


but I have seen him. 


Mr. Casey. Have you done business with him ? 

Mr. Wetsner. No. 

Mr. Casry. You haye never negotiated any contracts with him? | 
Mr. Wersner. No;Tdid not. — 

Mr. Casey. At some time were you advised that Mr. Ardito nestled 
$2,500.to put down on a house? 

Mr. Wetsner. Yes; it was mentioned. 

Mr. Casty. What. was that ¢ 

Mr. Wetsner. That was mentioned, right. 

Mr. Casey. It was mentioned by whom ? 

Mr. Wetsner. Mr. Wayne Campbell. 

Mr. Casey. Exactly what did Mr. Wayne Campbell tell you? 

Mr. Weisner. He said, “Mr. Ardito wants to buy a home and he 


needs a loan,” and if I could loan him $2,500. 


Mr. Casey. Can you tell me Petal when that was? 
Mr. Weisner. It was last year robably either in July or August, 


somewhere around there. 


Mr. Casey. You knew, of course, who Mr. Ardito was when Mr. 
Campbell mentioned his name? 

Mr. Weisner. Yes. 

Mr. Casey. You knew he was a purchasing officer for the Detroit 


Tank and Automotive Center ? 


Mr. Wetsner. I believe I did. 

Mr. Casey. You believe you did? 

Mr. Wetsner. I did. 

Mr. Casey. You did? 

Mr. Wetsner. Right. 

Mr. Casey. What did you do when Mr. Campbell told you Mr. 


Ardito needed $2,500 to ut down on a house? 


Mr. Wetsner. I gave Mr. Campbell the money. 
Mr. Casey. I show you a photostatic copy of a check and ask you 


if you can identify it as the check that you drew ? 


Mr. Wertsner. Yes; that is it. 
Mr. Benver. That is probably the check he says? 


Mr. Harpy. Do you recognize that as your signature, Mr. Weisner ? 
Mr. WEISNER. Right. 
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Mr. Casey. I ask that check be made a part of the record. [Exhibit 
QT} : 

Mr. Harpy. It may be. 

Mr. Casey. That check is drawn to cash in the amount of $2,500. 

Mr. Wetsner. That is correct. 

Mr. Casey. And signed by you, Joseph Weisner. 

Mr. Wetsner. Right. 

Mr. Casey. And it is endorsed on the back by you, Joé Weisner ! 

Mr. Weisner. Correct. 

Mr. Casey. And you handed this check over to Mr. Campbell ? 

Mr. WetsNner. No; I cashed the check. 

Mr. Casey. You cashed the check and gave him the $2,500 in cash? 

Mr. Weisner. That is right. 

Mr. Casey. What was your connection with Mr. Campbell ? 

Mr. Wetsner. Well, on occasion Mr. Campbell, he is the fellow that 
brought me all the subcontracts from the United Auto Electric. 

Mr. Casey. He used to follow all of the subcontracts ? 

Mr. Wetsner. He followed through; that is right. 

Mr. Casry. In other words, he was more or less a contract adminis- 
trator for United Auto Electric? 

__ Mr. Wersner. I don’t know what the capacity was at United Auto 
Electric. He was the guy. 

Mr. Benver. He got the contracts for you? 

Mr. Weisner. Subcontracts. Well, he came over and he had me 
quote on it, and then I either got it or I didn’t get it. 

Mr. Casey. He represented United Auto Electric? 

Mr. Wetsner. That is right. 

Mr. Casry. And they were doing business directly with you? 

Mr. Weisner. Yes. 

Mr. Casey. In connection with some business that eventually would 
be with the Tank and Automotive Center ? 

Mr. Wetsner. Yes. 

Mr. Casey. So that he was in direct contact with you in connection 
with these contracts between the Fairfield Engineering Co. and the 
United Auto Electric Co. ? ; 

Mr. Wetsner. That is right. 

Mr. Casey. Were you accustomed to giving him sums as large as 
$2.500 for loans? ; 

Mr. Weisner. Yes, I did. 

Mr. Casey. How many times have you given him money ? 

Mr. WeIsner. Probably about four or five times. 

Mr. CasEy. Were the other instances for loans to employees of the 
Detroit Tank and Automotive Center? 

Mr. Weisner. I wouldn’t know. They were all checks made out to 
certain people which I don’t know. Absolutely don’t know. 

Mr. Harpy. They were not all made out to Mr. Campbell? 

Mr. Weisner. They were turned over to Mr. Campbell. 

Mr. Casrty. Were they made out the same as this check is made out 
to cash and cashed and turned over to Mr. Campbell ? 

Mr. Wersner. No; they were made out to certain parties. The 
names on the check just like you make out a check. 

Mr. Casey. Mr. Campbell would tell you be needed certain money 
for certain individuals and you would make out the check for the indi- 
viduals ? 
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Mr. Weisner. That is correct. - 

Mr. Casey. Do you have your records with you indicating which 
checks you made out ? 

Mr. Weisner. I have’some checks here. 

Mr. Casey. Do you know who Tom Boaz is? 

Mr. Weisner. No I don’t. 

Mr. Casry. Do you know why you were paying him $5,820 on Sep- 
tember 7, 1950? 

Mr. Wetsner. I turned it over. It’s my fault without finding out, 
I mean, but I turned all these checks over to Mr. Wayne Campbell. I 
always got reimbursed for it. Sometimes the same day. I didn’t 
question Wayne Campbell. I knew him very good so I didn’t question 
when I made out the checks and always got paid back. I have the 
checks to show where I got paid back. 

Mr. Cassy. Did you get back this $2,500 that he represented was 
going to Mr. Ardito? 

Mr. Weisner. Yes, sir, I did get back $2,500. 

Mr. Casry. How did you get it back? 

Mr. Weisner. In cash. 

Mr. Casey. In cash? 

Mr. Weisner. Yes. 

Mr. Casey. Do your records indicate that you got it back in cash? 

Mr. Wersner. I don’t think they do. I have got it at home. 

Mr. Casry. You have the $2,500 at home? 

Mr. Wetsnrer. Yes, I didn’t put it in the bank. 

Mr. Casey. When did you get it back? 

Mr. Wetsner. It’s quite a while ago. Probably early this spring. 
I would say around February. 

Mr. Casey. You have been keeping the $2,500 at home without 
making any record on your books or depositing it in any bank? 

Mr. Weisner. I did. 

Mr. Casey. Where ? 

Mr. Weisner. Just handed it to the wife. I said, well, put it away. 

Mr. {Caser. Why was that $2,500 any different than any other 
$2500 2 

Mr. Wetsner. Well, sometimes you do need some money at home 
and you want to keep some money at home, and I didn’t have any and 
I thought I would just as well leave it home. I never give it a thought. 
I just as well could have put it in my account so I could show, but I 
didn’t; I kept the money at home. 

Mr. Casry. Did you know that Mr. Campbell, what Mr. Campbell 
did with that $2,500 after you gave it to him? 

Mr. Weisner. No, I wouldn't. 

Mr. Casey. Did you ask him at any time? 

Mr. Weisner. No, I did not. 

Mr. Casry. You believe that you received the $2,500 back from Mr. 
Campbell some time this spring? 

Mr. Horrman. Did he say he got it back from Campbell? 

Mr. Wersner. Yes, I did. 

Mr. Casey. Are you accustomed to keeping as much as $2,500 
around the house? 

Mr. Wetsner. Well, Iam not, all the time. But thistimeI did. I 
have still got it at home now. 

Mr. Casry. You never spent any of it? 
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Mr. WeIsner. We did spend some of it. The wife buys furniture. 

Mr. Casey. How much have you got left of it? 

Mr. WetsneEr. I have probably got $1,800 left. 

Mr.’ Casry. All’ these other checks you. have handed me are sums 
that you have paid to Mr. Campbell from time to time ¢ 

Mr. Weisner. That is right. 

Mr. Casey. And in each instance you say you have received back the 
money from Mr. Campbell ¢ 

Mr. Weisner. That is correct. 

Mr. Casey. In those instances you made a record of it when you got 
it back? 

Mr. WEIsNER. Yes. 

Mr. Casey. And deposited the money in the bank ¢ 

Mr. Weisner. That is right. 

Mr. Casey. This particular $2,500 you found necessary to keep 
around the house ? 

Mr. Wetsner. Well, I don’t know why, but it was cash money and 
I thought just as well keep it at the house. 

Mr. Horrman. Mr. Chairman, can’t we have some of the fans on? 

Mr. Cassy. Do you know who Mr. Bill McConnell is? 

Mr. Wesner. Yes. 

Mr. Casry. Who is he? 

Mr. Weisner. He is parts manager at P. L. Grissom. 

Mr. Casry. Who is Mr. George Thompson ? 

Mr. Wetsner. I don’t know him. 

Mr. Casry. Who is Mr. Charles McConnell? 

Mr. Weisner. Charles McConnell, I don’t know him unless it is his 
second name. If you refer to that one check it’s Bill McConnell also. 

Mr. Casey. There is one to Bill McConnell and also one to Charles 
McConnell ? 

Mr. WetsneEr. The one to Charles should have been Bill McConnell. 

Mr. Harpy. There appears to be considerable difference in the 
signature of endorsement. 

Mr. Casey. In the month of September 1950 you made out checks 
to this Tom Boaz in the amounts of $6,120, on September 14, 1950; 
$3,825 on September 20, 1950; and $5,820 on September 7, 1950, for a 
total of approximately $16,000 and you don’t know who Tom Boaz is? 

Mr. Weisner. No, I don’t know him. 

Mr. Casry. You don’t know what the payment was for? 

Mr. Wersner. No, I don’t. I think probably Mr. Campbell can 
answer that. 

Mr. Horrman. Mr. Chairman, as one member of the subcommittee, 
I have no previous knowledge of these things, and I don’t get the 
significance of these various transactions. Is it proper for counsel to 
tell us what this means? 

Mr. Casey. I don’t know, either. But I think it strange a man 
pays a man $16,000 in one month and doesn’t know who he is or what 
it is for. : 

Mr. Horrman. He paid it to Campbell. Are you going to have 
Campbell tell us? 

Mr. Casey. Do you know where Mr. Campbell is now, Mr. Weisner ? 

Mr. Wetsner. No, I don’t. 

Mr. Casey. Where did you see him last ? 

93669—52——18 
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Mr. Weisner.’ Yesterday, here. 

Mr. Casry. What time did you leave yesterday ? 

Mr. Weisner. About 1 o’clock. 

Mr. Casey. Do you know what time Mr. Campbell left 

Mr. Wetsner. No, I don’t. 

Mr. Casey. Did he leave with you? 

Mr. Wetsner. No, he did not. 

Mr. Casey. Did he leave before you? 

Mr. Weisner. No, I think he was still here. 

Mr. Benver. I think he flew the coop. 

Mr. Chairman, does counsel or anyone connected with the case 
know what Mr. Campbell does? Where does he fit into this thing? 

Mr. Casey. He at this time was a representative of the United Auto 
Electric who was the company that was doing business with Fairfield 
Engineering. 

Mr. Horrman. With this gentleman ? 

Mr. Casey. Yes. Both of them either do prime contracts or sub- 
contract work with the Detroit Tank and Automotive center. 

Mr. Horrman. Does the subcommittee know the statement that he 
always paid the money back is true ¢ 

Mr. Casry. This gentleman says his books reflect receiving the 
money back. I haven’t had time to examine the books. I don’t. know 
whether that is so or not. 

Mr. Horrman. The witness wasn’t a banker or engaged in the loan 
business ¢ 

Mr. Brnper. Has there been an explanation of why he gave the 
$2,500 to Campbell ¢ 

Mr. Casey. Ves, Mr. Campbell told him Mr. Ardito needed it to 
put down as a payment on his house. 

That is true, isn’t it, Mr. Weisner ? 

Mr. Weisner. That is right. 

Mr. Benper. Mr. Chairman, may I ask him what do you manufac- 
ture, sir¢ What is your business ¢ 

Mr. Weisner. We make civilian production. I am making a floor 
line machine and then we do quite a bit of work for Titan Tool Co. 
We make rollers for carburizing bars and the rest of them is automo- 
tive parts. 

Mr. Casry. Mostly service parts? 

Mr. Weisner. That is right. 

Mr. Casry. Automotive parts? 

Mr. Weisner. That is right. 

Mr. Benner. How many employees do you have, Mr. Weisner? 

Mr. Weisner. At the present time, eight employees. 

Mr. Horrman. Is there a subpena out for Mr. Campbell? 

Mr. Harpy. Yes. 

Mr. Casey. I think we may be able to get Mr. Campbell. 

Mr. Weisner, you have testified that you received this $2,500 back 
from Mr. Campbell and that you kept it around the house and it still 
is around the house? 

Mr. Wersner. That is right. 

Mr. Casey. Is that any reason why you didn’t make any record of 
having received it back in your own books? : 

Mr. Weisner. That is probably the reason. 

Mr. Casey. Was it the reason ? 
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Mr. Weisner. I think that isthe reason. The'way you stated. 

Mr. Casry. Well, the fact you kept it around the house to spend 
tor household expenses is no reason why you shouldn’t record it in 
your books that you received it back. 

Mr. WEISNER. ‘It should have been put in the books. 

Mr. Casry. It should have been put in the books? 

Mr. Weisner. That is correct. 

Mr. Casey. Are you sure you got it back ? 

Mr. Weisner. I swear to that again. That is the honest truth. 

Mr. Casey. You don’t know yourself whether Mr. Ardito ever 
received the $2,500? 

Mr. Wersner. No; I don’t. 

Mr. Casey. I have no further questions. 

Mr. Harpy. So far as you know, Mr. Campbell received the money 
and paid the money back to you? 

Mr. Weisner. He brought me the money back. 

Mr. Harpy. You don’t know whether he gave it to Mr. Ardito or 
whether Mr. Ardito paid him back or anything else? 

Mr. Wersner. I wouldn’t know. 

Mr. Harpy. You haven’t had any discussion with Mr. Ardito 
about it ? 

Mr. Weisner. Not one word. 

Mr. Benper. How long have you know Mr. Campbell ? 

Mr. Weisner. Since 1949. 

Mr. Benpver. How did you become acquainted with him ? 

Mr. Weisner. Through United Auto Electric. 

Mr. Benper. He was their agent ? 

Mr. Weisner. Yes; that is right. 

Mr. Benper. You hired him and paid him? 

Mr. Weisner. He was not in my employ. I, didn’t hire Mr. Camp- 
bell. 

Mr. Benper. You never paid him anything for any work he got 
for you? 

Mr. Weisner. No, sir. 

Mr. Benper. You mean you just loaned him money just out of the 
fullness of your heart ? 

Mr. Weisner. That is right. He brought me some work, and, well, 
I trusted him. I gave him money. He always paid me back again. 
If I lose money on it, I wouldn’t have done it again; but I always 
got the money. Sometimes I got the money even before I gave him 
the checks, because I didn’t have that money in the bank. 

Mr. Benpver. You never paid him anything for anything he got 
for vou ¢ 

Mr. Wersner. Except when he paid me back on the money he 
brought a check. and if there wasn’t enough to cover the check I paid 
back Mr. Campbell. He brought a check big enough to cover those 
loans. 

Mr. Benper. You have only known him for 2 years, and you say 
established a relationship with him where he would borrow money 
from you and then bring it back to you, and he brought you business ? 

Mr. Weisner. That is right. 

Mr. Benper. And you never paid him any money for the business 
he brought you ? 
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Mr. Weisner. Not out of my own. Except the checks, what he 
paid back on those loans in here. The check he brought back was 
always bigger than the loans were, and then I discounted. 

Mr. Benner. The check was always bigger than the loans? 

Mr. Wertsner. Not always. Sometimes it was just a few dollars, or 
something like that. Next time it wasn’t anything. Sometimes it 
was quite a bit. 

Mr. Benper. Why did you and Mr. Campbell maintain that kind of 
relationship instead of having to pay him as you would any other 
individual for work the he had gotten for you ? 

Mr. Weisner. Well, I tell you, I never questioned Campbell. I be- 
lieved in Mr. Campbell and he asked me for those checks, and I made 
out the checks and he would come the next day and bring me a check 
back to cover the loans again. 

Mr. Horrman. Mr. Chairman, will the gentleman yield to me for 
a question to you ¢ 

Mr. Benper. Yes. 

Mr. Horrman. You said something about this witness paying 
Campbell. He said the checks that Campbell brought back were 
larger than the amounts he gave him. If that were so, Campbell was 
paying him. Is that the way it is? 

Mr. Benper. Campbell paid you for giving him the privilege of 
getting work for you? 

Mr. Weisner. Well, no; that is for the loans, probably. I don’t 
think it was for the work. 

Mr. Casrty. Did I understand you to say, Mr. Weisner, that some- 
times you got the money before you gave him the check / 

Mr. Wersner. Yes; I did. 

Mr. Casey. I don’t understand that transaction. 

Mr. Weisner. That is one thing I couldn't understand, either. 
That is the trouble. I didn’t question it, though. I got the money. 
Mr. HorrmMan. You say you got more than you let him have? 

Mr. WEISNER. Sometimes it was more. 

Mr. Rientman. Mr. Weisner, you did say you discounted them and 
gave the difference to Mr. Campbell ¢ 

Mr. Wersner. That is correct. 

Mr. RreuuMan. In other words, the Joan was made on the basis of 
bringing you in some business probably, and someone else was paying 
him a commission in this check and he was getting it and paying you 
back even before you made out the check and his discount was in it, 
or his commission ¢ 

Mr. Weisner. That is right. 

Mr. Horrman. I might say that might be a solution, but we haven’t 
any evidence of it yet. 

Mr. Rreutman. That is what he tried to testify to. 

Mr. Weisner. It will be in the books. It will show exactly. I am 
not a bookkeeper. Tama shopman. I didn’t take care of the books 
the way I should. I left it to my accountant and 1 am trying to tell 
you the truth. 

Mr. Rientman. You definitely understood that this man was getting 
paid by someone for business he was bringing you’ He was not doing 
it out of his graciousness of heart to give you the business; was he? 

Mr. Weisner. Probably not. 
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Mr. Horrman. Mr. Chairman, will Counsel ascertain whether the 
sums that this gentleman received from Campbell, which were in ex- 
cess of the loans, went into the sum the Government paid for the busi- 
ness for the merchandise they purchased ¢ 

Mr. Harpy. That would be a very interesting point if we could 
establish it. . 

Mr. Botuine. Mr. Chairman, I would like to ask a question. 

Mr. Weisner, what was the purpose of these loans? Why did you 
make the loans? 

Mr. Wersner. I tried to find out from Mr. Campbell in here. I 
couldn’t get an answer out of him. 

Mr. Botirne. Why did you yourself make them? 

Mr. Weisner. That is what I am asking myself today. 

Mr. Borne. In other words, you made, as I understand it, a series 
of very substantial loans? 

Mr. Weisner. That is right. 

Mr. Botiinc. For some of which you were paid before you made 
them ? 

Mr. Wersner. That is correct. 

Mr. Boring. And you never knew why you made any of them? 

Mr. Wetsner. That is correct. 

Mr. Casry. Mr. Weisner, let me ask you this: Your relationship 
with Mr. Campbell resulted in a profitable business for the Fairfield 
Engineering Co.; didn’t it? 

Mr. Wetsner. I wouldn't say too profitable, but it was better than 
it used to be. 

Mr. Casey. Isn't that the reason you played along with Campbell on 
these large sums of money / 

Mr. Wetsner. That is right. 

Mr. Casey. You were making money and you didn’t care what 
Campbell did with it as long as you were making money ? 

Mr. Weisner. As long as I got my money baek I gave him, that is 
all I was worried about. I can see now it wasn’t the right thing, either. 

Mr. Casey. Did I understand you were paying commissions for 
some of this business that Campbell was bringing to you ? 

Mr. Weisner. I don’t know whether there was commission or not. 

Mr. Horrman. He was getting the business and he was getting a 
cash gratuity. 

Mr. Casey. Do you want the subcommittee to understand that you 
received back from Mr. Campbell more money than you gave him ¢ 

Mr. Weisner. Yes; there was sometimes more money in the check 
than in here. When there was more money, I made out an extra check 
for Mr. Campbell, because I didn’t want to keep any of the money. I 
told him I don’t want to make any. Sometimes there was something 
left, and I think it is all in the books. 

Mr. Botiinc. Were any of these loans out for any period of time 
like 2 weeks, a month, 2 months, 3 months ? 

Mr. WetsNer. I would say not more than 2 weeks. 

Mr. Botting. You were never interested, even on a very substantial 
amount, in total loans; you were never interested in the interest even 
in that 2-week period or a month ? 

Mr. Weisner. No. 
Mr. Boring. All you wanted was to get back what you had loaned ? 
Mr. Weisner. What I had loaned; that is right. 
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Mr. Bourne. You insist that you do not know what your purpose 


was? You do not know, why you made those loans? 

Mr. Weisner. ‘That,is correct. 

Mr. Harpy. Mr. Weisner, in looking over the sheets from your 
books which you handed to us a moment ago, the largest item that I 
find is on Mr. Wayne Campbell’s ledger sheet, dated January 30, 
1951, $26,590. 

Mr. Weisner. Yes. 

Mr. Harpy. Your ledger sheet shows that that account was paid in 
varying amounts, with the last payment apparently on April 6. Is 
that the way that you normally did heneees with Mr. Campbell? Did 
you advance him a.considerable sum and he would make payments 
from time to time / 

Mr. Weisner. I don’t. recollect, but most of them were paid pretty 
quick. There might be some of them that dragged out a little bit 
longer. 

Mr. Harpy. Does Mr, Campbell owe you any money now / 

Mr. Weisner. No; he doesn't. 

Mr. Harpy. Your ledger sheet shows a balance of $3,500. 

Mr. Weisner. To the good. -On the last transaction I had $3,500 
over that is stillthere. I owe that to Mr. Campbell. 

Mr. Harpy. You owe him $3,500 now ¢ 

Mr. Weisner. ‘That is correct. 

Mr. Mraper. Why did he pay you back the $2,500 

Mr. Weisner. Pardon? 

Mr. Mrapver. Why did he pay back the $2,500 of which you still 
have some left at home, if you owed him more than that 4 

Mr. Weisner. It’s after that. : 

Mr. Harpy. ‘This is a later transaction. This transaction is only a 
couple of weeks old. This ledger sheet shows that on May 9 Mr. 
Campbell paid you $28,000 and liquidated the balance he owed you, 
and at the same time paid you $3,500, which left a credit to him of 
$3,500. What was the purpose of that? Did you make a loan from 
him / 

Mr. Weisner. No; that was the loans he got from me. The $3,500 
after he gave me a check that was still left in there, and that belongs 
to Wayne Campbell. That is the way it shows in the book, too, He 
didn’t make a loan to me, and that is not my money. 

Mr. Harpy. You handed us some canceled checks bearing the names 
of C. W. McConnel, G. Thompson, T. Boaz, United Auto Electrie Co., 
and others. The information I have is that over a period of approxi- 
mately 2 years—first, were the checks to these individuals handed to 
Mr. Campbell also ¢ 

Mr. Weisner. Pardon ¢ 

Mr. Harpy. Were the checks to these individuals—Boaz, MeCon- 
nel, Thompson—handed to Wayne Campbell / 

Mr. Weisner. They were all handed to Wayne Campbell. 

Mr. Harpy. Did you maintain separate ledger sheets for each of 
these people although Mr. Campbell got the money ? 

Mr. Weisner. Yes, but we tried to keep it all to Campbell because 
he was the only one that paid back the whole loans there. 

Mr. Harpy. Now, according to the information before me. here, 
over a period of approximately 2 years you made total loans in excess 
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of $200,000 to Mr. Campbell and you said these checks were made 
out to these other people and you said you gave themito Mr, Campbell ¢ 

Mr. Weisner. That is right. 

Mr. Harpy. Do you know whether Mr. Campbell used that money 
or whether that money was used by the people whose names are on 
the checks ? 

Mr. Weisner. That is one I couldn’t answer. I don’t know. 

Mr. Harpy. Anyway, Mr. Campbell borrowed the money and paid 
it back on behalf of these individuals ¢ 

Mr. Weisner. That is right. 

Mr. Horrman. Mr. Chairman, will you find out how much Mr. 
Campbell paid back? You gave the total of the loans. 

Mr. Harpy. Apparently they have all been paid back plus a credit 
balance of $3,500 to Mr. Campbell, is that right, all of these loans 
have been paid back ¢ 

Mr. Weisner. Yes, sir. 

Mr. Horrman. He said sometimes he got more back than he loaned 
them. 

Mr. Harpy. That is where this $3,500 comes in. 

Mr. Horrman. All he got back in excess of what he loaned was 
$3,500. 

Mr. Harpy. That is the way I understand it. 

Mr.’ Rieutman. Mr. Weisner, do you have any figures to show how 
much business you have done with the Tank and Automotive Center 
here ¢ 
Mr. Weisner. I haven't got the figures here. 

Mr. Rretuman. Have you had any prime contracts with them? 
Mr. Weisner. Yes. 

Mr. Rreniman. And some subcontracts ¢ 

Mr. WeitsNer. Yes. 

Mr. Rreuiman. Have they run into large sums of money? 

Mr. Weisner. Well, I don’t think they were too large. 

Mr. RreniMan. Well, about what volume of business do you do 
year, do you have any idea ¢ 

Mr. Weisner. Around $120,000. 

Mr. Rreuiman. A year? 

Mr: Weisner. $200,000, I think. Excuse me. I don’t know on this 
one exactly. I would have to find out. 

Mr. RrentMan. Who was your contact man with the Tank and 
Automotive Center when you got these prime contracts and sub- 
contracts ¢ 

Mr. Weisner. I haven’t got no contact man. 

Mr. Rimutman. How did you get the contracts 

Mr. Weisner. I went down there myself. 

Mr. Rreutman. Who did you negotiate them with at the Tank and 
Automotive Center? 

Mr. Weisner. Sealed bids. Whoever was on there. Different 
fellows. I didn’t know the purchasing agents at all. One was Haines. 

Mr. Rreuuman. These were all sealed bids and none of them nego- 
tiated bids? 

Mr. Weisner. The one I had, I think I had one or two renegotiable 
bids. 

Mr. Rrenitman. How much did they run into? 
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Mr. Wriswer. They weren’t very much. One was arount $1,000 
and the other, $3,000. 

Mr. Rieniman. Who was the man at the Tank and Automotive 
Center you contacted in respect to the negotiation of this contract ? 

Mr. Weisner. I tell you this here, I got through, I bid through 
Wayne Campbell again. He told me about the thing, that there was a 
bid out, and I put a bid in. 

Mr. Rrentman. In other words, Wayne Campbell was your man 
representing you at the center, is that correct ¢ 

Mr. Weisner. Probably on one or two items, but otherwise he was 
not my man. 

Mr. Harpy. I think the gentleman is in the same dilemma that I 
am. I can’t understand what sort of a relationship existed that 
caused you to lend this man, with whom you only had a slight ac- 
quaintance, over a period of 2 years, an average of $100,000 a year. 
That is a lot of money in my language. 

Mr. Rreuuman. Mr. Chairman, by comparison if the gentleman is 
telling us the facts in respect to his business, the volume he did give in 
his first statement was a little over $100,000 worth of business a year, 
then he has loaned more money than he did business. 

Mr. Wrisner. I abways get,.sometimes he brought me the.checks 
first in order to make out the loan. I didn’t have the money. I al- 
ways got the money back. That wasn’t my money, really, that I 
loaned. 

Mr. Harpy. You are not telling the subcommittee you were doing a 
manty piece of check kiting, that you swapped checks with Mr. Camp- 
bell 

Mr. Wetsner. Just about what it amounted to. 

Mr. Harpy. In other words, you had another man’s check in your 
possession before you wrote your own check? 

Mr. Wetsner. Not all the time, quite a few times I had the check 
before. 

Mr. Harpy. Let me ask you one more question. Do you know 
how much business you did last year in volume ¢ 

Mr. Weisner. I am not quite sure of that. 

Mr. Harpy. Do you have any idea at all? 

Mr. Weisner. I think it must be around $200,000. The books would 
show it. 

Mr. Casry. Mr. Weisner, you keep referring to this money as money 
you gave out for loans. How do you know it was for loans? 

Mr. Wetsner. I will tell you what that is about. I talked to the 
accountant about it. He didn’t know how to handle that money that 
came back in and went out. He didn’t know how to put it in the 
books and he entered it as a loan. That probably could have been 
handled all different ways. We figured that was the easy way to 
handle it. 

Mr. Casry. Did you ever get any interest on these loans? 

Mr. Weisner. Some of it. 

Mr. Casey. Did you ever get any notes back for the loans? 

Mr. Weisner. No. 

Mr. Casey. The loans were a)! handled through Mr. Campbell? 

Mr. Wetsner. That is right. 

Mr. Casey. And you took Mr. Campbell’s word as to whom he was 
going to loan the money to? 
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Mr. Weisner. That is right. 

Mr. Casey. And you thought, at least, that these loans were part 
of the normal business expense that you had to go to? 

Mr. Wetsner. In order to keep up relationship and get the work 
in, that was my idea about it. 

Mr. Casry. What proportion of your work is with the Government ? 

Mr. Wetsner. I would say about 65 percent. 

Mr. Casey. 65 percent. 

Mr. Weisner. Yes. 

Mr. Casey. So that you anticipated that some of this money you 
were giving out for loans might well be going to Government em- 
ployees? 

Mr. Wersner. I wouldn’t know about that. 

Mr. Casry. Well, you had 65 percent of your business with the 
Government ? 

Mr. Wetsner. Yes. 

Mr. Casry. You knew, at least when you gave the money to Wayne 
Campbell for Joseph Ardito that that money might go to a Govern- 
ment employee ¢ 

Mr. Wetsner. Yes, I did. 

Mr. Casry. Didn’t you know that some of this other money might 
also go to Government employees for loans ? 

Mr. Wetsner. There was no name mentioned or anything said that 
it went to Government employees. I handed the checks to Mr. Camp- 
bell and that is all I know. 

Mr. Casey. The names I mentioned, of the people you made the 
checks out to, weren’t there ? 

Mr. Wetsner. Pardon? 

Mr. Casry. Who wrote these names in? I see the name Tom Boaz 
is written in different handwriting than your signature. Is that Mr. 
Wayne Campbell’s writing ? 

Mr. Wetsner. No, I don’t think it is. 

Mr. Casry. Who wrote the name? 

Mr. Wetsner. That is probably the accountant. The girls or some- 
body wrote the checks out. 

Mr. Benver. How many accountants do you have as compared with 
the number of people in the shop ? 

Mr. Wersner. I have one accountant. 

Mr. Mraper. Is he here? 

Mr. Wetsner. No, he is not here. 

Mr. Benpver. How much office help do you have? 

Mr. Wrertsner. I just have a girl now since school is out. I never 
had any office help myself. 

Mr. Benper. Do you know Mr. Sipe? 

Mr. Wetsner. No. 

Mr. Benner. Have you ever met him ? 

Mr. Weisner. No. 

Mr. Benper. Mr. Stapleton ? 

Mr. Wetsner. No. 

Mr. Benpver. Mr. Rotherick? 

Mr. Wetsner. No. 

Mr. Benner. Mazur? 

Mr. Weisner. Mazur, I have seen the name on the bid form, but that 
is all I know about Mazur. 
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Mr. Benpver. Mr. Jones, who is with the Government ? 

Mr. Wersner. No. 

Mr. Brenper. Mr. Lee Warren? 

Mr. Weisner. No. 

Mr. Benver. Mr. Kirkcaldy? 

Mr. Weisner. I know Tom Kirkcaldy. 

Mr. Brenver. How do you know him? 

Mr. Weisner. Not so long ago I was bidding on some jobs out there 
at the tank arsenal, they had some jobs laid out there and I was going 
to bid on it but I was too high. I Ve t get the job. 

Mr. Benper. Do you know Mr. Earl Cobb ? 

Mr. Wersner. I know Mr. Cobb. From Jefferson Chevrolet ? 

Mr. Benper. Yes. 

Mr. Wetsner. I have seen him a couple of times. 

Mr. Benper. Have you ever been on any parties with any of these 
people that I have mentioned ? 

Mr. Wetsner. No, never. 

Mr. Benper. How much do you think Campbell earned as a result, 
or how much did he receive, how much did he net, how much money 
did he make as a result of his relationship with you? You owe him 
$3,500 now. How much more did he get as a result of all this business 
he got for you in these transactions ? 

Mr. Weisner. He didn’t get very much for me except for those loans. 
Otherwise I didn’t pay Wayne Campbell any money. 

Mr. Benver. Well, was Campbell giving that money you were lend- 
ing him, or loaning him to somebody else? Is that your idea? Was 
that graft ¢ 

Mr. Wetsner. No, as far as I am concerned I don’t know if it was 
graft. I gave the money to those fellows and I don’t know what he 
did with that money. 

Mr. Benver. Do you do business that way with private companies 
that give you business ? 

Mr. WEISNER. No, just as I stated before. 

Mr. Benper. All that he—Campbell—handled was Government 
stuff, is that correct ? 

Mr. Wetsnrr. I don’t know if he handled anything beside Govern- 
ment stuff. 

Mr. Benper. Every order he brought: to you was a Government 
order, is that correct ¢ 

Mr. Wetsner. That is right. 

Mr. Benper. This check writing was entirely in connection with 
Government stuff, is that correct 

Mr. Wetsner. I wouldn’t know on that. I didn’t know this was in 
connection with the Government. 

Mr. Benper. He never brought you any business from private peo- 
ple, did he? 

Mr. Wetsner. I mean the checks, if they were for Government 
people or not, or who they were I don’t know. 

Mr. Benper. Campbell only brought you Government stuff ? 

Mr. Weisner. That is right. 

Mr. Benper. He never brought you anything else? 

Mr. Weisner. No, he didn’t. 

Mr. Benper. These checks were in connection with Government 
orders ? 
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Mr. Weisner. If they were, I don’t know. 

Mr. Harpy. Mr. Weisner, just one other question. Do you know 
whether, in fact, Mr. Campbell personally. used the money secured on 
the checks which you made out to some of these other individuals? 

Mr. Wetsner. I didn’t get the question right. 

Mr. Harpy. I noticed one check made out to Mr. McConnell and 
endorsed, apparently, by Mr. McConnell and‘ endorsed by Wayne 
Campbell. It would indicate that Wayne Campbell used the funds 
from that check. Would that mean that to you? 

Mr. Weisner. Yes; but I wouldn’t know about that then. If he 
cashed the check and kept the money, I wouldn’t know that. 

Mr. Harpy. That is the question I am trying to direct to you. Do 
you know whether, in fact, Campbell used, Campbell himself, used the 
proceeds from the checks that were made out in the names of others? 
He paid you back ? 

Mr. Wetsner. He paid me back, yes. 

Mr. Harpy. Do you know whether he actually used that money 
himself ¢ 

Mr. Weisner. I wouldn’t know about that. That is impossible for 
me to Say. 

Mr. Harpy. You at least know that at some time he had the cash 
proceeds from these checks in his possession because he paid it back 
to you, isn’t that right? 

Mr. Wetsner. Yes, but he paid it back in checks again. He didn’t 
pay it back in cash. 

Mr. Harpy. Checks made out to whom? 

Mr. Weisner. Fairfield Engineering. 

Mr. Harpy. Checks made out to Fairfield Engineering Co. ? 

Mr. Weisner. It was all paid back in checks. 

Mr. Harpy. Were those checks, which were handed to you, in pay- 
ment of these loans, issued by substantially the same firm or in- 
dividual ? 

Mr. Weisner. They were issued, some I think were P. L. Grissom 
and the others from United Auto Electric. 

Mr. Harpy. So that the funds which you received back from Mr. 
Campbell in payment of these loans were in checks made out to the 
Fairfield Engineering Co., and drawn on the account of United Auto 
Electric and P. L. Grissom Co. ? 

Mr. Weisner. That is right. 

Mr. Harpy. So that it was unusual for Mr. Campbell to make set- 
tlement with you in cash ¢ 

Mr. Wetsner. That is right. 

Mr. Harpy. These checks from Fairfield Engineering Co., that is 
your company / 

Mr. Weisner. That is right. 

Mr. Harpy. So Mr. Campbell brings you a check from P. L. Gris- 
som Co. to pay you back for a loan that you made to him personally, 
is that right’ 

Mr. Wetsner. In checks, yes. I gave him checks for certain amounts 
and he brought me back a check. 

Mr. Harpy. You didn’t make out the check to P. L. Grissom Co. 
and get back a check from P. L. Grissom to Fairfield Engineering? 

Mr. Weisner. No; I made it out to the individuals after he brought 
me back a check to cover these loans. 
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Mr. Harpy. You don’t know whether the loan which you made to 
Mr. Campbell on his statement that it was for the use of Mr. Ardito, 
you don’t know whether Mr. Campbell used that himself then, do you 4 

Mr. Weisner. No; I don’t. He could have used it himself, that 
is right. 

Mr. Rrenuman. Mr. Weisner, the only loan that was repaid to you 
in cash, was the $2,500? 

Mr. Weisner. That is right. 

Mr. Rreuiman. The rest were all paid in checks? 

Mr. Weisner. That is right. 

Mr. Horrman. Mr. Chairman, I understood you to say that there 
was $3.500 that you had in your account that came from Campbell? 

Mr. Weisner. That is correct. 

Mr. Horrman. And that amount was in excess of what you had 
loaned him ? 

Mr. Wetsner. That is right. 

Mr. Horrman. Well, now, the auditor’s report here shows $7,592.56. 
Have you anything to say about that? That is the auditor’s report on 
your own books, as I understand it ? 

Mr. Wetsner. Well, I wouldn’t know. 

Mr. Horrman. You have $7,592.56 more than you paid him? 

Mr. Weisner. I would have to confer with the auditor on this. I 
wouldn’t know. I don’t know what that is. 

Mr. Horrman. Do you know anything about that? 

Mr. Harpy. Is that all you have, Mr. Hoffman? 

Mr. Horrman. Yes. 

Mr. Botuinc. Mr. Weisner, have you seen Mr. Caldwell, have you 
seen and talked to Mr. Caldwell recently, Mr. Ardito’s brother-in-law ¢ 

Mr. Weisner. No, I don’t even know him. 

Mr. Bouturnc. You don’t know Mr. Caldwell ? 

Mr. Weisner. No. 

Mr. Bouriinc. Have you seen and talked to Mr. Ardito recently ? 

Mr. Wetsner. I haven’t talked to Mr. Ardito for probably half a 
year. That was the last time I talked with him. 

Mr. Botiine. You say you have not seen him for about 6 months? 

Mr. Weisner. That is right. 

Mr. Botiine. What about Mr. Campbell? When did you last dis- 
cuss anything with Mr. Campbell ? 

Mr. Weisner. The last I seen I believe of Mr. Campbell was last 
Wednesday or Thursday. 

Mr. Botiine. Did you discuss any matters that are now before this 
hearing ? 

Mr. Weisner. I don’t think there was anything talked about it. 
It doesn’t make any difference as far as I am concerned. 

Mr. Botiinc. No further loans were made at that time or paid 
back ¢ 

Mr. Weisner. No. 

Mr. Botiinc. This was just a conversation about other matters? 

Mr. Weisiner. That is right 

Mr. Boturne. When did you last discuss this kind of a transaction 
with Mr. Campbell ? 

Mr. Weisner. Just about a week ago. 

Mr. Boring. Did you discuss this kind of a transaction, this loan 
business, just about a week ago? 
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Mr. Wetsner. This loan business, no, we didn’t talk about this at 
all. That is all in the books and he was talking about it. You have 
it all set in the books there. He can’t change the books any. 

Mr. Botirnxe. You did not discuss with Mr. Campbell this investi- 
gation that had been going on of which you were aware? 

Mr. Wetsner. We probably talked about it; yes. 

Mr. Bouxiinc. You know that you did or did not talk about it? 
You say you probably talked about it? 

Mr. Weisner. We probably did. 

Mr. Boiriné. Can you be more definite? 

Mr. Weisner. Yes: we talked about it. 

Mr. Bouirnc. You did talk about it? 

Mr. Wersner. Yes. 

Mr. Harpy. I notice on your ledger sheet for Wayne Campbell a 
series of loans of this year, one on April 6, May 8, two on May 8, 
one on May 10, m varying amounts, making an aggregate of $23,000. 
On May 9 appears two credit items, one for $23,000 and another one 
for $3,500. As I understood your testimony awhile ago about this 
same item it indicated that those funds were received all in one check 
which would have been in the amount of $26,500, is that correct ? 

Mr. Weisner. That is probably it. 

Mr. Harpy. Can you state that that was one check ? 

Mr. Weisner. I am quite sure it was. 

Mr. Harpy. Can you tell the committee whose check that was? 
Was that a Grissom check? That is a large item. 

Mr. Weisner. I am quite sure it was. I am almost certain I could 
say yes, 

Mr. Harpy. That was a Grissom check made out to Fairfield Engi- 
neering Co. 4 

Mr. Weisner. Right. 

Mr. Harpy. Did Grissom owe Fairfield Engineerin 

Mr. Weisner. No. 

Mr. Harpy. Well, how do you account for a check from P. L. 
Grissom Co., in that amount made out to Fairfield Engineering Co. / 
If it had been an advance to Mr. Campbell it would have been made 
out to Mr. Campbell, would it not ? 

Mr. Weisner. No, but all the indications pointed to Mr. Campbell 
also, to my indication was running P. L. Grissom down there, and 
he came with the check and said here is a check to cover the loans. 

Mr. Harpy. You thought Mr. Campbell was running P. L. Grissom 
Co.? 

Mr. Weisner. That was my indication. I know he was at Grissom 
more than anywhere else. 

Mr. Harpy. He would bring you a check made out to your com- 
pany, which normally as between companies doing business would 
have indicated an amount for some product or service, would that 
not be the normal course of events ? 

Mr. Weisner. The normal way but, I mean, when Mr. Campbell 
was down there, I mean, he probably talked to them and knew them, 
and he said he made the loans here and we will make out a check to 
you, and make it out to Fairfield Engineering and pay back the loan. 
I never questioned that. 

Mr. Benper. What did Mr. Campbell tell you the first time, that 
he had an “in” with the Government ? 


g $26,500? 
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Mr. Weisner. I don’t know as he ever said he had an “in” with 
the Government. 

Mr. Benver. How did he put it? How did he say it ? 

Mr. WeisNer. He came over and brought some drawings over and 
I looked them over, and he wanted to know if I could do that kind 
of work. I quoted on it and that is the way I started. 

Mr. Horrman. Mr. Chairman, will you tell who this man Wayne 
Campbell is and what does he do? What is his position ? 

Mr. Harpy. We are trying to develop that at the moment to the 
extent wecan. Are there any further questions from Mr. Weisner? 

Mr. Meaper. I would like to ask a question or two, if I might ? 

Mr. Harpy. Go ahead. 

Mr. Meaper. Mr. Weisner, your company actually did the work 
on these ordnance parts? 

Mr. Wetsner. That is right. 

Mr. Meraper. You did not subcontract out to any other manufac- 
turers ? 

Mr. Weisner. Not too much. Just a little screw machine work, 
stuff like that. 

Mr. Meaper. You actually did the work ? 

Mr. Weisner. That is right. 

Mr. Meaper. You did it with eight employees ? 

Mr. Weisner. That is right. 

Mr. Meaper. You did about $114,000 worth of business in 1950? 

Mr. Weisner. We had some spare-time men working evenings. 

Mr. Meaper. This business you got from United Auto Electric, 
is that right ? 

Mr. Weisner. That is right. 

Mr. Meaper. That is where Campbell is connected ¢ 

Mr. Weisner. That is right. 

Mr. Meaper. They in turn got it from the P. L. Grissom Chevrolet 
Co. ! 

Mr. Wetsner. That is right. 

Mr. Meapver. And they got it from the Ordnance Department ? 

Mr. Weisner. That is correct. 

Mr. Meaper. That is the chain? 

Mr. Weisner. That is right. 

Mr. Meaper. You were at the end of the line? 

Mr. Weisner. That is right. 

Mr. Meaper. You did $114,000 worth of business in 1950? 

Mr. Weisner. That is right. 

Mr. Mraprer. And yet these check transactions total over a period 
of 1949, 1950, 1951, two-hundred-and-eight-thousand-five-hundred- 
odd? 

Mr. Weisner. That is correct. 

Mr. Meapex. Is that correct ? 

Mr. Weisner. That is correct. 

Mr. Meaprer. What did you use to pay your people that work there? 

Mr. Weisner. Just as I stated before, I got the checks and that all 
came back in again the same time they went out. 

Mr. Mraper. Do you know why that was done ? 

Mr. Weisner. I said awhile ago I never questioned them, but I don’t 
know why I never did. I can see now where it was wrong to do it. 
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Mr. Meaper. You never did business that way with anybody else ? 

Mr. Weisner. No; I didn’t. 

Mr. Meaper. You don’t understand now the purpose of doing busi- 
ness that way ? 

Mr. Weisner. That is right. 

Mr. Meaper. Didn’t Mr. Campbell make any explanations to you? 

Mr. Weisner. He didn’t. I asked him a couple of times. He said, 
“What are you worrying about? You get your money back.” 

Mr. Meaper. Do you know how much money you made in 1950? 

Mr. Weisner. I think it was around $20,000. 

Mr. Meaper. $20,000? 

Mr. Weisner. Yes. 

Mr. Meaper. Did you file an income-tax return on it 4 

Mr. Weisner. I think the accountant did; yes. 

Mr. Meaper. It is your income-tax return. 

Mr. Wetsner. There was one filed. 

Mr. Meaper. If it is right you are the one who did it, and if it is 
wrong you are the one who will have to fix it up. 

Mr. Wetsner. That is right. 

Mr. Meaper. You made $20,000 net income in 1950? 

Mr. Weisner. I believe that is what it is. 

Mr. Mraper. How much did you make in 1949? 

Mr. Weisner. About $5,000. 

Mr. Meaper. How much have you made this year ? 

Mr. Wersner. I wouldn’t know how much it is this year. 

Mr. Meaper. Are you still doing this kind of business for Ordnance ? 

Mr. WEIsNER. Yes. 

Mr. Benner. When did you first suspect there was something 
crooked in this? 

Mr. Weisner. I never did until the gentleman from the office came 
out and started checking. 

Mr. Benper. You never thought before there was something crooked 
in that way of doing business ? 

Mr. Weisner. I really didn’t. 

Mr. Meaper. It’s a different way than you ever did business before; 
is it not? 

Mr. Weisner. Like I said, I am not a book man. I am out in the 
shop. I like to work and I didn’t take care of it the way I should 
have taken care of it. 

Mr. Rreutman. The main interest you had was getting business for 
your shop? 

Mr. Weisner. And getting the work out, that is correct. 

Mr. Meaper. What kind of work do you now have in your shop 
that is ultimately for the Ordnance through this chain ? 

Mr. WrIsner. It’s mostly automotive parts, tank parts. 

Mr. Harpy. Thank you, Mr. Weisner. 

Mr. Casey. That is all, Mr. Weisner. 

(The witness was thereupon excused.) 

Mr. Casey. Is Marshal Capes in the room? 


TESTIMONY OF UNITED STATES MARSHAL ABE LEZOTTE 


Marshall Lezorre. I went out to Mr. Campbell’s residence last 
evening and stayed around for about an hour. I was unable to serve 
a subpena upon him as there was no one at home. I returned this 
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morning between 7 and 7:30 and noticed that the noon-day edition 
of the paper that was on the porch last night had disappeared, and 
the dog that was in the,back yard was in the house. 

Mr. Horrman. All it amounts to is he was out there last night and 
watched the house and was out there this morning and hasn’t found 
him. 

Marshal Lezorre. From observations there hasn’t been anyone in 
the place since about yesterday noon because the noon editivn of the 
paper was still on the porch and it hadn’t been removed. I went back 
about.7: 15 or 7:30 this morning and I observed that there had been 
someone in the place during the night after I left last night, and be- 
fore I got there this morning, because the paper was gone. The dog 
that was in the yard last night was in the house this morning, and 
when I tried to rouse somebody in the house and get in, the dog was 
barking inside of the house. 

Mr. Casey. Did you make some further effort after this subcommit- 
tee met this morning? 

Marshal Lezorrr. I did. I had some information that he might 
be found at a lawyer’s office. I just returned from there. I found 
that he was not there. The lawyer wasn’t there himself. There was 
no one in there but just a girl. She did say that there were some 
strangers, some men in there this morning, but she did not know who 
they were. 

Mr. Harpy. Well, thank you, Marshal. 

Mr. Horrman. Was Campbell subpenaed before ? 

Mr. Harpy. No. 

Mr. Casey. He was in the room here. He was asked to be present. 
He was in the room yesterday and stayed here. 

Mr. Horrman. But not subpenaed / 

Mr. Casry. But not subpenaed. 

Mr. Benper. Is there any more we can do about locating Campbell ? 

Mr. Horrman. Mr. Chairman, are you going to tell us who Campbell 
was and what his position was? 

Mr. Casey. Mr. Campbell was connected with the United Auto 
Electric Co. at the time these transactions went on. He is now con- 
nected with the C. & K. Supply Co. 

Mr. HorrMan. He is not in the Government employ in any way? 

Mr. Casey. No. 

Mr. Benprer. Whenever some of these purchasing agents have a 
party he is always included in on the parties our information indicates. 

Mr. Harpy. Now, I think we will call the group of witnesses that 
we excused yesterday until sometime today. Call the names out, Mr. 
Casey, and if you will all come up together you can be sworn together 
and we can dispose of this quickly. 

Mr. Casey. Mr. D. A. Van Heusen, Mr. H. P. Jones, Mr. Dan Pilen, 
Mr. Howard Springel, Mr. John Jarosz, Mr. R. C. Spall, Mr. Gordon 
EK. Robinson, David Wolkov, George Kalov, Joseph Worcheck, Joseph 
Ross, Ed Siakiewisz, Hattie Edwards, George Ambrose, Major Hodg- 
son, Lewis Hafner, Morris Scilken, Stan Mazur, J. T. Sidick, James 
Sipe, Andy Dixon, Colonel Jergens. We will not need Mr. Sipe. 

Mr. Harpy. Now, I think you can all remain standing here for a 
few minutes and we can dispose of this quickly. I would like each of 
you to make a statement giving your name, your position, and list any 
appliances which you bought at wholesale from Mr. Haviland, or 
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which you bought from Mr. Haviland and state whether you paid for 
them and indicate what evidence you had that payment was made. 
After that statement you can each be excused. We might as well start 
over on this end. 

(David A. Van Heusen was thereupon called as a witness, having 
been first duly sworn.) 


TESTIMONY OF DAVID A. VAN HEUSEN, CHIEF, ESTIMATING 
SECTION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Van Heusen. I purchased a washing machine. 

Mr. Harpy. What is your position ? 

Mr. Van Heusen. Chief of the Estimating Section since July 1950. 

Mr. Benper. How do you spell your name? 

Mr. Van Heusen, D-a-v-i-d A. V-a-n H-e-u-s-e-n. 

Mr. Harpy. Go ahead. 

Mr. Van Heusen. I purchased a washing machine. I think it was 
in 1949 or the early part of 1950. It was paid for by check from Mr. 
Haviland. At that time I had no supervisory capacity such as I have 
now. I was a leader on the floor in the process planning group. 

Mr. Harpy. Do you have a cancelled check ? 

Mr. Van Heusen. That was turned over to the investigators at his 
poqyent through our group at the arsenal. 

Mr. Harpy. Thank you very much, Mr. Van Heusen. 

(Thereupon the withess was excused.) 

(Mrs. Hattie Edwards was thereupon called as a witness, having 
been first duly sworn.) 


TESTIMONY OF MRS. HATTIE EDWARDS, SECRETARY TO A SECTION 
CHIEF, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Harpy. Give your name and position. 

Mrs. Epwarps. Hattie Edwards, secretary to a section chief at the 
OTAC. 

Mr. Benper. Hattie Edwards? 

Mrs. Epwarps. Hattie Edwards. 

Mr. Benper. Mrs. or Miss? 

Mrs. Epwarps. Mrs. 

Mr. Harpy. Will you just go right ahead ? 

Mrs. Epwarps. I bought a Westinghouse refrigerator from Mr. 
Haviland a year ago. I have my canceled check right here. 

Mr. Harpy. You have your canceled check ? 

Mrs. Epwarps. Yes; do you want to see it? 

Mr. Benper. How much of a discount did you receive ? 

Mrs. Epwarps. I really don’t know. I didn’t get what I ordered 
anyway. It wasn’t Mr. Haviland’s fault. . 

Mr. Harpy. You just paid the bill ? 

Mrs. Epwarps. I think they quoted me $195 as the list: price on the 
small 6-foot Westinghouse. I had gotten it from Mr. Haviland be- 
cause I had to have a refrigerator 24 inches wide. Mr. Haviland 
thought he was able to get one. I didn’t get the 5-year warranty that 
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should have gone in with that $195. I don’t know what the discount 
should have been. The check was $147.83. . 

Mr. Harpy. Let the record show that Mrs. Edwards produced a 
canceled check. 

Mr. Benver. Mrs. Edwards, because you didn’t get what you or- 
dered, you didn’t think anything less of Mr. Haviland ¢ 

Mrs. Epwarps. I was very sorry I bothered him. They sent a 1949 
model the first time and later they changed it to a 1950 model. Rather 
than bother Mr. Haviland any more I let it go. 

(Thereupon the witness was excused.) 

(Gordon Robertson was thereupon called as a witness, having been 
first duly sworn.) by. 

Mr. Harpy. Go right ahead, Mr. Robertson. State your position 
and what you bought, and whether or not you paid for it, and whether 
you have any evidence or receipt for it. 


TESTIMONY OF GORDON ROBERTSON, FISCAL DIVISION, ORDNANCE 
TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Rosertson. I am Chief of the Receipts and Disbursements 
Branch, Fiscal Division. I purchased a television set through Mr. 
Haviland. I have the invoice from Westinghouse to Mr. Haviland, 
and a canceled check for my portion of it. 

Mr. Harpy. Let the record show he produced a canceled check. 

Mr. Meaper. What was the list price of that television set and 
what did you pay for it? 

Mr. Roserrson. I don’t know what the list price was but Mr. Havi- 
land told me there would be a discount of approximately 30 percent. 

Mr. Dickson. This is the type of receipt that was furnished to me. 
This was the bill and this was the check. If you desire you can check 
that. I don’t remember what the listing was on it. I did want to 
make that statement. It seems to me it was around $236. 

Mr. Harpy. I don’t believe that is too consequential. 

Mr. Meaprer. I thought the point of this was they were buying at 
a discount from Mr. Haviland. 

Mr. Harpy. That is the point. 

Mr. Horrman. Regardless of how much it was there isn’t one of 
them would have bought if they didn’t get it cheaper than list. 

Mr. Benper. Mr. Haviland didn’t make any money on these trans- 
actions. 

Mr. Harpy. You have your canceled check ? 

Mr. Roserrson. This receipt was $198.09, was sales tax and Fed- 
eral tax. 

(The witness was thereupon excused.) 

(Henry Jones was thereupon called as a witness, having been first 
duly sworn.) 


TESTIMONY OF HENRY B. JONES, ASSISTANT CHIEF, PROCURE- 
MENT DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DE- 
TROIT, MICH. 


Mr. Jones. I am Assistant Chief of the Procurement Division. I 
bought a washer from Westinghouse through Mr. Haviland in 1950. 
I have a canceled check for it. I bought a dryer in the spring and 
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mailed Mr. Haviland the check on May 2, and the canceled check 
hasn’t come back to the bank yet. 

Mr. Harpy. Do you have the canceled check on the other one with 
you ? 

Mr. Jonrs. Yes, sir. 

Mr. Harpy. Let the record show the canceled check was produced. 

Mr. Benver. Mr. Jones, how many parties have you been on with 
Mr. Campbell ? 

Mr. Jones. I never went with him to any, sir. 

Mr. Benprer. You say that you attended the same parties where 
he was present. Weren’t you at Mr. Stapleton’s on a number of 
occasions ¢ 

Mr. Jones. Yes; we had several parties over there. They were all 
paid for by the Government employees and if Mr. Campbell was there 
it was just that he dropped in. 

Mr. Harpy. You don’t mean to say he came without an invitation ¢ 

Mr. Jones. I don’t know whether he had an invitation or not, sir. 
I certainly didn’t invite him. 

Mr. Benner. It wasn’t your house ? 

Mr. Jones. No, sir. 

Mr. Harpy. Thank you, Mr. Jones. 

(Thereupon the witness was excused. ) 

(Paul Van Theilen was thereupon called as a witness, having been 


first duly sworn.) 


TESTIMONY OF PAUL VAN THEILEN, ENGINEER, ORDNANCE TANK 
AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Van Tuetten. I am in power-plant-development engineering. 
I purchased a dryer from Westinghouse Supply and I was told to make 
a check out to Mr. Haviland for $149.12. Here is my check. 

Mr. Harpy. Let the record show he produced the canceled check. 

Mr. Van Tuetten. I want to say I never met Mr. Haviland or the 
Versatile Tool Co. : 

Mr. Harpy. You were using this system to save money / 

Mr. Van Tueren. That is right. 

Mr. Benper. You never met him? 

Mr. Van THerteN. That is right. 

; Mr. Benper. Who told you you could get things wholesale through 
iim ¢ 

Mr. Van THeicen. It was apparently common knowledge at the 
arsenal. 

Mr. Benner. It was scuttlebutt around the place ? 

Mr. Van Tueixen. I was in the market for a dryer and I shopped 
around. I could have bought off-brand names cheaper than this deal 
turned out to be but this was a brand name and I purchased it. 

Mr. Harpy. Thank you. 

(Thereupon the witness was excused. ) 

(John Jarosz was thereupon called as a witness, having been first 
duly sworn.) 








278 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


TESTIMONY OF JOHN JAROSZ, PRICE ANALYSIS BRANCH, ORD- 
NANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Jarosz. I am Acting Chief of the Price Analysis Branch. In 
the early part of 1949 I bought a Westinghouse washer, automatic 
washer through Mr. Haviland for which I paid $213, and I paid by 
eashier’s check and I haven’t got the check. 

Mr. Harpy. You paid by cashier’s check ¢ 

Mr. Jarosz. Yes. 

Mr. Harpy. That could be established if it becomes necessary. We 
will accept that. Thank you, sir. 

(Thereupon the witness was excused. ) 

(Howard Springel, was thereupon called as a witness, having been 
first duly sworn.) 


TESTIMONY OF HOWARD SPRINGEL, INSPECTION DIVISION, ORD- 
NANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Sprincen. I am Deputy Chief of the Inspection Division. I 
brought some things here that Mr. Haviland told me to go to the com- 
pany that I could just purchase. He said anyone could go there and 
purchase it. Here is some carpeting I have a bill for marked “Paid,” 
from New York Linoleum Carpet Co. I have a bill from Westing- 
house Electric Co. on a stove. I have a check that I paid Mr. Havi- 
land and he gave me the bill marked “Paid.” This is a RCA tele- 
vision set I bought through the Detroit Arsenal through the em- 
ployees co-op in which you can get 10 or 15 percent off. 

Mr. Harpy. You don’t get as good a discount through that as 
you get from Mr. Haviland ¢ 

Mr. Sprrincet. I would say probably you don’t. I just want to 
give that as evidence that you can do that in the Detroit Arsenal, 
anyone can do that. We have our own co-op that can get you tele- 
vision sets, you can get an automobile or anything you like for a 
discount. 

Mr. Horrman. Mr. Chairman, within two blocks of the Capitol 
there is that Mars store where any Government employee can buy 
at a discount. 

Mr. Harpy. I don’t think you have to be a Government employee. 

Mr. Sprince.. We have one at Selfridge Field the same way. It’s a 
wide-open store and you can buy anything you like in there at a 
discount. 

Mr. Harpy. Does that cover yours? 

Mr. Sprinceu. Yes, sir. 

Mr. Harpy. Thank you very much. 

(Thereupon the witness was excused.) 

(David Wolkov, was thereupon called as a witness, having been 
first duly sworn.) 


TESTIMONY OF DAVID WOLKOV, ELECTRICAL ENGINEER, ORD- 
NANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Workov. I am an electrical engineer, Engineering Liaison 
Division. I bought a Westinghouse television set from Mr. Haviland 
and I have a canceled check. 
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Mr. Harpy. Let the record show he produced the check. 

(Thereupon the witness was excused.) 

(Joseph Worcheck, was thereupon called as a witness, having been 
first duly sworn.) 


TESTIMONY OF JOSEPH WORCHECK, INSPECTION DIVISION, ORD- 
NANCE TANK AUTOMOTIVE DIVISION, DETROIT, MICH. 


Mr. Worcurcx. I am in the Inspection Division working with one 
of the supervisors under Springel. I have purchased several items; 
I took advantage of the situation, if you want to call it that. I got 
my brother a TV, and my sister and myself, and naturally not think- 
ing it would be necessary for me to have receipts or requesting a bill, 
I paid for mine personally; my brother paid for his; and if it is 
necessary for me to have a bill I know Ken knows me and he will 
give me the bill. I did get the bills on some of the items due to the 
fact he gave me the item and I paid for them. 

Mr. Harpy. You paid him in cash? 

Mr. Worcneck. Definitely. I bought my car for cash. In fact, I 
never got the advantage of getting a car on a discount and I am in the 
market for another one. 

Mr. Harpy. Do you think Mr. Haviland can help you on that? 

Mr. Worcueck. I doubt it. He might and he might not. 

Mr. Harpy. Do you think P. L. Grissom could be looking for pros- 
pects ¢ 

Mr. Worcneck. If I have an opportunity and they can give mea 
‘ar on a discount, I might take it. 

Mr. Harpy. You indicate you know Mr. Haviland very well? 

Mr. Worcneck. I have known him for some time. I have probably 
known him for about 4 years. 

Mr. Harpy. In a business way or socially ? 

Mr. Worcurck. I have known him in business and I have known 
him wherever I have bumped into him. He lives in Dearborn and I 
live in Dearborn on the West Side. I bump into him in the shopping 
center with the wife, or when he is with his wife . 

Mr. Benper. What is your work? 

Mr. Worcueck. I am in receiving inspection. 

Mr. Benper. Receiving inspection ?° 

Mr. Worcneck. That is right. 

Mr. Harpy. When he makes deliveries do you check them ? 

Mr. Worcneck. No; I do not. I don’t check them. I have people 
that check them for me. If there is any indication that someone 
has—that there is so-called inferior material—someone else checks that. 
As far as Mr. Haviland producing these parts, I know that he has 
been called many times in the middle of the night on some of the work 
that was designed and engineered that he had produced some of the 
items. He was called and something didn’t quite work out because up 
to this time, I have been in inspection, and I still haven’t seen a perfect 
part. 

Mr. Horrman. You haven’t what? 

Mr. Worcueck. I haven’t seen a perfect part. 

Mr. Harpy. Did you ever have occasion to inspect any parts that 
Mr. Haviland does deliver? 
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Mr. Worcueck. No; my people do. 

Mr. Benver. You are the boss? 

Mr. Worcueck. Well, if there is anything wrong it is up to them 
to check the parts. 

Mr. Benvrr. Don’t they consult with you? 

Mr. Worcneck. If there is any discrepancy, I see it when they put 
it on aclinic report. It goes to the Chief, to the Engineering, to the 
Planning, and about five or six people to pass any comments on it. 

Mr. Benver. How many times have you turned his stuff down? 

Mr. Worcueck. Truthfully when you say how many times that is 
asking a question I couldn’t answer. 

Mr. Benper. Have you turned any of his stuff down? 

Mr. Worcueck. I wouldn’t know of any, that is right. There 
probably have been some things. 

Mr. Harpy. That might have been turned down without your 
knowledge? 

Mr. Worcuerck. That is right. When it goes through my people 
and I am not in contact, why, it is impossible for me to keep in 
contact. We receive approximately 4,000 items a week. 

Mr. Harpy. Your supervision is supervisory and you don’t perform 
much of the inspection work yourself ? 

Mr. Worcreck. That is true. 

Mr. Horrman. Do you know about pumps and do you inspect 
those? 

Mr. Worcueck. Yes. 

‘Mr. Horrman. Rubber hose? 

Mr. Worcueck. Well, when you are speaking about rubber hose, 
I don’t know what you mean. That covers a lot of things. 

Mr. Horrman. Do you know this thing that is made of rubber and 
covered with canvas that carries water ? 

Mr. Worcueck. I get a call on things like that every day. 

Mr. Horrman. Do you inspect it or not? 

Mr. Worcueck. About the item you are talking about, I don’t 
know. 

Mr. Horrman. You know about bearings? 

Mr. Worcueck. Yes. 

Mr. Horrman. Shut-off valve, T-type? 

Mr. Worcueck. Inspect everything. 

Mr. Horrm.n. The frames? 

Mr. Worcueck. Well, put it this way. 

Mr. Horrman. No; I am asking you a few questions. Come on, we 
want to go back to Washington. 

Mr. Worcueck. I want to go back to work. 

Mr. Horrman. Just answer the question. Do you inspect the 
frames ? 

Mr. Worcueck. Yes, sir. 

Mr. Horrman. Steering controls? 

Mr. Worcueck. Generally, I say everything. 

Mr. Horrman. Steering controls? 

Mr. Worcneck. Yes, sir, for everything. You want to put it in 
there, you can count everything in there. We inspect canvas and 
everything else. 

Mr. Horrman. Blower units? 
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Mr. Worcneck. Everything under the sun. Do you know 
George—— 

Mr. Horrman. Do you know George Schleicher ? 

Mr. Worcnueck. George who? 

Mr. Horrman. Schleicher? 

Mr. Worcueck. No, sir. 

Mr. Horrman. Never heard of him? 

Mr. Worcueck. No. 

Mr. Horrman. Do you know anything about boxes of parts which 
were defective being pushed under the counter ? 

Mr. Worcueck. No, sir. 

Mr. Horrm4n. Do you get around the place yourself ? 

Mr. Worcnueck. No. 

Mr. Horrmin. You don’t know about these things ? 

Mr. Worcueck. I handle the material that comes in and my people 
do the checking. 

Mr. Benver. Your inspections are not as hurried as your answers? 

Mr. Worcueck. Yes, sir; I am being pushed around to get that in- 
spection and get everything out of there. When we get the items in we 
have to get the items through there. We have had the heat on us to 
get the material rolling with this Korean situation. In fact, we are 
working right now around the clock. 

Mr. Horrman. Do you do any inspection yourself ? 

Mr. Worcueck. When it is necessary. 

Mr. Horrman. Have you done any? 

Mr. Worcueck. Not recently. 

Mr. Horrman. How long has it been since you have inspected 
anything ? 

Mr. Worcueck. Whenever a question comes up. 

Mr. Horrman. How long has it been since you personally have in- 
spected anything ? 

Mr. Worcueck. Probably every day. 

Mr. Horrman. Didn’t you say a moment ago you don’t make the 
inspection ? 

Mr. Worcueck. When a question comes up I am over there. 

Mr. Horrman. How long has it been since you personally inspected 
anything out there? That is what I asked you. That is an easy one 
now. 

Mr. Worcueck. I don’t quite get the question. 

Mr. Horrman. If you can’t answer, that is all there is to it. 

Mr. Casry. Do you review the inspection on questionable items? 

Mr. WorcneEck. Yes; when an inspector makes a report, I have to 
get the understanding of what he has in mind. 

Mr. Casey. You make a determination ? 

Mr. Worcneck. That is right. I make the determination as far as 
the question he presents on a clinic report to be processed through 
our section in the arsenal. 

Mr. Harpy. Do you do that every day? 

Mr. Worcneck. Every day. 

Mr. Harpy. You could have answered that by saying yesterday or 
Friday. ; : 

Mr. Worcuecr. I didn’t get the question direct. 

Mr. Harpy. Thank you. 

(Thereupon the witness was excused.) 
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(Lewis Hafner was thereupon called as a witness, having been first 
duly sworn.) 


TESTIMONY OF LEWIS HAFNER, PRODUCTION PLANNING DE- 
PARTMENT, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 


MICH. 


Mr. Harner. I am in the apdteetion planets department. I have 
purchased at wholesale directly from Ken Haviland a Westinghouse 
fan. I have a receipt for $48.55 for the fan. That was on July 17, 
1950. Through asking him where I could buy a “oe! “ir he told me 
a place out in Dearborn that I bought a carpet for the front room at a 
discount. 

Mr. Harpy. Have you got a canceled check ? 

Mr. Harner. I have a canceled receipt from the New York Carpet 
& Linoleum Co. 

Mr. Casry. What is the date of the receipt? 

Mr. Harner. September 16, 1949. 

Mr. Harpy. All right, thank you. 

Mr. Benner. How is it this gentleman you buy wholesale from is so 
well acquainted around the arsenal? 

Mr. Harner. Well, as far as I know Haviland, I have known him 
in the last 5 years. He seems to be a very aggressive type of person. 
That was in the experimental type of vehicle that we were first trying 
to build when we started 5 years ago. At that time he was interested 
in coming in and assisting, and doing anything he could to make items 
that other industries would not even bother with because it was four, 
five, or six items. In that way, through his mechanical knowledge and 
mine, I have become acquainted with him through that point. 

Mr. Benver. He is pretty well liked around there, isn’t he? 

Mr. Harner. Yes. 

Mr. Harpy. Thank you. 

(Thereupon the witness was excused.) 

(Morton Scilken was thereupon called as a witness, having been first 
duly sworn.) 


TESTIMONY OF MORTON SCILKEN, PURCHASING SECTION CHIEF, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. ScrKen. I am the purchasing section chief in the arsenal. 

Mr. Harpy. Section chief in purchasing? 

Mr. ScitKen. In purchasing procurement. I purchased indirectly 
through Mr. Haviland a telivision set in 1949 through the Wagner 
Electric Co., which I have a receipt for. A toaster through Basso 
Appliances. 

Mr. Harpy. You have receipts for them ? 

Mr. ScitKen. Yes, sir. 

Mr. Bzenver. What section do you purchase for? 

Mr. ScuHiLkeN. It’s called the major items components for the tank 
procurement. 

Mr. Harpy. Mr. Haviland, does he hold any contracts or has he 
at any time had items for which you are responsible for purchasing ? 

Mr. Sciken. That is true. 

Mr. Harpy. You know him pretty well? 
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Mr. Scitxen. I have been in procurement for 5 years and we have 
been in constant—in other words, he is in and out of the office quite 
often. 

Mr. Harpy. He is a right good salesman as well as a good will 
builder ? ° 

Mr. SciLKen. He is really ingenious. 

Mr. Harpy. Thank you. : 

(Thereupon the witness was excused. ) 

Stanley Mazur was thereupon called as a witness, having been first 
duly sworn. 


TESTIMONY OF STANLEY MAZUR, PARTS PROCUREMENT DIVISION, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Mazur. I am the assistant to the deputy branch chief in the 
parts procurement at the Ordnance Tank Automotive Center. I pur- 
chased a hand vacuum Westinghouse cleaner from Mr. Haviland at 
a discount for $15.37. I paid for that in cash. 1 paid it to him at the 
time he delivered the merchandise to me at the office. Then I also 
procured carpeting from him for $90.10 for which I have a receipt 
here from the New York Linoleum & Carpet Co. That was paid in 
cash. 

Mr. Benper. Do you know Mr. Wayne Campbell ? 

Mr, Mazor. I do. 

Mr. Benper. You have been on parties with him ? 

Mr. Mazur. I have been at parties where he came in, sir, the same 
as Mr. Jones. 

Mr. Harpy. How well do you know Mr. Haviland? 

Mr. Mazur. Mr. Haviland, I know Mr. Haviland for about 4 years, 
sir, from 1947. 

Mr. Harpy. You know him pretty well? 

Mr. Mazur. I do, sir. 

Mr. Harpy. Frequently do you see him at your office? 

Mr. Mazur. Well, he hasn’t been very frequent within the last 6 or 
7 months, sir, that is due to his other duties. Whenever he comes in 
he will come in the office and stop by and say, “Hello.” 

Mr. Harpy. Thank you. 

Mr. Meaper. Do you handle the contracts of P. L. Grissom and 
Jefferson Chevrolet ? 

Mr. Mazur.I donot. Well, when you say handle, sir, we do in the 
office, that is right. 

Mr. Meaper. That is in the division you are in charge of ? 

Mr. Mazur. That is in the nature of my duties. 

Mr. Mraper. Do you know Mr. Campbell very well? 

Mr. Mazur. I know Mr. Campbell as well as I would any of the 
other gentlemen who would call on me, sir. 

Mr. Meaper. Did you realize that these parts you were buying from 
Grissom were being made by Fairfield Engineering with two or three 
intermediaries in between ¢ 

Mr. Mazur. That I did not realize until it was called to my attention 
by the investigating committee as to the complex method of procure- 
ment. 

Mr. Meaper. Is that typical of the procurement that you do in your 
section ? 
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Mr. Mazur. No; it is not. 

Mr. Meaver. You don’t ordinarily deal through two or three middle- 
men before you get to the manufacturer of the parts ? 

Mr. Mazur. No, sir; we do not. We try to, as much as we can, sir, 
by going into the various districts we would survey to see where these 
people get the material when it comes up to us that it may be ques- 
tionable as to the source of origin. 

Mr. Meaper. You wouldn’t regard this daisy chain from Grissom to 
United Electrio to Fairfield Engineering as representing outstand- 
ing procurement practices, would you? 

Mr. Mazur. Well, in some instances it may be so, sir. 

Mr. Meaper. Do you think it was in this instance from what you 
have learned of it? 

Mr. Mazur. Yes, sir. 

Mr. Meaper. You think it was a good idea to do it that way ? 

Mr. Mazur. No; I do not. I do not approve of that type of busi- 
ness dealings. 

Mr. Meaper. Do you have any explanation as to how that came 
about ? 

Mr. Mazur. No, sir; I do not. I am at a loss to really know as to 
why that business was handled in that manner, sir. 

Mr. Casry. Mr. Mazur, do you know about the investigating sub- 
committee, this subcommittee ? 

Mr. Mazur. The subcommittee, not the subcommittee here, but the 
gentlemen who have contacted us in the past. 

Mr. Casey. In connection with the study this subcommittee was 
making? 

Mr. Mazur. That is right, Counsel. 

Mr. Casey. You say you didn’t know about this indirect buying 
until it was called to your attention by this subcommittee in the case 
of Grissom & Fairfield Engineering situation ? 

Mr. Mazur. My information goes back to the data that was brought 
back from Washington, sir. 

Mr. Casey. So really you are not qualified to say that is the only 
instance of indirect buying because it wasn’t until it was brought to 
your attention by this subcommittee that you knew about that 
situation ? 

Mr. Mazovr. That is right. 

Mr. Casey. You have no way of knowing what other situations are 
connected with that way of buying because you only do business with 
the one company that bids? 

Mr. Mazur. That is right. 

Mr. Harpy. Did you hear Mr. Wiesner’s testimony a while ago in 
connection with Mr. Campbell’s dealings with Grissom & Fairfield? 

Mr. Mazur. Yes, sir. 

Mr. Harpy. Do you have any knowledge as to what the relation- 
ship may be between Mr. Campbell and the Grissom Co? 

Mr. Mazur. I do not know of the relationship between Mr. Gris- 
sim and, T mean, between Campbell and the P. L. Grissom Co. 

Mr. Harpy. Mr. Wiesner testified that he thought Mr. Campbell 
was running the Grissom Co., or words to that effect. Would that 
be your impression ? 
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Mr. Mazur. No, sir, that is not my impression. Whenever we had 
dealings with the Grissom concerns they were either handled by 
a Mr. McConnell or by a Mr. Cobb. 

Mr. Harpy. Mr. McConnell ? 

Mr. Mazur. He was the parts manager of P. L. Grissom on West 
Fort Street, and Mr Earl Cobb is the parts manager of the Jefferson 
Chevrolet. 

Mr. Harpy. Do you know Mr. McConnell’s first name ? 

Mr. Mazur. I think it is William. They always call him “Bill.” 
I have always known him to be called Bill. 

Mr. Casey. Do you know whether Mr. Campbell was ever in the 
employ of the Government ? 

Mr. Mazvr. I do not know, sir. That I do not know. 

Mr. Benprer. When he was out to these parties with you, you never 
did any business with him ? : 

Mr. Mazur. No, sir. 

Mr. Benver. When he was out to these parties with you, how is he 
identified? How did you happen to know him socially ? 

Mr. Mazur. Socially, well, he came into the office and perhaps the 
boys, the first time I was introduced to him was when Mr. Cobb 
brought him over, sir. He brought him over to the office and intro- 
duced him as Mr. Campbell who is representing the United Auto 
Electric people. That was the first time. 

Mr. Benper. Who is Mr. Cobb? 

Mr. Mazur. Mr. Cobb is the parts manager of the Jefferson Chevro- 
let store of P. L. Grissom. 

Mr. Meaper. Are Jefferson Chevrolet and P. L. Grissom all one 
and the same thing to you ? 

Mr. Mazur. Well, they are owned by the one and same man. 

Mr. Meaper. Who owns them ? 

Mr. Mazur. Mr. P. L. Grissom. 

Mr. Meaver. He owns both ? 

Mr. Mazur. Both stores, yes, sir. 

Mr. Meapver. Do you know who F. McDonald is? 

Mr. Mazur. No, sir, I do not. 

Mr. Meaper. Do you know T. Boaz? 

Mr. Mazvr. No, sir. 

Mr. Meaper. G. Thompson ? 

Mr. Mazur. No, sir. 

Mr. Mraper. C. W. McConnell ? 

Mr. Mazur. Unless it would refer to Bill McConnell, the parts 
manager of the P. L. Grissom store on West Fort Street. 

Mr. Meaper. Does the name G. Berg mean anything to you? 

Mr. Mazour. No, sir. 

Mr. Benver. Did you ever suspect at any time that any finagling 
was going on? 

Mr. Mazur. No, sir. 

Mr. Benver. You never suspected anything in connection with any 
of the purchases or any business that you do that there was some 
finagling going on? 

Mr. Mazur. We always keep a wary eye out for it. 

Mr. Benpver. You never found any ¢ 

Mr. Mazur. I never found any. 
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Mr. Meaver. Did you hear the testimony this morning of Mr. 
Wiesner about giving checks totalling $208,000 to Wayne Campbell 
either payable to him or these other names I read to you? 

Mr. Mazur. Pes, sir. I remarked to one of the gentlemen “I cannot 
understand it.” 

Mr. Meaprr. You can’t shed any light on what perplexes the com- 
mittee about the purpose of those transactions ¢ 

Mr. Mazur. Definitely I am perplexed myself. 

Mr. Mraper. You never saw anything like that before in your ex- 
perience / 

Mr. Mazur. No, sir. 

Mr. Meaver. You don’t know where Mr. Campbell is now do you? 

Mr. Mazur. No, sir, I saw him here yesterday afternoon about 1 
o'clock or so just before we recessed for lunch, and that is the last I 
seen him. 

Mr. Meaper. You didn’t have any conversation with him which 
would shed any light on his absence today / 

Mr. Mazur. No, sir, I did not. 

Mr. Horrman. Mr. Chairman, my questions do not carry any im- 
plication of anything improper. 

Mr. Meader asked you certain questions with reference to purchases. 
You named how many companies that had to do with the purchase of 
one item / j 

Mr. Mazur. I must be a little dense, Mr. Congressman. 

Mr. Horrman. You don’t understand ? 

Mr. Mazur. How many companies may deal in one particular item, 
is that your question ? 

Mr. Horrman. Yes, sir. Here is the manufacturer A and the 
middleman B and another one C, it went through three companies 
before you got the merchandise. 

Mr. Mazur. We have no instance of that, sir, to my knowledge. 

Mr. Horrman. What companies did you name here? 

Mr. Meaper. We are talking about Jefferson Chevrolet, P. L. Gris- 
som, United Auto Electric, and Fairfield Engineering. 

Mr. Horrman. Was there somebody behind those four that made 
the part? 

Mr. Mazur. I don’t know. 

Mr. Horrman. Did one of the four make it ? 

Mr. Mazur. What I learned this morning is that Fairfield made 
them. He was the last man who made them. That is what I learned 
this morning. 

Mr. Horrman. All your procurement agent out there did was pur- 
chase some one article which had been manufactured, we will say, by 
company A, but before the Government got it two or three other 
fellows got it and each one, I presume, added something to it? 

Mr. Mazur. That is right. 

Mr. Horrman. To the price? 

Mr. Mazur. That is possible. 

Mr. Horrman. So that Uncle Sam bought at what might be called 
a customer’s price? 

Mr. Mazur. That is quite possible. 

Mr. Horrman. At a price I would ordinarily pay if I went out on 
the street and bought something. 

Mr. Mazur. That is right. 
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Mr. Horrman. These Federal employees, and I am not critical, 
they not only didn’t have to pay customer’s price but they got a 
special discount ¢ 

Mr. Mazur. That is right. 

Mr. Horrman. Presumably they paid somewhere near the manu- 
facturer’s price / 

Mr. Mazur. I wouldn’t say it was the manufacturer’s price but it 
was about 30 percent off. 

Mr. Horrman. That is the difference between purchasing for one’s 
self and purchasing for the Government. In one case where you pur- 
chase for yourself there are one or two profits, and when you purchase 
for the Government there are several. 

Mr. Mazur. I wouldn’t say that is a fast rule, Mr. Congressman. 

Mr. HorrMan. You say it isn’t the rule. That is what has been 
happening with reference to the purchase of many parts, millions or 
billions of dollars worth. Instead of getting them from the manu- 
facturer or getting them at a fair discount from the list price from 
those who deal in them, Uncle Sam pays the customer's price? 

Mr. Harpy. Of course, I will remind my good friend of what he 
already knows that that sort of a situation is really one of the major 
bases for the inquiries we are conducting. 

Mr. HorrMman. Involving how many billions of dollars? 

Mr. Harpy. I am afraid we can’t fill that answer out as completely 
yet as I hope we will be able to when we conclude the hearings. 

Mr. Meaper. Mr. Mazur, I got the impression 

Mr. Horrman. (Interposing). He was going to ask me a question, 
if you don’t mind. 

Mr. Mazur. What remedy do we have to make these people come 
up and give us, as far as the Government being the Government, to 
make these people who do not come in and give us the best price? 
What can we do? 

Mr. Horrman. As I understand it that is one of the questions the 
subcommittee is trying to answer. We are trying to fix it so those in 
the Government service who are in the procurement division with 
millions of dollars for defense can buy direct without one, two, three, 
four, five intermediaries. 

Mr. Mazur. That is right. We have incidents of that every day 
where we know that the particular firm is making the merchandise 
for somebody else, and they will come in and bid on a higher price 
than the party they are making it for, and the other company comes 
in with a lower price. 

Mr. Benper. Don’t you think that is finagling? 

Mr. Mazur. It is, sir. 

Mr. Benper. You said before you didn’t know of any finagling? 

Mr. Mazvr. I meant finagling in connection with the testimony 
that was given beforehand. 

Mr. Benprr. Is there a difference in your mind between legal finag-. 
ling and illegal finagling? 

Mr. Mazur. Well, sir, there is something that we have asked for 
the answer many times. 

Mr. Benprer. We vote millions of dollars in Congress for defense 
purposes, and we are here for the purpose of determining how this 
money is being spent. 
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Mr. Harpy. That is 100 percent correct. The thing that is bother- 
ing me is that we are using some terms we haven’t defined, and I am 
afraid we may get ourselves bogged down. ; 

Mr. Benver. Finagling is a common expression. It is in the dic- 
tionary. It is a common word. 

Mr. Mazur. Yes. 

Mr. Meaver. Mr. Mazur, I got the impression, and if it isn’t correct 
I would like to have it cleared up, that you were not aware of the chain 
of procurement involving the Jefferson Electric and Grissom Co. 
until you heard the testimony here, or until the testimony before this 
subcommittee in Washington was brought to your attention ? 

Mr. Mazur. That is right. 

Mr. Meaper. You didn’t know that? 

Mr. Mazur. No, sir, I did not. 

Mr. Mraver. You realized that Jefferson Chevrolet and P. L. Gris- 
som didn’t have the machines to produce the parts, didn’t you, that 
they are dealers? 

Mr. Mazur. They are dealers but they have been bidding on a lot 
of material that did not ordinarily come in. They were dealers that 
could get the merchandise from other sources. 

Mr. Meaver. You knew Mr. Campbell and you knew he was con- 
nected with the United Auto Electric? 

Mr. Mazur. Yes, sir. 

Mr. Meaper. You didn’t think Mr. Campbell was running the Gris- 
som Co. or Jefferson Chevrolet ? 

Mr. Mazur. No, sir. 

Mr. Meaver. His company, as far as you knew, was the United 
Auto Electric? 

Mr. Mazur. That is right. 

_ Mr. Meaper. And you were aware that the United Auto Electric 
was supplying Grissom the parts they delivered to you? 

Mr. Mazur. At times, yes, sir. 

Mr. Meaper. Before it was brought out by these hearings? 

Mr. Mazur. Yes, sir. 

Mr. Meaver. And were you aware of the existence of the Fairfield 
Engineering Co. before these hearings ? 

Mr. Mazur. No, sir. 

Mr. Meaper. In other words, you learned something through these 
hearings that you hadn’t known before ? 

Mr. Mazur. I did, sir. 

Mr. Harpy. Thank you, sir. 

(Thereupon the witness was excused. ) 

(James G. Sidick was thereupon called as a witness, having been 
first duly sworn.) 


TESTIMONY OF JAMES G. SIDICK, CHIEF OF THE STORAGE PLANT, 
ORDNANCE TANK AUTOMOTIVE CENTER. DETROIT, MICH. 


Mr. Sinicx. I am chief of the storage plant. ‘To the best of my 
knowledge and belief I have never purchased any merchandise from 
Ken Haviland or through Ken Haviland. 

Mr. Harpy. Now, we have an entirely new situation. 

Mr. Benper. One man that has not bought anything from Mr. 
Haviland. 

Mr. Harpy. You have a unique position out there. 
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Mr. Sinicx. Yes, sir. 

Mr. Harpy. I don’t know how we got a hold of you here. Is he on 
that list ? 

Mr. Casey. The indications are you purchased a refrigerator at 
some time ¢ 

Mr. Swick. James G. Sidick ? 

Mr. Casey. Mr. Sidick, S-i-d-i-c-k. 

Mr. Swick. That is correct, sir. In answer to your question I 
have always lived in an apartment where refrigerators are furnished. 

Mr. Harpy. I think the best thing we can do is excuse you right 

uick, 

i. Mr. Sinickx. Thank you, sir. 

(Thereupon the witness was excused. ) 

(George Kalon was thereupon called as a witness, having been first 
duly sworn.) 
TESTIMONY OF GEORGE KALON, DEPUTY CHIEF, MATERIALS 


BRANCH, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Katon. I am Deputy Chief of the Materials Branch. I pur- 
chased a television set and a vacuum cleaner through Versatile Engi- 
neering. I don’t have the canceled checks but I imagine I can get 
photostatic copies through the bank. I was notified on Friday. I 
haven't had an opportunity to go to the bank. 

Mr. Harpy. You did pay for them by check ¢ 

Mr. Karon. Personal check; yes, sir. 

Mr. Harpy. I think that is satisfactory. If there should be any 
necessity for providing them, they will be available. 

Mr. Suetitey. With whom do you bank? 

Mr. Katon. Bank of Commerce in Warren, Mich. 

3 Harpy. That can be supplied if we need it. Thank you very 
much, 

(Thereupon the witness was excused. ) 

(Rudolph Spall was thereupon called as a witness, having been first 
duly sworn.) 


TESTIMONY OF RUDOLPH SPALL, CHIEF, GAUGE LABORATORY 
BRANCH, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Srauu. I am Chief of the Gauge Laboratory Branch. I pur- 
chased a Westinghouse washer from Mr. Haviland. I have a check 
here showing the payment; canceled check. 

Mr. Harpy. I think that is all that is necessary. Thank you very 
much. 

(4 hereupon the witness was excused. ) 

(Andrew C. Dickson was thereupon called as a witness, having been 
first duly sworn. ) 

TESTIMONY OF ANDREW C. DICKSON, FOREMAN, ORDNANCE TANK 
AUTOMOTIVE CENTER, DETROIT, MICH. 

Mr. Dickson. I purchased a table model television set, Model 
636917, and I paid $208 for it February 2, 1951. 

Mr. Benper. What is your work? 
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Mr. Dickson. Lam ashop man. General foreman in the shop is my 
civil-service title. 

Mr. Harpy. How did you pay for that, by check ? 

Mr. Dickson. Yes, sir. 

Mr. Harpy. And you have your canceled check with you? 

Mr. Dickson. Yes, sir; and this was the bill. 

Mr. Casey. This purchase took place after the Korean war broke 
out, didn’t it ? 

Mr. Dickson. I would say so, yes. 

Mr. Casey. Were you present when Mr. Haviland stated 

Mr. Dickson. No, sir; we were excused at noontime. The sub- 
committee excused us. 

Mr. Harpy. What was the date of that purchase ? 

Mr. Dickson. It was filled out November 14, and I paid him Feb- 
ruary 2, 1951, and the check was through the bank. 

Mr. Harpy. That is an interesting situation. Mr. Bender, I think 
you picked up the same thing. 

Mr. Benver. He said yesterday he had never held the bag for more 
than 2 weeks? 

Mr. Dickson. The difference ? 

Mr. Benner. No; not the check, but the bag. He was never a 
creditor for more than 2 weeks. 

Mr. Dickson. That is because I threatened to hit him over the head 
with it. It didn’t work after I got it, and I wouldn’t pay him until it 
was fixed. 

Mr. Harpy. You purchased that when ? 

Mr. Dickson. November 1950. 

Mr. Harpy. And you paid for it? 

Mr. Dickson. February 2. 

Mr. Harpy. In the meantime, you had trouble with it? 

Mr. Dickson. Yes, sir; about the second week we had it, or the first 
week. 

Mr. Horrman. You should have bought the one your neighbor 
offered you at cost. 

Mr. Dickson. That is right; I should have, and I would have 
saved money. 

Mr. Harpy. Thank you. 

(Thereupon the witness was excused.) 

Mr. Harpy. I got the impression yesterday from Mr. Haviland’s 
testimony that most of these transactions were cash transactions, and 
I find this morning that most of them show evidence of having been 
paid by check. If my memory serves me correctly, many of the items 
that were procured by using Mr. Haviland’s name directly from whole- 
sale establishments apparently were paid in cash, but 1n those cases 
receipts in most cases have been produced. 

I would like the group of witnesses who have just appeared to 
understand that they are excused insofar as the subcommittee is 
concerned. 

Is Mr. Haviland here? 

We will take a 5-minute recess. 

(Thereupon a short recess was taken.) 

(Ken Haviland was thereupon recalled as a witness.) 
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FURTHER TESTIMONY OF KEN HAVILAND, GENERAL MANAGER 
OF THE VERSATILE ENGINEERING CO. 


Mr. Harpy. Let the subcommittee come to order. 

Mr. Haviland, you have already been sworn. Go ahead, Mr. Casey 

Mr. Casry. Mr. Haviland, I believe you testified yesterday that 
most of the work you get from the Government is under sealed bid? 

Mr. Havianp. That is right. 

Mr. Casry. Could you fix that in terms of percentage of work 
secured ¢ 

Mr. Havitanp. Oh, I would say roughly without going back too far, 
maybe outside of one negotiated dent on the pump, which we men- 
tioned yesterday, I’d say about 85 percent were sealed bids. 

Mr. Casey. Have you had any relations with Mr. Frank Hopper ? 

Mr. Havinanp. Yes, sir; he is employed by me. 

Mr. Casey. He is employ ed by you? 

Mr. Havinanp. Yes, sir. 

Mr. Casry. In what capacity? 

Mr. Havinranp. Well, I would say his capacity is more or less of a 
sales manager at the present time. 

Mr. Casry. You pay him a salary? 

Mr. Havitanp. No, sir. 

Mr. Casey. How do you pay him? 

Mr. Havitanp. Pay him for his services that he renders, and we 
decide at the time he renders the services. 

Mr. Casey. Do you pay him on a commission basis ? 

Mr. Havianp. That is right. 

Mr. Casey. Certain percentage of sales? 

Mr. Havitanp. No, no; we don’t. It is determined more or less 
between us at the time the deal is consummated as to whether or not 
it should be a full 5 percent or less, depending on whether or not we 
ourselves have had any influence in getting that type of business 
previously. 

Mr. Casey. Is this Government business in which you employ him ? 

Mr. Havitanp. On any type of business. Anything we mutually 
agree upon. 

“Mr. Casey. I have information here indicating that within the past 
year you have paid him commissions totaling $ 11,622. 48; is that about 
right? 

‘Mr. Havinayp. I should say that would be pretty close. It’s on my 
books. Probably the GAO took it off the books; so it must be right 
unless they copied it wrong. 

Mr. Surtiry. Not GAO. 

Mr. Havinanp. Pardon. 

Mr. Suetiry. Not the GAO. 

Mr. Havitanp. Not GAO? 

Mr. Harpy. He means they wouldn’t copy it wrong. 

Mr. Havitanp. My apologies to GAO, 

Mr. Casey. In addition to Mr. Hopper, do you maintain a regular 
purchasing agent at the arsenal and the Tank- Automotive Center? 

Mr. Havinanp. A purchasing agent? 

Mr. Casry. Salesman ? 

Mr. Haviianpb. No. 
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Mr. Casey. Is Mr. Hopper the only one you have in connection with 
procuring contracts ¢ 

Mr. Havitanp. No: we have another chap who does some other 
work. He doesn’t hit the arsenal or Ordnance District, but outside 
subcontractors. 

Mr. Casey. Private work ? 

Mr. Havimanpb. Yes, sir. 

Mr. Casey. Is he paid on a salary basis? 

Mr. Haviianp. No, sir. 

Mr. Casey. He is paid on a commission basis? 

Mr. Havinanp. Yes, sir; he has the same arrangement Hopper has. 

Mr. Benver. Does Hopper get any business from the arsenal ? 

Mr. Havitanp. He has gotten Government business; yes. 

Mr. Benper. Not very much though? 

Mr. Havitanp. I would say enough to warrant $11,000 worth. 

Mr. Benper. I thought that was your territory / 

Mr. Havimanp. Pardon? 

Mr. Benper. I thought that was your operation ? 

Mr. Havitanp. It used to be, but business got too big and I couldn’t 
handle it myself. You can’t watch the managing and do the sales 
contact work. It is too much for one man for the volume of business. 

Mr. Benper. What is the volume of your business with the Govern- 
ment ? 

Mr. Havinanp. I think it was in the neighborhood of a half a million 
dollars last year. 

Mr. Benper. How about this year? 

Mr. Haviianp. This year, to date, I think it’s around $800,000. 

Mr. BENveER. $800,000 ? 

Mr. Havinanp. I think that is the rough figure. I asked Rutten 
& Welling to bring you over the figures on the financial statement, 
which they are making up this morning for your records. 

Mr. Benper. That doesn’t include what is under development and 
that you are working on now? 

Mr. Havitanpb. No; that does not; no, sir. 

Mr. Benper. How much is under way now ? 

Mr. Havitanp. Depending on whether or not there are cancellations 
or cut-backs, depending upon the situation. I would say if the war 
program goes through to its entirety—in other words, if the contracts 
we have are not canceled or cut back or terminated, plus development 
contracts, plus special work on some new types of equipment which 
is restricted; we can talk about it in a restricted nature—I would say 
that before the end of this year and the next year we should do in the 
neighborhood of $3,000,000 worth of business. 

Mr. Benper. Have you also retained a Mr. Carlson? 

Mr. Havinanp. We had Mr. Carlson before Mr. Hopper came into 
the picture and had a disagreement with him. We canceled his serv- 
ices. In fact, we had a little argument on about $1,500 that he thinks 
I owe him, and he is suing me for it, and I am refusing to pay him. 

Mr. Benper. Did he perform the same functions Mr. Hopper 
performs? 

Mr. Havinranp. That is right. 

Mr. Benver. Was he paid the same way ? 

Mr. Havinanp. His services, I believe, were a straight 5 percent. 

Mr. Benper. Five percent ? 











th 


er 


le 


bed 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 293 


Mr. Havitanp. That is right. 

Mr. Benper. He was getting 5 percent on sales that resulted from 
his operations? 

Mr. Havinanp. That is correct. 

Mr. Benper. Was that sales to the Government? 

Mr. Havinanp. Yes, sir. 

Mr. Benper. That work wasn’t under sealed bid; was it? 

Mr. Havitanp. Yes; I believe the one that you are referring to was 
under a sealed bid. 

Mr. Benper. I wasn’t referring to any one case. 

Mr. Havinanp. There is only one contract that I recall of Carlson 
having anything to do with. That was contract 29—either 71 or 41. 

Mr. Benper. 2941. The indications are he received, a contract in 
the total amount of $52,497. 

Mr. Havitanp. That is right. 

Mr. Benper. There is another contract—1310—amounting to 
$11,644. 

Mr. Havitanp. There may have been. I don’t recall it. It’s been 
sometime ago. It may be possible. That may be true. 

Mr. Benper. What would be the nature of the services performed 
by a man working on a commission basis where you submit a sealed 
bid? 

Mr. Havitanp. On a sealed bid, the performance that the man 
has to perform in addition to getting the bid, bringing in the necessary 
papers, allowing us to go over it and fill out the bid, sending the bid 
back in; then, if we are granted the bid, or if we receive the bid and 
we are low bidder, and we get the bid, and we are granted the award 
and the fellow is also, according to our agreements, he has to go out 
and help expedite, get materials, find necessary short parts and help 
look up the parts, because normally our function—we are too small 
for the company, the straight-salaried employees, to do that work 
themselves. 

Mr. Benper. When do you decide how much money Mr. Hopper is 
to get on your contracts at the time the contract is let or after the 
contract is completed 4 

Mr. Havinanp. No; it is usually after the completion of it. 

Mr. Benper. So, that part of his services might be in connection 
with the expediting of materials and so forth ? 

Mr. Havitanp. That is right, sir. 

Mr. Benper. Would he be paid more on a contract he negotiated 
than one under sealed bid ? 

Mr. Havinanp. No. 

Mr. Meaper. What percentage of your business do you get. where 
you are the only bidder? 

Mr. Havitanp. Gosh, since the Government appropriated enough 
money to make a lot of manufacturers interested in it, I don’t think 
I have ever been the sole bidder. 

Mr. Meaper. Before or since that time, do you know the percentage ? 

Mr. Havizanp. I can’t recall of any. 

Mr. Meaper. You can’t recall of any? 

Mr. Havitanp. No. 

Mr. Meaper. How about these bids where the specifications are 
provided by you? 
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Mr. Havitanp. Well, on any of these bids where the specifications 
are provided by us we have had competition on it. 

Mr. Meaper. Others can’t compete with you ? 

Mr. Havinanp. They can’t compete with the person whose over- 
head is low and whose employees are willing to produce, and doa 
day’s work for a day’s dollar. 

Mr. Mrapver. As far as specifications are concerned, they can’t 
measure up to your specifications ¢ 

Mr. Havinanp. I think they do. 

Mr. Meaper. They do, but they can’t? 

Mr. Havinanp. Why can’t they if they could. 

Mr. Meaper. They don’t. 

Mr. Havitanp. If they don’t, that is different. 

Mr. Meaper. I say they don’t. 

Mr. Havinanp. That is up to them. That is not up to me. They 
have the opportunity and right—all of the stuff to make the necessary 
specifications or meet them can be done on a machine, or in chemical 
specifications in coating, or in plating or whatever is required. There 
is no secret in the specifications. It is normal procedure. 

Mr. Meaper. Mr. Haviland, does Mr. Hopper work for anyone 
besides you, to your knowledge ? 

Mr. Havitanp. At the present time I believe he has an arrange- 
ment with another chap besides myself. 

Mr. Mrapver. Also doing business with the Tank-Automotive 
Center? 

Mr. Havinanp. That is right. 

Mr. Meaper. So, he is not your exclusive representative ? 

Mr. Havitanp. The businesses tie in pretty close. They are sepa- 
rate entities, but they tie in pretty close. In other words, he repre- 
sents a foundry account; and the.chap in the foundry, although we 
are not connected in any way, does a lot of my work, and I help with a 
lot of his because we don’t get enough time for everybody to cover the 
territory individually. 

Mr. Meaper. What is the name of that foundry ? 

Mr. Havinanp. Wayne Aluminum Foundry. 

Mr. Meaper. You have no idea what he earned from that account 
during that period you paid him $12,000? 

Mr. Havitanp. I haven’t any idea. 

Mr. Benper. How many companies do you represent besides 
Versatile? 

Mr. Havinanp. None. 

Mr. Benper. How many companies have you directed business to or 
told about Government contracts being available? 

Mr. Havinanp. I have had a lot of friends ask me how we get our 
Government business, and I told them how. 

Mr. Harpy. That is a trade secret? 

Mr. Havinanp. No, that is no trade secret. You got out and get 
the IF B and bid on them. 

Mr. Harpy. You have a relationship with other companies as a 
result of your knowledge and you are ite to get around and being a 
good leg man you are able to direct business to them ? 

Mr. Havinanp. I wouldn't say direct to. 

Mr. Benper. I mean “suggest”? 
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Mr. Havitanp. You can suggest it. I would say that. 

Mr. Benper. You have made those suggestions many times? 

Mr. Havitanp. Certainly. We have taken articles in short supply 
today and demand in the Korean situation, and helped the people to 
set up second sources so that they could make the product, so that if 
one of us has any labor trouble, or bombing, or anything of that na- 
ture, you have a source more than a hundred miles way to help pro- 
duce it. We went in and offered this service. We gave people assist- 
ance. We set them up. We helped set them up. We showed them 
our tooling. 

Mr. Rrenimayn. Mr. Haviland, you made the statement twice that 
since the Government has been willing to appropriate a lot of addi- 
tional funds it has made it a little more difficult for you to get this 
business ? 

Mr. Havitanp. No, sir, I have got more business than I want right 
today. 

Mr. Rrmeuiman. That isn’t what you said. You said in getting 
these contracts it is more difficult today than it was when money was 
scarce. 

Mr. Havitanp. That is because nobody would bid on it. 

Mr. Rieutman. Now that the money is plentiful everybody feels 
this is an opportunity to make some extra money and so they are in 
bidding, is that right ? 

Mr. Tavis. anv. That is right, absolutely. 

Mr. RreutMan. Then the indication is that there is plenty of free 
money around, and there is a good opportunity for many of these 
contractors to make money ? 

Mr. Havitanp. I would say there is no other business but Govern- 
ment business because of the civilian controls on materials. Every- 
body wants to get into the war business because they can’t buy ma- 
terials to make anything without Government contracts. 

Mr. Rreutman. The competition is keener to get the Government 
business ? 

Mr. Havinanp. Certainly, which is a good condition. 

Mr. Horrman. For whom? 

Mr. Havitanp. For everybody that is procuring material. 

Mr. Harpy. On a strictly competitive basis, if that condition pre- 
vails, it would tend toward the Government getting better prices ? 

Mr. Havitanp. That is right. 

Mr. Harpy. That would not necessarily follow on a negotiated basis 
contract, would it ? 

Mr. Havinanp. Well, I would say yes, and no, to that because I don’t 
think that anybody who is tent 2 any business today, who works 
for the Government, would go ahead rand buy something from some- 
body at a much higher price, . when he could buy it ata cheaper price 
elsewhere. 

Mr. Casry. Mr. Haviland, have you aiso employed a Mr. Ear] 
Havish ? 

Mr. Havinanp. That is right. es it’s Parrish. 

Mr. Casry. What is his capacity ? 

Mr. Havinanp. He operated very similarly in the same category 
with Frank Hopper except he takes the outside accounts. He is 
very active in the aircraft program. 

Mr. Casey. In securing contracts with the Government ? 
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Mr. Havianp. Yes, as a subcontractor with some prime who has 
a direct contract with the Government. 

Mr. Casey. During the period April 12, 1951, through June 25, 
1951, you paid him a total of $6,500 in commissions ¢ 

Mr. Havinanp. That is right. They are not commissions yet. They 
are advances, 

Mr. Casry. They are advances? 

Mr. Havitanp. That is right. 

Mr. Casey. He has to earn them before he can keep them ? 

Mr. Havitanp. That is right. 

Mr. Casey. How do you figure out the amount of the advance ? 

Mr. Havinanp. He has brought in some contracts. Again this 
is a restricted item which we can’t divulge. I call it a power pack 
supply, which came directly through his efforts at Republie Air- 
craft in Farmingdale, Long Island. It’s a nice clean device which 
is used to pick up various objects. 

Mr. Benper. Was that contract given to the Farmingdale people 
through the Detroit Arsenal ? 

Mr. Havizanp. No, the Farmingdale people had a development 
program under way, and the tank program has worked into the 
same field now. They are also considering using the item. The 
particular contract that we have to make that particular package has 
come from the Cleveland Tank plant. We designed and developed 
the power pack supply through our contact with Parrish and brought 
back the statistics and knowledge to make up such an item. 

Mr. Benper. Farmingdale does business with the Detroit Arsenal, 
you are aware of that? 

Mr. Havitanp. I don’t think they have anything to do with the 
arsenal. I think they are manufacturers of the Republic Aircraft, 
jet aircraft which I don’t think ties in with the tank program at all. 

am not positive. They may be doing business with the arsenal but 
to my knowledge, no. 

Mr. Casry. This $6,500 in advances were advanced in a period 
of 2 months? 

Mr. Havitanp. That is right. 

Mr. Casey. Are these advances to continue during the life of the 
contract ¢ 

Mr. Havinanp. No, the advances were made because Mr. Parrish was 
in desperate circumstances and needed some money. He talked aw- 
fully Diced to get them too because I am not inclined to give them 
away like that. 

Mr. Suetry. Is it what you refer to as a drawing account? 

Mr. Havinanp. That is right, they are well secured, too, with notes, 
believe me. 

Mr. Benver. You are not as considerate of him as you are of some 
of these Government employees that want to buy things wholesale. 

Mr. Havinanp. $6,500 and a $100 item is a different situation. 

Mr. Casry. What arrangement do you have with Mr. Parrish as 
far as earning his commissions ¢ 

Mr. Havinanp. It’s prorated or based on whether or not we think 
he does a job. It’s never to exceed 5 percent. It’s going to be less than 
that before we get through with it. 

Mr. Harpy. Does he know that ? 





















































PROCUREMENT OF AUTOMOTIVE SPARE PARTS 297 


Mr. Havinanp. Yes, sir, he knows it. On top of that in view of 
these facts and pertinent questions I think we are going to put him 
on a salary basis and that is it. If you put him on a salary, then we 
won’t have these questions. 

Mr. Casey. What isthe total amount of this contract ? 

Mr. Havinanp. I would say Earle has about $400,000 worth of 
business into us now, which we have inventory on and are ready to 
process and shove out the door. 

Mr. Casey. I have no further questions. 

Mr. Horrman. I have one. Did you at any time receive any in- 
formation as to the bids of others on an item on which you were 
bidding ? 

Mr. Havitanp. Yes, you can get that information if you sit on the 
bids when they open them up. 

Mr. Horrman. I mean before the bids were opened. 

Mr. Havitanp. That would be impossible. 

Mr. Horrman. That is what you think ? 

Mr. Havinanp. I have never been able to fathom it. 

Mr. HorrmMan. Have you ever tried ? 

Mr. Havinanp. Sure, sure; a good businessman always will. 

Mr. Horrman. To get advance information as to what your com- 
petitors were bidding ? 

Mr. Havinanp. Sure; I do that all the time. 

Mr. Horrman. Did you ever pay anybody in an effort to get that 
information ? 

Mr. Havintanp. No, sir; nobody could ever get it for me. 

Mr. Horrman. Whom did you contact ? 

Mr. Havitann. Who did I contact to do that ? 

Mr. Horrman.. Yes. Who did you contact in your effort to get 
advance information on sealed bids ? 

Mr. Haviranp. Well, let’s see. I have called AC Spark Plug who 
I have done a lot of business with previously when I was with the 
engineering staff at GM. 

Mr. Horrman. Who else? 

Mr. Havinanp. Some of the fellows over to Chrysler Corp. 

Mr. Horrman. Who did you call at Chrysler? 

Mr. Havitanp. Mr. Frank. 

Mr. Horrman. Anybody else? 

Mr. Havinranp. Not that I recall. 

Mr. Horrman. Now, who else did you call? 

Mr. Havinanp. Nobody. 

Mr. Horrman. At no time in an effort to get information on sealed 
bids? 

Mr. Havinanp. You can’t get sealed bids. 

Mr. Horrman. Or contracts ? 

Mr. Havinanp. No. 

Mr. Horrman. I mean what other competitors or what their bids 
were ¢ 

Mr. Havinanp. Some of the sales agents are competitors of mine. 
I asked them what they are going to bid but they don’t tell me. 

Mr. Horrman. Do you know some of the manufacturers are quoting 
the Government a higher price than they quoted you or others? 

Mr. Havitanp. No, never. 

Mr. Horrman. You don’t know that ? 
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Mr. Havitanp. No. I suspected it many times. 

Mr. Horrman. Some of the large companies when they bid on an 
item their bid was higher than they were selling to some of their 

regular customers. 

Mr. Havmanp. I have always found the ones I asked for quotes 
always made mine higher than he sold to the Government so I couldn’t 
get in on the business. : 

Mr. Horrman. What is that? i 

Mr. Havinanp. I always found that my competitors, when they 
were selling an item to the Government, I found that my bid was at 
least equal to what they sold it to the Government for or a little 
higher. a 

Mr. Horrman. Did you ever learn that some of the manufacturers : 
were quoting the Government a higher price than they were quoting 3 
other people to whom they sold ¢ 

Mr. Havitanp. No. 

Mr. Horrman. You didn’t know that? 

Mr. Havitanp. No. 

Mr. Benner. You are versatile so that 90 percent of the time you 
didn’t have any competitors ¢ 

Mr. Havitanp. We make our own parts and we don’t depend on 
somebody else’s supply of parts. We make our own. If it’s electrical 
equipment and a motor manufacturer holds us up on the part, we ; 
make a motor. : 

Mr. Benper. You wouldn't make an automobile, would you? 

Mr. Havmanp. I am making parts, not complete assemblies. 

Mr. Harpy. Thank you, Mr. Haviland. 

(Thereupon the witness was excused. ) . 

(Nathaniel C. Patten was thereupon called as a witness, having | 
been first duly sworn.) : 


TESTIMONY OF NATHANIEL C. PATTEN, COST AUDITOR, GENERAL 
ACCOUNTING OFFICE 





Mr Casey. What is your full name? 

Mr. Parren. Nathaniel C. Patten. 

Mr. Casey. Mr, Patten, you are with the General Accounting office ? 

Mr. Parren. I am. 

Mr. Casey. Located here in Detroit ? 

Mr. Parren. [ am. 

Mr. Casey. What is your official capacity ? 

Mr. Parren. I am an auditor. 

Mr. Casey. Auditor? 

Mr. Parren. Yes, sir. 

Mr. Casry. In the course of your official duties, have you had oc- 
casion to examine the books and records of Metro Engineering & 
Manufacturing Co. ? 

Mr. Parren. I have. 

Mr. Casey. Have you also had occasion to examine the books of the 
partnership of John O’Haire & James O’Haire? 

Mr. Parren. I have. 

Mr. Casey. Asa result of that examination, has there been prepared 

certain summary of facts and circumstances involving those books 
and records ¢ 

Mr. Parren. There has. 
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Mr. Casry. Would you read that, please ? 
Mr. Parren. This isa little background into the company. [ Read- 
ing from exhibit 42 :| 

Metro Engineering, a Detroit copartnership, was formed in 1940 by Paul 
Canstein and Frank Bob. In 1944 it became the Metro Engineering & Manu- 
facturing Co., a copartnership. The company engaged in light manufacturing 
for private concerns, Mainly on a subcontract basis. It did not attempt to secure 
Government contracts. The company’s accountant was James P,. O’Haire, who 
worked on a part-time basis. 

James P. O’Haire’s brother, John J. O’'Haire, entered the Army as a private 
in 1942. He became a captain and was a fiscal officer in the Office of the Chief 
of Ordnance, Washington, D. C. 

On July 1, 1946, the Metro Co. was incorporated. The only shareholders were 
Frank Bob and Paul Canstein, who each received 25,000 shares of stock as pay- 
ment for the assets of the partnership. James O’Haire was made a director, al- 
though he had no shares. He was also made secretary, receiving no salary ex- 
cept per diem payment for his services as an accountant. 

John O’Haire went on inactive duty as a captain in the Reserve in August 
1946. He remained in the same office as a civilian until May 1947, when he 
resigned and went to Detroit. 

On May 17, 1951, Frank Bob (who is no longer associated with Metro) stated 
to a GAO auditor that Paul Canstein had told Bob that if he was able to arrange 
a deal he had been working on for several months Metro would no longer solicit 
business from private industry. According to Bob, Canstein invited him to 
Canstein’s home to meet John O’Haire either on May 24 or May 31, 1947. At 
this meeting they planned a sales contract between O’Haire and Metro. 

On May 26, 1947, the Detroit Arsenal opened three bids received on a contract 
to design, engineer, and manufacture special tops for experimental cold-weather 
vehicles. These three bids were rejected. 

On May 381, 1947, John O’Haire’s resignation from Government service became 
effective. He and his brother James formed the partnership of O’Haire & 
O’Haire, procurement specialists and industrial consultants. On June 3, 1947, 
Metro and the O’Haire partnership signed a contract under which the O’Haires 
would “solicit orders forthe * * * services and products of Metro.” Metro 
agreed to pay “10 percent of the gross dollar amount of each and every (sic) 
order aceepted. * * *” 

Neither of the O’Haires had any background in manufacturing or sales. Both 
were accountants by profession. 

On June 5, 1947, the Detroit Arsenal negotiated a $98,787 contract with Metro. 
It was for the same work on which the Detroit Arsenal had rejected three bids 
on May 26, 1947. Presumably the O’Haire partnership earned $9,787.70 in the 
first few days of its existence. (The partnership did not file for a State of 
Michigan certificate of Ccopartnership until June 7, 1947.) 

In the last 6 months of 1947 Metro paid the O’Haire partnership commissions 
of $37,715.18 on total sales to the Government amounting to $377,151.80. For 
the whole year of 1947 the two salaried officers of Metro, Bob and Canstein, were 
paid total salaries of $36,000. The company’s profit for the year was $5,424.68. 

The O’Haires had made more money than the officers of the corporation, so on 
March 1, 1948, the O’Haires’ commission on sales in 1948 was reduced from 
10 to 5 percent, but Metro agreed to pay them $6,000 to act as financial advisers 
to the corporation. 

In 1948 Metro paid the O’Haires commissions totaling $20,924.86, plus $6,000. 
for financial advice. Metro’s sales to the Government totaled $409,340.69. 
Commercial sales dropped from the previous year’s sales of $159,718.88 to 
$82,905.95. 

On January 3, 1949, Metro and the O’Haires changed the fee for financial 
advice. Metro agreed to pay one-half of 1 percent of gross governmental bill- 
ings. Government business totaled $787,372.49 for 1949. The O’Haires were 
paid $38,768.11. This was more than Metro’s total commercial sales for 1949, 
which had dropped to $34,289.31. 

On June 1, 1950, Metro and the O’Haires contracted to continue on the same 
basis until June 3, 1951. The O’Haires collected $45,191.54 in 1950. 

In late 1950 the GAO began investigating these transactions. Although the 
5 percent commission basis was to run to June 38, 1951, on January 2, 1951, 
Metro and the O’Haires amended the contract. The 5 percent agreement and 
the percentage agreement for financial advice were canceled and it was agreed 
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that the O’Haire partnership would receive a flat $24,000 in 1951 for rendering 
all the services they had in the past, both as to sales and advice. 

Altogether the O’Haires have received $138,599.69 in commissions through 
December 31, 1950. Since Metro engaged the O’Haires it has received $2,280,- 
041.62 in Government contracts through December 31, 1950. It filled $427,970.26 
in private orders, a total of about $2,700,000, about $1,700,000 over normal volume 
on the basis of 1946 sales, which were about $250,000. In 1946 the firm’s ma- 
chinery was worth about $35,000 and in 1950 about $31,000. GAO auditors 
state that the facilities “do not appear to comprise much more than the equip- 
ment of a fairly good-sized first-class garage.” A test check of Metro’s con- 
tracts led GAO to conclude that practically all of the work was fully subcon- 
tracted, although by far the greater part of the business awarded to Metro 
by the Detroit Arsenal was negotiated under the representation that Metro 
had the facilities to manufacture and would substantially manufacture the 
products involved On one contract that was fully subcontracted the company 
made a profit of $50,602.28 on a $182,750 contract. 

Metro has allocated to sales expenses on Government work the following 
expenses : 
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The total of all expenses, including commissions, is $195,970.78. 

Government contracts contain the following covenant against contingent fees: 

“The contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understanding 
for a commission, percentage, brokerage, or contingent fee, excepting bona fide 
employees or bona fide established commercial or selling agencies maintained 
by the contractor for the purpose of securing business. For breach or violation 
of this warranty the Government shall have the right to annul this contract 
without liability or in its discretion to deduct from the contract price or eonsid- 
eration the full amount of such commission, percentage, brokerage, or contingent 
fee.” 


Mr. Casey. These expenses on the last page, were there other ex- 
penses recorded on the books of the O’Haire partnership ? 

Mr. Patren. In addition to the sales expense incurred by the Metro 
the O’Haire & O’Haire partnership had operating expenses of 
$70,425.18. 

Mr. Casry. Over what period ? 

Mr. Parren. Over a period from June 1, 1947, through April 7, 1951. 

Mr. Casry. Have you made some further investigation to determine 
the nature of those expenses? 

Mr. Parren. The expenses incurred by the partnership of O’Haire 
& O’Haire consists of the following types of expenses: Automobile 
expense, $3,800; travel expense, $4,500; office expense, $7,600; sales 
tax expense, $793; advertising and promotion, $40,737.61. 

Mr. Benper. Advertising and promotion for a business that has a 
garage ? 

Mr. Casey. This is a partnership. 

Mr. Patren. This is the sales agency. The sales expense of Metro 
was $185,000 which included the commission paid O’Haire & O’Haire. 

Mr. Casey. This $40,000 that you speak of as advertising and pro- 
motion expense, this is on the books of the partnership of O’Haire & 
O’Haire, industrial specialists and consultants ? 

Mr. Patten. Procurements. 

Mr. Casey. And procurement specialists ? 

Mr. Parren. That is right. 
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Mr. Casry. Is that accumulated expense over the period we are 
speaking about here / 

Mr. Parren. That is right. 

Mr. Casey. Is there any further breakdown to that advertising 
and promotional expense ? 

Mr. Parren. Well, in the analysis of the type of cost classified as 
sales and promotional, we found that bar, food, and entertainment 
that could be identified amounted to $6,147.73. That unreported 
charges included in the expense analysis of the following nature: 
Share of household charge, not reimbursed by cash, in the amount of 
$2,000. 

Mr. Horrman. Share of what? 

Mr. Parren. Household expense. 

Mr. Horrman. What was that? 

Mr. Patren. That seems to be the use of the personal property or 
the homes of the individuals in entertaining or promoting good will. 

Mr. Casey. Mr. Patten, all you know is what you see in the books ¢ 

Mr. Patren. That is right. 

Mr. Horrman. I don’t see how the use of a man’s home—— 

Mr. Casey. (interposing). I think Mr. O’Haire might be able to 
explain that. Mr. Patten is only giving what he found in the books. 

Mr. Horrman. Pardon me. 

Mr. Benper. Whose home is that? Is that indicated ? 

Mr. Parren. I believe that was Mr. John O’Haire’s home. 

Mr. Benpver. Was that in Detroit ? 

Mr. Parren. I believe it is Straight Lake. 

Mr. Benper. Where? 

Mr. Parren. I believe it is a lake north of Pontiac. 

Mr. Horrman. Would that item be deducted from an income return 
as a special item ¢ 

Mr. Casey. Would you know? 

Mr. Patren. I wouldn’t know. I haven’t seen the—— 

Mr. Horrman. If it’s a business expense you can deduct it from your 
return, can’t you? 

Mr. Harpy. Yes. 

Mr. Horrman. If I can work at home that is an expense item ? 

Mr. Harpy. You have a little money. 

Mr. Benper. If you have a case of Haig & Haig and Old Granddad, 
and you take them out in your home, and that is deductible, isn’t it, as 
business expense ? 

Mr. Horrman. We haven’t been getting deductions for use of home 
or office. 

Mr. Casey. Is that the complete breakdown of the expenses ? 

Mr. Parren. Under O’Haire & O’Haire we found there was, for the 
period June 1949 through April 1950, that unsupported charges total- 
ing $3,435, other than being supported by proper documentation were 
just supported by lists consisting of, this was incurred by James P. 
O’Haire of which some $2,600 was classified as food and drinks. 

Mr. Casey. By unsupported you mean no receipts? 

Mr. Parren. That is right, and that for a period July 14, 1949, to 
February 21, 1951, John J. O’Haire had a total of $5,160.16 of which 
$2,946.35 was classified as drinks and food. 

Mr. Benper. Do you have receipts from hotels or restaurants? 
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Mr. Parren. No, sir, the only amount of that that could be sup- 
ported was the first figure of $6,147.73. Those were invoices and 
statements from the Book-Cadillac, Berkley Bar, Detroit-Leland, and 
places of that nature. 

Mr. Benper. Any places in Washington ? 

Mr. Parren. No, sir. 

Mr. Horrman. What is the total charge for business expense be- 
‘ause of entertainment and food ¢ 

Mr. Parren. We have $40,000 for sales promotion and entertain- 
ment. 

Mr. Horrman. Where does the $6,000 come in ? 

Mr. Parren. That, is a breakdown of the items making up the 
$40,000. 

Mr. Casry. Some are supported by receipts and some are not. 
He has written them down according to supported charges and un- 
supported charges. 

Mr. Harpy. I just want to ask one question which I think will be 
very short. In your statement you refer to the value of the firm’s 
machinery as $35,000 in 1946 and $31,000 in 1950. Was that a de- 
preciated value carried on the books of the company or was that an 
appraised value ¢ 

Mr. Parren. That was the book figure. 

Mr. Harpy. That was the book figure? 

Mr. Parren. That is right. 

Mr. Harpy. Unless somebody wants to raise some questions, we 
will adjourn. 

Mr. Benver. Are the O’Haires here? 

Mr. Harpy. Yes. 

Shall we meet at 2 0’clock? The subcommittee will stand adjourned 
to reconvene at 2 o'clock. 

(Thereupon an adjournment was taken until 2 p. m. of the same 
day, Tuesday, July 24, 1951.) 


AFTERNOON SESSION 


(The subcommittee resumed hearings Tuesday, July 24, 1951, at 
2 p.m., Chairman Hardy presiding.) 

Mr. Harpy. Let the subcommittee come to order. 

Mr. Casey. Mr. Patten, will you take the stand ¢ 

(Nathaniel C. Patten resumed the stand, having been previously 
duly sworn.) 


FURTHER TESTIMONY OF NATHANIEL C. PATTEN, COST AUDITOR, 
GENERAL ACCOUNTING OFFICE 


Mr. Casey. Mr. Patten, just before lunch you broke down for us 
some of the expenses of the O’Haire partnership in connection with 
their dealings in securing business for Metro Engineering ? 

Mr. Parren. That is right. 

Mr. Casey. Now, do you have a similar breakdown on the sales ex- 
penses from the books of Metro Engineering Co. ? 

Mr. Parren. Yes. 

Mr. Casry. What does that breakdown show, Mr. Patten? 

Mr. Parren. Allocated to the sales of Government items there has 
been incurred a sales expense of $195,970.78. 





















































PROCUREMENT OF AUTOMOTIVE SPARE PARTS 303 


Mr. Casey. That is over a 4-year period? 
Mr. Parren. That is over a period of approximately 314 years. 
Mr. Casey. That includes the commissions that have been paid on 
Government work ? 

Mr. Parren. That is right. 

Mr. Casry. Can you break that figure down for us into the various 
types of expenses ? 

Mr. Parren. Well, in the entertainment classification there was 
$35,421.32. 

Mr. Casey. Did you look to find out what that entertainment was 
made up of / 

Mr. Parren. Yes, that entertainment is comprised of gift certifi- 
cates in the amount of $6,295, jewelry and gifts in the amount of 
$2,004.03. 

Mr. Benner. What is jewelry for? 

Mr. Casey. Are you able to tell where the jewelry went or anything 
about it except it was for jewelry? 

Mr. Parren. Well, we have identified the ownership or the location 
of certain items of jewelry, et cetera, here. 

Mr. Casry. How did you locate them 4 

Mr. Patren. By statements from the management. 

Mr. Casry. What did you find out? 

Mr. Patren. Well, a projector, a movie projector, purchased for 
$325.48 was obtained, and I understand, Mr. Frank Bob, one of the 
corporate officers, received that. Watches valued at $128.75 each 
were purchased through the company, and for the president and vice 
president, Canstein and Bob. Camera equipment in the amount of 
$109.34 to Mr. Bob. Lens, $64.48. 

Mr. Benper. Is that some of the et cetera ? 

Mr. Harpy. Is that supposed to be entertainment / 

Mr. Parren. Well, it is charged into their sales expense. Hunting 
equipment. 

Mr. Casry. Hunting equipment ¢ 

Mr. Parren. Yes. 

Mr. Casey. How much is that? 

Mr. Parren. $62.59, $59.11, $109.09. 

Mr. Casey. Is that all? 

Mr. Parren. That is in total here, yes. Then we have some tele- 
vision sets. 

Mr. Casey. Any of these gifts go to Government officials ? 

Mr. Parren. Not to our knowledge. 

Mr. Casey. Did you know where the television sets did go? 

Mr. Parren. One went, according to a statement by Mr. Bob, one 
went to his mother and one went to his sister. A cost of $459.64. 

Mr. Harpy. Did they get those through Mr. Haviland ? 

Mr. Parren. No, sir. 

Mr. Meapor. Mr. Patten, did he explain what connection giving 
the television set to his sister and mother had to do with sales of his 
product ? 

Mr. Patrren. Well, the explanation was, or at least I understood it 
to be that he thought that it had been charged to their personal 
account. 

Mr. Meaver. They didn’t regard it as a proper expenditure of the 
business ? 
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Mr. Parren. It was in the expenditures of the business. 

Mr. Meaper. When you called it to their attention they agreed with 
you it was not a proper charge / 

Mr. Parren. They thought they had charged it to the individual 
who had purchased it. 

Mr. Meaper. It was an erroneous book entry ? 

Mr. Partren. I guess that is what you call it. 

Mr. Casry. Mr. Patten, is it true that during the years 1947, 1948, 
1949, and 1950 the business that Metro Engineering & Manufacturing 
Co. did with the Ordnance Department here in Detroit increased from 
approximately $377,000 a year to $900,000 a year? 

Mr. Parren. You have got me on that one. I know they wound up 
with 84 percent. All their business was Government business and the 
Government business was steadily on the increase and the commer- 
cial business was on a decline. 

Mr. Cassy. I show you this report and ask you to identify it asa 
report you made in your official capacity as a cost auditor for the 
General Accounting Office. 

Mr. Parren. It is. 

Mr. Casey. On page 2, does that enable you to answer my question ? 

Mr. Parren. That is right. 

Mr. Harpy. State the figures over. 

Mr. Parren. In the year 1947, the sales were $377,151.80, and there 

yas a steady increase, and in the year 1950, Government business was 
$900,454.14. 

Mr. Harpy. The total sales or governmental sales? 

Mr. Patrren. That was governmental sales. 

Mr. Benver. If you will pardon me, Mr. Chairman, and Mr. Casey. 
You testified that they had equipment that was housed in a building 
that was like a small garage, is that it, or a fair-sized garage? 

Mr. Parren. The building wasn’t like a small garage. The building 
was probably 12,000 square feet. 

Mr. Benver. Twelve thousand square feet 

Mr. Parren. Ten to twelve thousand. 

Mr. Benper. How large would that be with comparison with this 
room, for example? 

Mr. Parren. It would be larger than this room. 

Mr. Benpver. About twice as large as this room ? 

Mr. Parren. I would say the building was probably 130 feet in 
depth and 50, 60-foot frontage, something of that nature, with a por- 
tion set up for offices. 

Mr. Benper. What machinery did they have? 

Mr. Parren. Well, they had some small equipment, a few drill 
presses, I believe, a couple of pieces of equipment that cut metal, shear- 
ing machines. 

Mr. Benper. How many employees did they have? 

Mr. Parren. I would estimate probably 25 in this one plant. They 
had some space that was rented. I understand there were some em- 
ployees there. I don’t know what number. 

Mr. Benoer. A little larger operation than the Fairfield Machinery 
Co. ? 

Mr. Parren. I am not acquainted with the Fairfield Machinery 


Co. 
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Mr. Casey. During that same period do you have the same figures 
on the rate of decrease in private business of that company ? 

Mr. Parry. In the year 1947 Metro did $159,718.38 commercial 
business; in 1948, it decreased to $82,905.95; in 1949, it decreased to 
$34,289.31; and in 1950 it increased to $151,056.61. 

Mr. Harpy. What was that, again? That was in 1950, nongovern- 
mental business ¢ 

Mr. Parren. That is right. 

Mr. Harpy. So there was an increase? 

Mr. Parren. There was an increase in 1950. 

Mr. Casry. Now, I believe you testified that the value of equipment 
in 1947 was approximately $35,000 ? 

Mr. Parren. That is right. 

Mr. Casey. And in 1950 it was approximately $31,000? 

Mr. Parren. That is right. 

Mr. Casry. So that this $900,000 worth of business they did in 1950 
was done with equipment worth approximately $31,000 ¢ 

Mr. Parren. That is right. 

Mr. Harpy. Having a book value of that amount. That doesn’t 
necessarily represent the actual value, the depreciated value. 

Mr. Parren. Most of the equipment was purchased recently. The 
company has only, there has been a transfer of a certain portion of 
this, of the equipment that originally was on the books of the company 
when Metro Manufacturing Co. dissolved one of the corporate offices 
who later on became the Pentagon Co. 

Mr. Benper. Pentagon ? 

Mr. Parren. That is right. 

Mr. Benner. Have they gotten as far as here with that operation ? 

Mr. Parren. The portion of equipment transferred in that pur- 
chase, Metro purchased the interests of the other corporate officers and 
the old equipment went with that transfer, and the bulk of the equip- 
ment represented by the $31,000 is original new equipment. 

Mr. Harpy. New equipment ? 

Mr. Parren. Equipment that has been purchased within the last 2 
or 3 years. 

Mr. Harpy. The $35,000 and the $31,000 does not necessarily apply 
to the same equipment ? 

Mr. Parren. That is right. 

Mr. Harpy. If it applied to the same equipment it would indicate 
that if no new equipment had been bought during those 2 or 3 years 
then there had been $4,000 depreciation ¢ 

Mr. Parren. At least that. 

Mr. Meaper. Mr. Chairman, the Pentagon Co. intrigues me a little 
bit. Is that owned by the same people that own Metro Engineering ? 

Mr. Parren. No, during 1950 Canstein, who is now president of 
Metro, purchased the interest of Frank Bob, who was the other corpo- 
rate officer. The corporation prior to August 1950 held two pieces 
of property. One became the Pentagon Co. owned by, or the Penta- 
gon Corp, owned by Frank Bob and the other remained under the 
Metro Co., the Metro Co. remained under the directorship and man- 
agership of Canstein. 

Mr. Mreaper. What does Pentagon do? 
Mr. Parren. The same thing. 
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Mr. Meaver. Where did it get its name? 

Mr. Parren. I haven’t any, idea. 

Mr. Meaper. What do they manufacture? ‘ 

Mr. Parren. Almost the same line that is manufactured by Metro? 

Mr. Casry. I believe you mentioned a contract with Metro in the 
amount of $182,000 in which they made approximately a $50,000 
profit ? 

Mr. Parren. That is right. 

Mr. Casry. Do you have the figures on that contract? The cost 
breakdown indicating how the profit was made ? 

Mr. Parren. I don’t have those available here. They are available 
but not right here. 

Mr. Casey. Have you had occasion also to look into other com- 
panies owned or controlled by John J. O’7Haire and James B. O’Haire ? 

Mr. Parren. I have. 

Mr. Casey. Do you have a list of those companies there? 

Mr. Benper. Mr. Casey, this income of the O'Haire’s doesn’t repre- 
sent all their income then ? 

Mr. Casey. I propose to find out about that. 

Mr. Parren. I don’t have the list. Do you have them there? 

Mr. Casey. Yes. Would you identify that for the record, please, 
as a report made in the course of your official duties as an auditor in 
the General Accounting Office / 

Mr. Parren. That is right. 

Mr. Casry. Does that report contain some information concerning 
the other activities of John and James O'Haire? 

Mr. Parren. Partially. There are more companies than this. 

Mr. Casry. Would you read off the companies in that report ¢ 

Mr. Parren. The Aragain Co. 

Mr. Benper. Is that a small town here / 

Mr. Parren. That is Niagara spelled backwards. ‘The Tri-Enter- 
prise Co. Then there is one more that isn’t on this list. The Newfane 
Co. 

Mr. Benper. What is that spelled backwards? 

Mr. Harpy. You say there are only three companies that are owned 
by the O’'Haire brothers ¢ 

Mr. Parren. Two of those are owned solely by the O’Haires and 
the third, the Tri-Enterprise is a partnership comprising Paul Can- 
stein and the two O'Haire’s. 

Mr. Casey. What does the Aragain Co. do? 

Mr. Parren. Well, the Aragain Co. was a processer on the theory 
of insulating materials for this winterization program for the jeep 
and weasel cabs. 

Mr. Benper. Jeeps and the weasel ? 

Mr. Parren. That is right. 

Mr. Harpy. We don’t need too much detail on that, I think. 

Mr. Benver. All Government? 

Mr. Patten. That is right. 

Mr. Casry. Are they subcontractors for Metro Engineering Co. ? 

Mr. Parren. They were subcontractors for Metro. 

Mr. Casey. So that the O’Haire brothers would get the contracts 
from Metro Engineering Co. and then this Aragain Co. would per- 
form some of the work by subcontracting ? 

Mr. Parren. That is right. 
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Mr. Meaprr. What was the purpose of that, Mr. Patten, do you 
know ? 

Mr. Parren. Well, I can give you their version of it. 

Mr. Meaver. I mean as an accountant, can you see some benefit that 
might be derived from having this subcontracting? 

Mr. Parren. The norinal profit of any business. 

Mr. Meaper. You mean that the Aragain Corp., for example, could 
charge a profit on its operation ? 

Mr. Parren. That is right. 

Mr. Meaper. And then Metro Engineering, as the prime contractor, 
could charge another profit, and the O’Haires in turn could charge 
a commission for getting the business? 

Mr. Parren. That is right. 

Mr. Mraper. Do you see any other purpose in it? 

Mr. Parren. No. 

Mr. Benper. Is all this business placed through the Detroit Arsenal 
or does it come from other areas? 

Mr. Partren. All the business is placed either through prime con- 
tracts with the Detroit Arsenal, or the Detroit Ordnance District. 

Mr. Harpy. Thank you, Mr. Patten. Will you stand by for a 
while, please 4 

(Thereupon, the witness was excused.) 

Mr. Harpy. Mr. Canstein, will you come up please, Mr. Canstein. 

(Paul Canstein was thereupon called as a witness, having been first 
duly sworn.) 


TESTIMONY OF PAUL CANSTEIN, PRESIDENT, METRO 
ENGINEERING CO. 


Mr. Casey. What is your full name? 

Mr. Canstrern. Paul Canstein. 

Mr. Casry. Are you president of the Metro Engineering Co.? 

Mr. CansteIn. I am. 

Mr. Casey. Your company does business with the Detroit Tank 
Automotive Center ? 

Mr. Canste1n. Yes, sir. 

Mr. Casey. What does your company actually manufacture, Mr. 
Canstein ¢ 

Mr. Canstern. In general, sheet-metal products. 

Mr. Casey. Sheet-metal products ? 

Mr. Canstrei1n. That is right. 

Mr. Casey. You do most of that work yourself, or do you subcon- 
tract a lot of it out? 

Mr. Canstetn. Most of the work is done in our own plant. 

Mr. Casry. When was your company formed ? 

Mr. Canstern. 1940. 

Mr. Casry. Have you been doing—how long have you been doing 
Government business ? 

Mr. Canstrein. Well, we did Government business during the war 
and started again in 1947. 

Mr. Casry. Do you know how much Government business you did 
in 1946? 

Mr. Canstern. None. 


93669—52——_21 
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Mr. Casry. At some time in 1940 did you take definite steps to 
secure Government business ¢ 

Mr Canstrern. When, in 1940? 

Mr. Casey. 1947, did you take some definite steps to secure some 
Government business ? 

Mr. Canstern. Yes, we did. 

Mr. Casey. Did you know the O’Haire brothers prior to 1947? 

Mr. Canstern. I knew James P. O'Haire in 1947. 

Mr. Casry. Was he connected with your company ¢ 

Mr. Cansrern. Yes, he was. 

Mr. Casey. In what capacity ? 

Mr. Cansrein. Keeping our records straight and general auditor 
and accountant. 

Mr. Casry. Did you at some time become acquainted with James 
O’Haire’s brother, John O’Haire ? 

Mr. Cansrern. I did. 

Mr. Casry. About when was that? 

Mr. CansTein. Some time in May 1947. 

Mr. Casey. What was John O’Haire’s position at that time? 

Mr. Cansrern. I believe he was with the Government in Washing- 
ton. 

Mr. Casey. As a civilian employee ? 

Mr. Cansrern. I believe so. 

Mr. Casey. Were you introduced to him by his brother? 

Mr. Cansrern. I was. 

Mr. Casry. Was there an employee, another employee of the Ord- 
nance Department present at that time ? 

Mr. Canste1n. Not that I recall. 

Mr. Benper. Mr. Casey, was he in the Ordnance Department, Mr. 
O’Haire ? 

Mr. Casry. You say the Ordnance Department, Mr. John O’Haire? 

Mr. Benper. What part of the Government was he employed in? 

Mr. Canstein. I did not know at the time. I think he was in Wash- 
ton. 

Mr. Benver. He wasn’t in the State Department ? 

Mr. Canstern. Not that I know, I really don’t know. I didn’t 
ask him that. 

Mr. Casey. Was there some discussion of the proposition whereby 
the O’Haires could get Government business for Metro Engineering ? 

Mr. Cansrern. At that first meeting ? 

Mr. Casry. Yes. 

Mr. Cansrein. No; there was not. 

Mr. Casey. When was the subject of getting Government business 
first approached ¢ 

Mr. Cansrern. I was told by Mr. O’Haire when the discussion came 
up about business that business was poor in Detroit, and he said, 
“Why don’t you go to the Government, there should be a lot of busi- 
ness at the arsenal?” That was all that was mentioned at that time. 

Mr. Casey. Which O’Haire was that? 

Mr. Cansrein. John O’Haire. 

Mr. Casey. John O’Haire ? 

Mr. Cansretn. Yes, sir. 

Mr. Casey. Was that in May 1947? 

Mr. Cansrei1n. That was May 1947. 
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Mr. Casey. It wasn’t long after that that some further develop- 
ments took place in connection with your associations with the 
O’Haires ! 

Mr. Canstern. That is correct. 

Mr. Casey. Was it in the latter part of May or the first part of 
June that there was a meeting with some employee of the Ordnance 
Department here in Detroit? 

Mr. CansteErn. That is right. 

Mr. Casey. Who was that employee ? 

Mr. Cansrern. Robert Bruce. 

Mr. Casey. What is his capacity with the arsenal or Tank Auto- 
motive Center? 

Mr. CansteIn. I believe he is in the Fiscal Department. 

Mr. Casey. Is he chief fiscal and budget officer ? 

Mr. CansteEINn. I believe so. 

Mr. Casey. Where did that meeting take place ? 

Mr. CanstTetn. In a restaurant downtown. 

Mr. Casry. In a restaurant here in Detroit ? 

Mr. CansteEIN. That is right. 

Mr. Casey. Who was present at that meeting ? 

Mr. Canste1n. James P. O’Haire, myself, and Mr. Bruce. 

Mr. Casey. John O’Haire wasn’t there ? 

Mr. Cansre1n. He was not there. 

Mr. Casry. Could you summarize for us the discussion tha took 
place at that meeting? 

Mr. Cansretn. The general discussion was strictly that I was not 
involved in it, it was Mr. John. 

Mr. Casey. You were not what? 

Mr. Cansretn. I was not involved in it. It was primarily John 
O’Haire who wanted to get into the accounting business. At the same 
time Mr. John O’Haire mentioned why I couldn’t get acquainted with 
somebody at the arsenal to steer me to the procurement personnel so 
I could possibly get some work there. That is all that was discussed 
at that first meeting. 

Mr. Casey. You say that John O’Haire wanted to get into the ac- 
counting business ? 

Mr. Canstetn. With his brother. 

Mr. Casey. How did the meeting with yourself and Mr. Bruce in- 
volve John O’Haire getting into the accounting business? 

Mr. Canstern. Would you repeat that, please? 

Mr. Casey. How did the meeting in which John O’Haire was not 
present, but you, James O’Haire, and Mr. Bruce was present, how did 
that involve John O’Haire getting into the accounting business ? 

Mr. Cansrern. It was brought up that Jim O’Haire would call Mr. 
Bruce and have a meeting. 

Mr. Casey. For what purpose / 

Mr. Canstein. For getting into the accounting business and get- 
ting me acquainted at the arsenal. 

Mr. Casey. What connection did Mr. Bruce have with getting into 
the accounting business ? 

Mr Cansrtetn. I believe he was in that branch of the business. 

Mr. Casry. He is the chief fiscal and budget officer at the arsenal. 

Mr. CansteIn, I can’t answer that. 
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Mr. Casry. You know that, don’t you, Mr. Canstein ? 

Mr. Canstern. I did not at that time. 

Mr. Casry. You didn’t know Mr. Bruce was Chief ? 

Mr. Canstern. Not at that time. 

Mr. Casey. You knew it when you met him in the restaurant ? 

Mr. Cansrern. I did not. I did not know his capacity. I know 
now he is the Chief of Fiscal. 

Mr. Casry. What were the discussions so far as John O’Haire get- 
ting into the accounting business at this dinner in Detroit? 

Mr. Cansrern. Just in general. Just in general to get what the 
opportunities would be in Detroit to open up an accounting firm. 
Since I wasn’t interested very much in that, I didn’t pay too much at- 
tention to it. 

Mr. Casey. James O’Haire was an accountant here in Detroit at the 
time / 

Mr. Cansrern. That is right. 

Mr. Casey. Wasn’t he acting for you in that capacity ? 

Mr. Canstrern. He was. 

Mr. Casry. Was it for the purpose of finding out what Mr. Bruce 
knew about the opportunities of accountants here in Detroit ? 

Mr. Cansretn. Possibly so. 

Mr. Casey. Was that the tone of the conference? Were there any 
questions along that line @ 

Mr. Cansrern. I don’t remember that conversation too well, be- 
cause it didn’t affect me in any way. 

Mr. Casry. Were you approached for the purpose of financing an 
accounting firm involving the O’Haires and Mr. Bruce? 

Mr. Canstern. I was not. 

Mr. Benper. You say in that conversation 

Mr. Cansrern (interposing). I don’t recall any conversation of 
that nature. 

Mr. Benper. You say he gave you the right steer. Using your 
own language, you said, steer you to some procurement people to get 
some business 4 

Mr. Cansei. It is generally accepted here in Detroit that if you 
make a new contract it is much easier and much to your advantage 
if you know somebody and you get introduced, than if you go in 
there cold you cool your heels in the lobby for 5 or 6 hours. 

Mr. Benper. Apparently they didn’t give you a bum steer? 

Mr. Canstein. No. 

Mr. Benper. They didn’t give you a bum steer? 

Mr. Canstrern. No. 

Mr. Casry. They gave you a good steer? 

Mr. Cansrern. Apparently so. 

Mr. Casey. That is reflected by the increase in your business, isn’t 
it, Mr. Canstein? 

Mr. Canstern. Certainly. 

Mr. Casry. Now, subsequent to the time that they had the dinner 
here in Detroit, were you brought out to the arsenal by the O’Haire’s? 

Mr. Canstern. No: I was not. 

Mr. Casry. When did you next see Mr. Bruce? 

Mr. Canste1n. Sometime in June when I made the next trip to the 
arsenal with Mr. John O’Haire. 
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Mr. Casry. Were you brought in to meet Mr. Bruce at that time? 

Mr. CansTEINn. Yes. 

Mr. Casry. What did Mr. Bruce say or do at that time? 

Mr. Canstetn. Well, he just shook hands and said, “Glad to meet 
you and I will introduce you to the procurement officer.” 

Mr. Casry. Who was the procurement officer ? 

Mr. Canstern. James C. Sipe. 

Mr. Casey. James C. who? 

Mr. poeta, Sipe. 

Mr. Casey. Were you, in fact, introduced to Mr. Sipe? Were you 
introduced to Mr. § Sipe by Mr. Bruce? 

Mr. CaNnstTEIN. Yes. 

Mr. Casey. He brought you into Mr. Sipe’s office and introduced 
you to him? 

Mr. Canstetn. Yes. 

Mr. Casey. And indicated that you were looking for some Govern- 
ment business ? 

Mr. Canste1n. That is right. 

Mr. Casey. Had you ever tried to get Government business on your 
own? 

Mr. Canstern. Not after the war. I did not know there was any. 

Mr. Casey. What did Mr. Sipe say or do? 

Mr. Canstetn. He said, “All right, I will introduce you to the 
various buyers and see what you can do.” 

Mr. Casey. Did he? 

Mr. Canstern. He did. 

Mr. Casey. That day? 

Mr. Canstetn. That day. 

Mr. Casry. What happened? 

Mr. Canstetn. We went to the various buyers and it looked for 
a time as though there wasn’t anything around. When we came to 
the last one, a gentleman by the name of Mr. Warren 

Mr. Casey. “Warren ? 

Mr. Canstein. Right. He said, first, he said, “I haven’t got a 
thing.” Then he said, “Wait a minute, I have a dog here in my drawer 
which nobody wants. See what you can do with it.” He pulled 
out just a layout drawing about the size of an enclosure that went 
onto the jeep. He said, “Take it along and give me a price on it 
and see what you can do with it,” I said, “I sure will.” That is 
when we took it into the office and looked it over, and we decided we 
would quote on that and came in with a price. 

Mr. Casey. Is that the first contract that you secured as the result 
of the intervention of the O’Haires? 

Mr. Cansrern. That is right. 

Mr. Casey. Did you have a contract with the O’Haires at that time 
relative to their commissions for getting the business? 

Mr. Cansrery. We had a verbal agreement. 

Mr. Casry. What was the agreement ? 

Mr. Canstetn. That they would be paid a commission on the con- 
tract secured from the Government. 

Mr. Casey. How much was that? 

Mr. Canstern. Ten percent. 

Mr. Casry. Of the dollar-total sales? 

Mr. CanstTeIn. Gross sales! 
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Mr. Casey. Did you figure up the 10 percent in the contract? 

Mr. Cansrern. That was included in the burden and overhead. 

Mr. Casry. Would the Government auditors that looked at your 
price be able to tell about that 10 percent commission ? 

Mr. Canstern. I would suppose so. 

Mr. Casry. Was it set out in black and white? 

Mr. Cansrein. Yes. 

Mr. Casry. That you were paying a 10 percent commission for 
the securing of that contract? 

Mr. Cansrern. I am quite sure. 

Mr. Harpy. Did you give them a breakdown in that much detail, 
or did you have a unit price without any breakdown, or did you have 
to provide a statement built up of the various components that went 
into the price? 

Mr. Cansvern. Yes, sir, I believe, if I recall it right, the estimate 
was broken down into labor, material, overhead, and burden and 
profit. 

Mr. Harpy. And the sales cost which you would pay to the O’Haires 
was included in your overhead and burden; is that right? 

Mr. Cansrrin. I believe that is where it was included. 

Mr. Harpy. Was it set out as a separate item in overhead and 
burden, or was it included in there? 

Mr. Cansrern. It was just included in there. It was not a separate 
item. 

Mr. Harpy. Then it would not show asa sales cost if it was included 
in a lump-sum listed as overhead ? 

Mr. Canstern. I believe so. You are right on that. 

Mr. Casry. You were not asked about your overhead, how it was 
computed or anything else? 

Mr. Canstern. Pardon ? 

Mr. Casey. You were not asked how you computed your overhead? 

Mr. Canste1n. By the Arsenal? 

Mr. Casey. Yes. 

Mr. Canstern. If it was, it was handled by Jim O’Haire, because 
from then on in they took, it was part of their duties, the handling 
of all the office matters. All breakdowns were made by Jim O’Haire. 

Mr. Casry. What was the amount of that first contract? 

Mr. Canstern. It was below $100,000, around $98,000. 

Mr. Casey. So that contract was executed by the first of June? 

Mr. Canstern. Approximately. 

Mr. Casey. So the partnership of O’Haire & O’Haire made ap- 
proximately $9,800 the first days it was in existence? 

Mr. Canstern. If you want to put it that way; yes. 

Mr. Casey. How would you put it? 

Mr. Canstrein. The contract was not delivered in the first 3 days. 
It took some time to deliver the contract and during the next months 
to follow they weren’t making anything. You can make it all in 1 day 
and you can make it all in 3 months 

Mr. Casry. When did they get paid? When you got paid? 

Mr. Canstetn. That is right. 

Mr. Casey. Did they get paid in proportion to the amount you got 
paid? If you received part payment, did they get 10 percent of every 
payment you received ? 

Mr. Canstern. Right. 

















ur 


or 


co) 


fe*) 


JS 


4 
. 


oS Y2 











PROCUREMENT OF AUTOMOTIVE SPARE PARTS 313 


Mr. Casey. Now, in the discussion of estimates on future contracts 
with the Government, was it your practice to include the 10 percent 
commission as part of overhead ? 

Mr. Canstetn. Yes, sir. 

Mr. Benner. On that old dog, you got $98,000 on that first dog? 

Mr. Canstern. That is right. 

Mr. Benver. That you dragged out of the drawer ? 

Mr. CaNnsrertn. Yes, sir. 

Mr. Casey. That contract was signed June 5, 1947, do you remember 
that ? 

Mr. Canstern. I don’t know the exact day. 

Mr. Casey. Do you know whether or not that was the contract on 
which three bids had been received on May 26, 1947, and had been 
rejected ¢ 

Mr. Canstern. I never heard of that contract before that day. 

Mr. Casey. From the first time that the O’Haire brothers began 
securing Government work for you, did you turn over that duty and 
function completely to the O’Haires? 

Mr. Cansrein. I certainly did. 

Mr. Casey. Were the contracts they secured negotiated contracts 
or advertised for bids? 

Mr. Cansrein. The first contract was a negotiated contract and I 
believe there were two more, and the rest of them were all sealed-bid 
contracts. 

Mr. CasEy. You paid them a commission on the sealed-bid contracts ? 

Mr. Cansrern. I did. 

Mr. Harpy. What did they do of value in connection with the 
securing of a sealed-bid contract ¢ 

Mr. Canstrern. They handled all office matters, all matters pertain- 
ing to securing loans and preparing financial statements and filing 
the income tax return, and so on. All office matters. 

Mr. Harpy. That was service of a more or less general nature and 
did not necessarily relate to any service which they had rendered in 
securing the contract, is that right? 

Mr. Cansrern. That is right. 

Mr. Harpy. Did you attribute your success in getting that bid to the 
fact that you had friends who had made you acquainted with the 
procurement people at the center. 

Mr. Canstein. No, I would say not. 

Mr. Harpy. This was on a strictly competitive basis ? 

Mr. Canstein. It strictly was. Every contract we got we had to 
produce and work for it. 

Mr. Harpy. Still you paid them 10 percent of that amount ? 

Mr. Canstr1n. Only on the first contract. 

Mr. Harpy. Only on the first contract ? 

Mr. Canstern. That is right. 

Mr. Harpy. You paid the O’Haire brothers a percentage of the 
amount of your Government business for performing the general 
office function ¢ : 

Mr. Canstern. I certainly did. 

Mr. Casey. Now, the first year that that contract was in existence, 
they made more money than you did? ' 

Mr. Canstein. That is most unfortunate, but I was in the hole 
when I met the O’Haires, and I was out of the hole the first year. 
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Mr, Casry. Nevertheless, they made more money than you did? 
Mr. Cansretn. I don’t begrudge anybody. They did a good job. 
Mr. Horrman. That isn’t what he asked him at all. 

Mr. Casey. I would like to have a yes or no answer. 

Mr. Cansretn. Yes; I believe they did. 

Mr. Casey. You know they did? 

Mr. Canstein. There is two ways of figuring that. On salary, yes. 

Mr. Casry. What other way is there? 

Mr. Cansrern. There is a salary and net profit the corporation 
makes. The salary paid to Mr. Bob and myself, and there was a 
profit which was derived by the corporation. 

Mr. Casey. The profit was about $5,400 that first year? 

Mr. Cansrein. Yes; after the debts were paid which we had dur- 
ing that year. 

Mr. Casey. And after all this sales expense had been deducted ? 

Mr. Cansrern. That is right. 

Mr. Casey. Was the fact they made more money than you the basis 
for terminating that contract and reducing the amount of commission 4 

Mr. Cansrein. To some extent, yes. 

Mr. Casey. Was there ever a written contract covering the 10 per- 
cent ¢ 

Mr. Cansrein. Yes. 

Mr. Casey. In about March 1948 that contract was terminated and 
a new contract executed ¢ 

Mr. Canstern. In March 1948 I believe so. 

Mr. Casry. The commission was reduced at that time from 10 to 
5 percent ? 

Mr. Cansretn. That is right. 

Mr. Casey. At that time you agreed to pay the O’Haires $6,000 
a year as financial advisers to the corporation ! 

Mr. Cansvrern. In addition to the 5 percent, that is right. 

Mr. Casey. Is this $6,000 to cover these oflice duties they had been 
performing under the 10 percent agreement ? 

Mr. Cansrern. In part. 

Mr. Casey. What other function would they perform for the $6,000 
salary ? 

Mr. Canstrern. John O’Haire would assist me in Government pro- 
cedure in securing these Government bids, going to the arsenal all 
the time, and financial adviser in that capacity. Jim O’Haire would 
take care of all the office work so we didn’t need any additional help 
besides the office manager and one girl. 

Mr. Casey. So far as the Government procedures are concerned 
in handling the bids, he was getting paid for that on the basis of 5 
per cent of gross sales? 

Mr. Cansrern. You can figure it that way; yes. 

Mr. Casry. You have heard the figures given by the General Ac- 
counting Office here with respect to the total amount of commissions 
paid to the O’Haires in the past 4 years by the Metro Engineering 
Co. ; 

Mr. Cansretn. Yes. 

Mr. Casry. Are those figures correct ? 

Mr. Cansrern. If they are taken from our books they must be correct. 

Mr. Casry. They were taken from your books? 

Mr. Canstetn. They were. 
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Mr. Casry. Now, you have already heard the total of sales expenses 
that General Accounting officers attributed as coming from the books 
of the Metro Engineering Co. 

Mr. Cansrein. Yes, sir. 

Mr. Casey. In the year 1950, you did no private business at all ? 

Mr. Canstrern. Yes, we did. 

Mr. Casry. In the year 1951 you have done none? 

Mr. Canstetn. Not so far. I will take that back. We have. In 
January and February I believe there is some business. 

Mr. Casry. In 1950, how much private business did you do, do you 
know ? 

Mr. CansteIn. I don’t know the exact figures. I would say in the 
neighborhood of $150,000. 

Mr. Casey. Now, the sales expense that you have incurred during 
the past 4 years, has any of that expense been attributable to your 
securing Government work ? 

Mr. Canstetn. No. 

Mr. Casey. The whole $35,000 in entertainment expenses and $19,000 
in gifts and so forth is all attributable to your private business / 

Mr. Canrietp. Not necessarily. It is attributable to the good will 
for the company. 

Mr. Casry. Well, is part of that good will the good will that you get 
from the Government ? 

Mr. Cansretn. Possibly so. 

Mr. Casey. I am not asking about possibilities. I am asking what 
you say. 

Mr. Canstern. I will say, yes. 

Mr. Casry. So that part of this $54,000 total expense has been 
spent to secure the good will of the Government ? 

Mr. Canste1n. To secure good will and nothing else. 

Mr. Casry. How do you get the good will? 

Mr. Canstern. Well, if I run into somebody at the bar, or anywhere 
else, and I buy them a drink, or I buy them a dinner, and at Christmas 
time I give them a bottle of whisky; that is the way I get good will. 

Mr. Casry. How much of this $54,000 have you spent that way ? 

Mr. Canstetn. I wouldn’t be able to break that down. 

Mr. HorrmMan. Would you find out how much, if any, went to Gov- 
ernment employees for entertainment? 

Mr. Cassy. Do you have any way of telling me how much of that 
money was spent on Government employees? 

Mr. Canstetn. No; I have no way of telling. 

Mr. Benper. You didn’t enter it in your records? 

Mr. Harpy. Since most of your business was done with the Tank 
and Automotive Center then the people you would particularly be 
interested in building good will with would be employees of the 
arsenal ? 

Mr. Canstern. Not necessarily. When you have a contract with a 
firm, you don’t need the good will as bad any more as you need it with 
a firm you are not getting any contracts from. 

Mr. Harpy. You specifically employed the O’Haire brothers to help 
you get Government business? 

Mr. Canstetn. Yes. 

Mr. Harpy. You were concentrating on Government business, is 
that right? 











316 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Canstern. To a certain extent; yes. 

Mr. Harpy. Any other governmental agencies in the Detroit area 
that you were seeking to get business from? 

Mr. Cansrern. Are there any ? 

Mr. Harpy. Were there any you were trying to build good will with 
during this period ? 

Mr. Cansrern. Other than Government agencies? 

Mr. Harpy. Were there other governmental agencies / 

Mr. Cansrer1n. No; there were not. 

Mr. Harpy. What we are trying to determine, if we can, is how 
much of this expenditure went into trying to build good will with 
employees at the arsenal with whom you were doing business. A con- 
siderable portion of it? 

Mr. Cansrern. I would say so. 

Mr. Benver. How many procurement people do you have on an 
average at the parties you gave at the Book-Cadillac Hotel? 

Mr. Cansre1n. At the Christmas parties you are referring to? 

Mr. Benver. Yes. 

Mr. Canstrern. Around 200 or 250. 

Mr. Benper. You invited everyone? 

Mr. Cansrern. That was an open party. We had that every year. 

Mr. Benper. You invited the whole Procurement Office ? 

Mr. Canstern. We extended it to everybody we knew and people 
we were doing business with and other friends. 

Mr. Benper. Did you give them all presents? 

Mr. Canstern. No, sir; there were no presents. 

Mr. Benver. How many presents did you give ? 

Mr. Cansretn. There weren't any presents given. 

Mr. Benper. Who did you give that $40 stuffed cat to? 

Mr. Canstrern. Mr. O’Haire got that cat. That was a birthday 
present. 

Mr. Benver. That was the cat he got for bringing in the dog? 

Mr. Canstern. Mr. Bob shot that cat up north and his kids were 
scared of it, so we stuffed it and gave it to John O’Haire for his 
birthday. 

Mr. Horrman. Let me get this clear in my own mind. In 1950, you 
did approximately how much business ? 

Mr. Cansrtetn. I believe it should run around $800,000. 

Mr. Horrman. How much of that was Government business ? 

Mr. Canster1n. All but about $150,000. 

Mr. Horrman,. $150,000 ? 

Mr. Cansrern. That is right. 

Mr. Horrman. How much did you spend for good will during that 
period ? 

Mr. Cansrern. I don’t know. 

Mr. Horrman. Approximately ? 

Mr. Canstern. I can’t tell offhand. 

Mr. HorrmMan. Can’t you give it? 

Mr. Canstern. The whole thing has been lumped together. 

Mr. Horrman. When? 

Mr. Canstrern. The last 4 years. It has been given, this figure of 
$34,000 for the last 4 years. I would say it runs about the same thing 
every year. 




















PROCUREMENT OF AUTOMOTIVE SPARE PARTS 317 


Mr. Harpy. You have a breakdown of that, Mr. Hoffman? 

Mr. Horrman. $34,000. 

Mr. Harpy. $35,000 total for entertainment and nearly $20,000 total 
for other items, including gifts, and so forth. 

Mr. Horrman. Pardon me. I should have been here. 

Mr. Harpy. You asked for 1950. The figures were given by Mr. 
Patten and they showed for the year 1950, $9,100.04; $4,871.79 for 
other items including gifts. 

Mr. Horrman. That was not itemized. 

Mr. Harpy. That was not itemized. 

Mr. Benper. That Christmas party, for example, you didn’t give it 
out of your own pocket? The company paid for it? 

Mr. CanstTrIn. Yes, sir. 

Mr. Horrman. That went into the Government as a part of the cost ? 

Mr. Canstein. We never broke the cost down between Government 
and civilian. 

Mr. Horrman. I see what you mean. You didn’t break it down as 
between the Government and civilian ? 

Mr. Cansrein. It was never broken down. 

Mr. Horrman. Would it be fair to assume the percentage you spent 
for good will was about the same as the orders you got? 

Mr. Canstern. I would say so. 

Mr. Horrman. Then it isa matter of figuring how much ? 

Mr. CansteEIn. Yes; you could get that. 

Mr. Horrman. How much good will money was spent with people 
in the employ of the Government or in a position to influence Govern- 
ment orders? 

Mr. CanstTeE1n. It was not spent with that intention. 

Mr. Horrman. How is that? It was spent with the best of inten- 
tions, we will assume that. How much went to Federai employees? 
What proportion ? 

Mr. Canstetn. I couldn’t tell that. 

Mr. Horrman. You gave a good-will party? 

Mr. Canstern. Yes. 

Mr. Horrman. Now, of those who were there as your guests, do 
you have any idea how many were Government employees and how 
many were the employees or the officers of private enterprise? 

Mr. Canstetn. I would say about 50-50. 

Mr. Horrman. About 50-50? 

Mr. Canstern. That is right. 

Mr. HorrmMan. You didn’t get as much good will from your private 
contacts, the ones you were seeking orders from in private industry 
as in Government ? 

Mr. Cansretn. There is not as much business around. 

Mr. Horrman. You spent your money 50-50, but out of $800,000 
you only got $150,000 private business ? 

Mr. Canste1n. Probably so, but in the future I may get private 
business and no Government business. 

Mr. Horrman. You are not looking for private business now ? 

Mr. Canstern. I am. 

Mr. Horrman. Half of your money was spent for Federal employees 
to promote good will ? 

Mr. Cansrern. Yes. 
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Mr. Horrman. Was that money, when you turned in your figures 
to the Government, was there any tag on that so that the Federal 
employees, or officers whose duty it was to check on these contracts, 
could tell how much was spent for entertainment or good will? Do 
you get what I mean ? 

Mr. Canstetn. No; not quite. 

Mr. Horrman. You turned in to the Government cost items? 

Mr. Canstein. Yes. 

Mr. Horrman. You had good-will items there? 

Mr. Cansrern. Yes. 

Mr. Horrman. As I understand it, in your negotiations with the 
Government that all went into costs, these entertainment things and 
all. Was there any way the Government employees who checked on 
your contracts, could tell how much you were spending with Federal 
employees for good will ? 

Mr. Canstern. I don’t know where that went into cost. 

Mr. Horrman. Where did you put it? You charged it up to some- 
body, this $9,000 and $4,000 plus. 

Mr. Canstern. It went into the cost as far as the cost expenses; yes. 

Mr. Horrman. When you submitted your figures to the Govern- 
ment they had to have figures about your costs, didn’t they ? 

Mr. Canstern. Yes. 

Mr. Horrman. Now, this $9,000 and the $4,000 plus was it on the 
books so they could tell? 

Mr. Cansrein. I believe so. 

Mr. Horrman. Was there a tag on it that would show it was spent 
for entertainment ? 

Mr. Canstern. I believe so. Mr. O'Haire should really have a good 
answer for that. 

Mr. Horrman. You don’t know? 

Mr. Canstetn. I don’t know. I don’t pay too much attention to 
the bookkeeping because that is O’Haire’s phase of the business. 

Mr. Horrman. All I am trying to learn was whether the Govern- 
ment people, who checked these cost figures, would be able to spot 
that $9,000 and $4,000 as being in the way of entertainment ? 

Mr. Cansretn. I believe so. 

Mr. Horrman. Your answer is, you don’t know ? 

Mr. Canstetn. I don’t know that. 

Mr. Casey. Now, in 1950, June 1, 1950, you executed a contract with 
the O’Haires to continue on the same basis you had been proceeding 
up to that time, which was to continue until June 3, 1951? 

Mr. Cansretn. Yes. 

Mr. Casey. However in January, on January 2, you terminated 
that agreement and substituted an agreement whereby the O’Haire 
partners would receive a flat $24,000 in 1951 for rendering all the 
services they had in the past both as to sales and advice, is that so? 

Mr. Cansrern. Yes, sir. 

Mr. Casry. What was the reason for that termination and the new 
agreement ? 

Mr. Canstern. To say in line with the emergency we were in and, 
I would say that the business which is available from the Government 
today, not as much effort is required to get that. business, it would be 
more in line to set a flat fee. That was the only reason. 
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Mr. Casey. In other words, you were afraid they were going to 
make more money again than you were ¢ 

Mr. Canstern. Not necessarily. 

Mr. Casry. Do you execute the covenant against contingencies when 
you sign Government contracts? Is there contained in the contracts 
you execute a covenant at the end that you have not paid a contingent 
fee? 

Mr. Canstern. I don’t know whether I got the question right. You 
mean, do we state in our proposal that we are paying the commission ¢ 

Mr. Casey. Yes. 

Mr. Canstetn. Yes, we state we are paying a commission. 

Mr. Casey. Do you file a form indicating how much the commission 
is and to whom it is going to be paid ¢ 

Mr. Canstern. I don't know whether I do or not. I don’t know 
whether that is filled out. It is possible. Mr. O’Haire should be able 
to answer that. 

Mr. Casry. Was this new contract beginning in January calling for 
a flat $24,000 fee, was that influenced in any way by the fact the Gen- 
eral Accounting Office had been investigating this situation ? 

Mr. Canstrern. In January I had not the slightest idea there was 
anybody investigating anything. 

Mr. Casey. Are you aware of the contract about which the General 
Accounting Office testified this morning on which you made a $50,000 
profit on a $182,000 contract ¢ 

Mr. Canstern. Yes, lam aware of that contract. 

Mr. Casey. Do you know the figures in connection with that con- 
tract ? 

Mr. Canstein. I don’t know the exact figures. Mr. O’Haire has 
them, but I believe the accounting figures given by Mr. Patten are 
not quite correct. 

Mr. Casry. Not quite correct ? 

Mr. Canstern. No, at least they do not check with the figures Mr. 
O’Haire has. 

Mr. Casey. Do you prefer that we check that with Mr. O'Haire? 

Mr. Cansretn. Yes. However, I can give you the story on that con- 
tract if you care to hear it, and why it was sublet. Because that falls 
into my department. 

Mr. Casey. That was an advertised contract ? 

Mr. Canstetn. That was a sealed-bid contract. 

Mr. Casey. A sealed-bid contract ¢ 

Mr. Cansretn. A sealed-bid contract. 

Mr. Casey. The fact is that out of $182,000 that you received from 
the Government in that contract, only $6 was attributable to direct 
labor by the Metro Engineering Co. ? 

Mr. CanstEIn. That entry is a mistake. That $6 should not have 
been charged. 

Mr. Casry. You didn’t do anything. 

Mr. Canstetn. We did not do the labor on that but there was quite 
a bit of expediting, follow-up checking, which was in the overhead 
factor directly. That was an error. There was no direct labor on 
that contract. 

Mr. Casey. You got the contract from the Government? And sub- 
contracted the whole works out, and the only function you performed 

yas expediting and keeping after these fellows? 
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Mr. Canstery. Ordering all material. All material was delivered 
to Metro Engineering and was checked and delivered back to the sub- 
contractor, and picked up again and delivered to the crater, and so on, 
and checked by Metro. 

Mr. Casry. Do you agree with the figures that the General Account- 
ing Office has given as to the value of your equipment ? 

Mr. Canstern. No, sir. 

Mr. Casey. How much do you say your equipment is worth? 

Mr. Cansrern. The equipment today, well, there is two stories to 
that. Prior to 1950 when I split with Mr. Frank Bob there is an- 
other figure. I would say the equipment at that time was consider- 
ably higher than it is today. I had to build up my plant again after 
the separation. I’d say today my equipment figure is probably around 
$50,000. That is equipment alone and it is sheet-metal equipment, 
and there should be a distinction between sheet-metal equipment and 
machine-tool equipment. 

Mr. Casey. Is that the book value or your appraised value? 

Mr. Cansrern. I would say that is the appraised value. 

Mr. Casry. The book value is $31,000, correct ? 

Mr. Canstern. I would not know. 

Mr. Casey. You say that some distinction should be made between 
sheet-metal equipment and machine-tool equipment ? 

Mr. Cansrern. That is right. 

Mr. Casey. This contract for $182,000 in which you made $50,000 
profit, what kind of a contract was that? 

Mr. Canstern. That was a machine-tool equipment contract. 

Mr. Casry. You are essentially a sheet-metal shop ? 

Mr. Canstern. Not at that time; that was in 1949. 

Mr. Benper. Your books show how much equipment you have pur- 
chased in the past year? 

Mr. Canstern. Yes; it shows that. 

Mr. Benper. How much is it? 

Mr. Cansretn. I have probably purchased in the past year, in the 
last year, $15,000 to $20,000 worth. 

Mr. Benpver. In the year before? 

Mr. Canstein. I would not be able to tell. I would have to check 
the records on that. 

Mr. Casey. At any rate, you have done $900,000 worth of business 
with equipment which you yourself appraised at about $50,000? 

Mr. CanstTern. 1950? 

Mr. Casey. Yes. 

Mr. Cansrein. Yes, sir. 

Mr. Casey. I understood you to say that on most of the contracts 
you have with the Tank Automotive Center, you do all the work, or 
most of the work yourself and do not subcontract it out? 

‘Mr. Canstein. I do most of the work myself now,,. yes, sir. 

Mr. Casey. You do not have any large subcontracting work ? 

Mr. Cansrern. I have one subcontractor right now, a sizable sub- 
contractor aside from the painting and crating of the contracts we 
have on hand right now. 

Mr. Casey. Do you have any interest in any other company besides 
the Metro Engineering Co. ? 

Mr. CansreEIn. Yes. 

Mr. Casey. What other companies? 
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Mr. Canstern. Gathen Industries. 

Mr. Casey. Is that located here in Detroit ? 

Mr. Canstern. That is in Center Line, Mich. 

Mr. Casry. Center Line. Mich. ? 

Mr. CanstTrin. Yes. 

Mr. Casry. Near the arsenal? 

Mr. Canstetn. Yes. 

Mr. Casry. What does that company do? 

Mr. Canstetn. Similar work to ours. 

Mr. Casey. Similar to the Metro Engineering Co. ? 

Mr. Cansrern. That is right. 

Mr. Casry. Does it participate in any contracts the Metro Engineer- 
ing gets? 

Mr. Cansrern. It does. 

Mr. Casry. Does it subcontract some of the work? 

Mr. Canstern. I subcontract the work to it. 

Mr. Casey. What is the purpose in having a separate company such 
as that. the Gathen Manufacturing Co., doing the same work the 
Metro Engineering Co. is doing ¢ 

Mr. Cansrery. Mr. Gathen and Mr. Jarrett were partners. They 
dissolved the partnership. Mr. Gathen was a competent mechanic and 
he had been making certain items for us which he was very familiar 
with. It was a specialized item. It was a door on these bodies. 

Mr. Casey. A door? 

Mr. Cansrern. Yes, and it takes quite a bit of skill to make that 
door, and he desired to get the business and he asked me if I would 
purchase some interest in it, and I said I would, and that is what he is 
making today. 

Mr. Casey. How much of the company do you own ? 

Mr. Canstrern. Twenty-five percent. 

Mr. Casry. Does he own the rest? 

Mr. Canstern. No; there is another partner interested in it. 

Mr. Casry. Who isthe other partner ¢ 

Mr. Cansrern. Weitenberner; he is a funeral director on Gratiot 
Avenue. 

Mr. Casry. He doesn’t participate in the active operation of the 
company ¢ 

Mr. Cansrein. No. 

Mr. Benper. Does this Gathen Co. do any of the subcontracting on 
the arsenal work ? 

Mr. Cansretn. Yes; this particular door I mentioned is subcon- 
tracted to them. 

Mr. Benper. You get your contract and you get your profit on 
that, and then the Gathen Co. gets its profit on its work. Then you 
get two profits? 

Mr. Canstretn. I am interested in getting a first-class door at a 
comparable price which I have to pay elsewhere. His price definitely 
is competitive. 

Mr. Casey. I believe, Mr. Canstein, you were going to explain why 
you subcontracted all the work on that $182,000 contract. 

Mr. Cansrern. Originally it was not intended to subcontract that 
out. We quoted with the intention of buying a special boring mill. 
That was the machine that was required to ‘fulfill that contract. That 
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machine would have cost $25,000 or $30,000. When we were awarded 
that contract we scouted around and we found a source who had such 
a mill standing idle, and we approached him to give us a quote on 
what it would cost us to do that work. We did not save much, but 
we saved a few dollars on the operation of what that would have cost 
us doing it ourselves. It was only prudent business in not buying the 
machine which was a special machine only for that work, and utiliz- 
ing the machine which was standing idle. 

Mr. Casry. When you submitted your bid, did you represent to the 
Government you were qualified and equipped to perform that work 
yourself ¢ 

Mr. Cansrern. Yes; we were. All we needed-was that one machine. 

Mr. Casry. Did you find out how much that machine would cost 
you before you bid on the contract ¢ 

Mr. Canstern. Yes, sir. 

Mr. Casry. The cost of that machine was wrapped up in your bid? 

Mr. Cansretn. Not necessarily. 

Mr. Casey. Was it or was it not / 

Mr. Cansrein. It would have reduced the profit. 

Mr. Casey. Was it in there or not ? 

Mr. Cansretn. We were a low bidder by several hundred dollars 
over anybody else. 

Mr. Casey. How much did you put in your bid to cover that $25,000 
or $30,000 machine ¢ 

Mr. Cansretn. We did not put that in the bid. 

Mr. Casey. You didn’t have anything in there for the machine? 

Mr. Cansrern. That would have come out of the profit. 

Mr. Horrman. What he is asking you in substance is, When you bid, 
did you figure in the cost of this new machine, that is, did you have 
that in mind and make some allowance ? 

Mr. Cansrain. No, we did not figure that in there. 

Mr. Horrman. Did you figure you had the machine? 

Mr. Cansrern. If we had the machine we would have had the ma- 
chine after the contract was completed, and we could have sold the 
machine and probably realized the same amount of money on the 
machine again. 

Mr. Harpy. The depreciation on the machine would have been the 
item of expense which normally would have been included if you had 
the machine / 

Mr. CansteIn. I would say so. 

Mr. HorrmMan. You represented to the Government you could carry 
out this contract when, as matter of fact, you couldn’t carry it out 
unless you bought this special machine? 

Mr. Canstrein. There is no harm in that, is there ? 

Mr. Horrman. I am not saying whether there is any harm or not. 

Mr. Cansrein. If 1 can get a contract, and I don’t have to buy a 
machine to fulfill the contract. 

Mr. Horrman. You couldn't make the things you agreed to make 
without this machine ? 

Mr. Cansrein. No; we would have to have the boring machine. 

Mr. Horrman. Didn't you have in mind the cost of buying this 
machine ¢ 

Mr. Cansrern. Certainly, but the machine would still be there after 
the contract was fulfilled. 
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l 4 Mr. Horrman. How much did you add to your bid to cover the 
1 ; wear and tear, or whatever you w ant to call it—the depreciation on 
this machine you would have had to buy / 
Mr. Canste1n. That is hard to say. We didn’t have anything on 
that. 
3 : Mr. Horrman. You didn’t have anything at all? 
- Mr. CansteEin. It is impossible to come up with a figure like that in 
the figuring of a quotation on a contract. It might have been a few 
. ; hundred dollars and it might have been a few thousand dollars. The 
‘ machine depreciated. 


Mr. Horrman. You figured it was better for your company, having 
, this contract at $182,000, to let the other fellow make the stuff for you 
. at $132,000? What was the price you paid the subcontractor ¢ 

Mr. Canstein. That $152,000 is not correct. 

Mr. Horrman. What did you pay the subcontractor ¢ 


Mr. Cansretn. I believe the profit angle after burden and overhead 
. is $19,000, 


Mr. Horrman. What? 
Mr. Canstern. I think the profit on that contract is $19,000. 
Mr. Horrman. To you? 


: Mr. CansTEIN. Yes. 
: Mr. Horrman. What did you pay the subcontractor ? 
Mr. CansreEin. I don’t know offhand. 


Mr. Horrman. Did you get the figures? 
Mr. Canstrern. Jim O'Haire has the figures. He will give you the 
cost breakdown on that. 

ie Mr. Horrman. What you paid the subcontractor and what you got 
| would be your profit, wouldn't it 
Mr. Cansrein. No, there is some other. 

Mr. Horrman. It would be your gross profit ? 

Mr. Canstern. There would be the material cost in there. 

Mr. Horrman. Did you buy the material? 

Mr. Cansretn. Naturally, we did. 

Mr. Horrman. Did you pay for that? 

Mr. Cansrein. Naturally. 

Mr. Horrman. All you paid these other fellows was for the work ? 

Mr. Canstern. Naturally. 

Mr. Meaver. Who was that subcontractor ? 

Mr. Canstern. Auto Tool & Die. 

Mr. Horrman. Did the investigators find out the cost of the 
material ? 

Mr. Casey. We havea breakdown. 

Mr. Horrman. Where did you get the $50,000 profit? He says 
#19,000. If you have it, we can look it up tia we get back. 


Mr. Harpy. We have the figures here. I don’t know whether we 
wouldn't be better off to fill these gaps in through a study of the 
detail. 


Mr. Mraper. Except you have a discrepancy where the General 
Accounting Office says they made $50,000 and Mr. Canstein says he 
made $19,000. 

Mr. Harpy. I think we will have to get an explanation of that from 
Mr. O’Haire. 
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Mr. Meaper. Did the Auto Tool & Die Co. make any money on the 
contract they subcontracted from you 4 

Mr. Canste1n. I am not in a position to say that. I didn’t check it. 

Mr. Horrman. Don’t you own a quarter of the company ? 

Mr. Cansrern. No, sir, I have no interest in that company. 

Mr. Benper. What is your interpretation of this $19,000 profit 
after you paid the commissions and all the expediting and all the 
entertainment and everything else that is the net profit / 

Mr. Canstein. Yes, sir. 

Mr. Harpy. Are you interested in the Aragain Co. ¢ 

Mr. CansTetn. No, sir. 

Mr. Harpy. Or the Newfane Co.? 

Mr. Cansrern. No, sir. 

Mr. Harpy. Or the Tri-Enterprise ? 

Mr. Cansrern. Yes. 

Mr. Harpy. Do you sometimes use that as a subcontractor in con- 
nection with filling Government orders ? 

Mr. Canstein. Tri-Enterprise is a realty company. 

Mr. Casry. Are you interested in the Mobile Crating & Supply 
Co. ¢ 

Mr. Cansrein. That was a partnership and was dissolved last year 
when I split up with Mr. Frank Bob. 

Mr. Casey. What did that company do! 

Mr. Canstretn. That was formed to perform a crating contract that 
we had considerable trouble with the previous year. 

Mr. Casry. You had trouble getting the people to do the crating 
for you? 

Mr. Canstein. Right; very much so. 

Mr. Casry. You formed a subsidiary corporation to do the crating 
for the Metro Engineering Co. ? 

Mr. Cansrein. That is right. 

Mr. Casry. Did the Mobile Crating & Supply Co. subcontract that 
work to other crating companies ¢ 

Mr. Cansrein. It did. 

Mr. Casey. The Mobile Crating & Supply Co. was a dummy 
corporation ¢ 

Mr. Cansrtern. It was not intended to be a dummy corporation. 
It turned out that the company that let us down in the first place 
‘ame up and could deliver the contract. We had to make sure we 
were getting crates because we were very proud of our record in per- 
forming the contract, and the last time they let us down and we didn’t 
want to have a repetition of that kind. 

Mr. Harpy. Let me see if I understand this. You had trouble get- 
ting your items properly packed through subcontractors the previous 
years ¢ 

Mr. Canstery. That is right. 

Mr. Harpy. Then you set up this corporation, a subsidiary of 
Metro? 

Mr. Cansrein. Yes. 

Mr. Harpy. To perform a packaging service ? 

Mr. Cansrern. That is right. 

Mr. Harpy. So you wouldn't have to rely on subcontractors ? 

Mr. Cansrery. That put us in a position so we would not have to 
rely on that other company and could, in case they would not fulfill 
the contract, step in and make our crates. 
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Mr. Harpy. After you had organized your subsidiary in order to 
make the crates yourself, then that subsidiary, in turn, subcontracted 
the work out / 

Mr. Cansrern. That is right. 

Mr. Casey. Was the business address of this company 8421 Mount 
Elliott, in Detroit ? 

Mr. Canstein. That was Mount Elliott. 

Mr. Casey. Isn’t that a two-family residential building ? 

Mr. Canstein. It has a barn in the back of the building. 

Mr. Casey. Was that where you were going to make the crating? 

Mr. Cansvrein. That is where we were going to make the boxes, not 
the crating. 

Mr. Casey. What facilities did you have for packaging / 

Mr. Cansrein. Where? 

Mr. Casry. At the barn? 

Mr. Cansreiwn. We didn’t intend to make packages there. 

Mr. Casty. What were you going to do there ? 

Mr. Canste1n. Just make the crates. 

Mr. Casry. Where were you going to make the packages ? 

Mr. Canstrrn. At Metro Engineering. 

Mr. Casey. Did Metro Engineering have some contact with the 
Mobile Crating & Supply Co. ? 

Mr. Canstein. Yes, we gave them the contract to make the boxes. 

Mr. Casey. I have some information here that the prices of crates 
to Metro were marked up an average of 56 percent on cost. Would 
you care to comment on that / 

Mr. Canstein. I don’t believe the figure is correct. Iam not sure. 

Mr. Horrman. What was the mark-up? 

Mr. Cansrein. I don’t know. 

Mr. Horrman. Who does know? 

Mr. Canstretn. The books should reveal it. 

Mr. Horrman. How much was it, Mr. Counsel / 

Mr. Casry. Well, the information I have is 56 percent. He says 
that is not true and I haven’t had a chance to ask him. 

Mr. Sueviey. How many people were employed at the barn? 

Mr. Cansrein. We never operated that company. 

Mr. Sietiey. You said there was a barn in the back of this property. 

Mr. Canstetn. That is where we intended to make the boxes, but 
we never did make the boxes there; we subcontracted to the Export 
Processing Co. 

Mr. Suettey. What was the volume in dollars and cents of work 
you subcontracted to the Export Processing Co. ? 

Mr. Cansrern. I can’t tell that offhand. I will have to look at the 
records. 

Mr. Suetiey. You have those figures ? 

Mr. CansteEIn. Yes, sir; I am sure. 

Mr. SuHettry. Over what period of time did you subcontract to the 
Export Processing Co. ? 

Mr. Cansrern. Just that one year. 

Mr. Suettey. One year? 

Mr. CanstTEIN. Yes, sir. 

Mr. Sueittey. What year was that? 

Mr. Canstern. I believe it was 1949. 

Mr. Suetiey. Then what did you do for packing after that? 
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Mr. Canstetn. We found a new company in 1950. 

Mr. Suettey. What company was that? 

Mr. Cansrern. International Processing Co. 

Mr. Suentiey. Did you have any connection with that company 4 

Mr. Cansrern. I have not. 

Mr. Benper. While Mr. Casev is checking his records, I would like 
to ask you a question regarding this party. Who made the reserva- 
tion for the Christmas party ? 

Mr. Cansrrein. They were made jointly. 

Mr. Sueciey. They were made jointly ? 

Mr. Cansrern. Yes. 

Mr. Benprer. How far in advance of the party did you make the 
reservation ? 

Mr. Cansretn. I would say several weeks. 

Mr. Benper. Did you find difficulty in finding a time where the 
hotel was available ? 

Mr. Cansretn. Yes, sir. 


Mr. Benver. Who selected it? Who had it; who determined who 


should be invited ¢ 
Mr. Canstrern. There was no determination made on that angle. It 
was a general, as it is put on here in Detroit, an open-house party. 


Everybody is invited that we know. If you see them on the street or 


meet them as a business acquaintance you extend them an invitation. 


Mr. Benver. Half of them were Government employees that were 


there? 

Mr. Cansrern. Yes. 

Mr. Benper. Did you find a time that was convenient for Govern- 
ment employees to be there? 

Mr. Cansrern. It was after working hours. 

Mr. Benner. I say, but did it conflict with any other party they 
were invited to? 


Mr. Canstern. It could have. I would not say that. There are so. 


many parties around Christmastime that certainly it would conflict. 

Mr. Brenper. Parties are all year ‘round. Your expense account 
shows you do considerable entertaining. 

Mr. Cansrern. But not a party of that kind. 

Mr. Benper. You invite them in 2’s and 3’s/ 

Mr. Canstern. Yes, I take them out for dinner. 

Mr. Benper. Mr. Chairman, you can readily understand how a 
man receiving $3,600 or $3,800 or $4,000, or $5,000 a year can get by 
when he is entertained constantly by people he is doing business with, 
where the average person getting that kind of pay has a dickens of a 
time making both ends meet because he isn’t in a position where he is 
entertained. 

Mr. Harpy. To some people that kind of subsistence would be classi- 
fied as a luxury. It wouldn’t be particularly well-sustaining. That 
might not have too much of an impact on a family budget. The fact 
an individual participated or partook of the hospitality at one of 
these parties, it might make him more hungry when he got home. 

Mr. Benver. You feel it is a customary practice to invite Detroit 
Arsenal people here, everybody does it? 

Mr. Canstern. That is right. We have done it ever since we have 
been in business. I receive the same invitations from competitive 
companies around Christmastime and during the year. 
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Mr. Horrman. Is the giving of parties a sort of competitive 
business ¢ 

Mr. Cansrein. I wouldn’t say that. It’s not a competitive business 
to us to out-do each other. 

Mr. Horrman. In parties? 

Mr. Cansrein. I wouldn't say that. 

Mr. Horrman. Is it a sort of necessary expense ? 

Mr. CAnsreIN. It is a necessary evil; you can put it that way. 

Mr. Horrman. A necessary evil. 

Mr. Cansrein. Well, phrase it like that. You have to give a party 
if you want to stay in good graces with your suppliers. 

Mr. Horrman. You mean if you could get the business without the 
parties, you would prefer that ? 

Mr. Cansrerxn. Who wouldn't ? 

Mr. Horrman. I don’t know if you can pass it along to the Govern- 
ment. It doesn’t make too much difference. 

Mr. Canstrern. That is right. 

Mr. Horrman. Except you as a taxpayer have to pay part of it / 

Mr. Cansrery. [am paying part of it. 

Mr. Horrman. Did you ever think of that angle of it every time 
you make out a tax return / 

Mr. Cansrern. Iam paying my share. 

Mr. Casry. This Gathen Industries was formed in November 1950? 

Mr. Cansrrin. It was formed after the dissolution of the partner- 
ship of Belvidere Industries. 

Mr. Casey. November 13, 1950, does that sound about the right 
time ¢ 

Mr. Cansrern. Approximately. 

Mr. Casry. Do you remember an order that Metro placed with 


Gathen about the end of the year, December 29, 1950, for 500 deep- 


water fording kits? One of the first orders that was placed with 
Gathen after it was formed by Metro was 500 deep-water fording kits 
which were sold to Metro for $15,875.50 had been produced by Gathen 
for $10,408.47, vielding a profit of 44.74 percent / 

Mr. Cansrern. That first order was for L00—130 

Mr. Casry. I have 500. 

Mr. Canstern. We did not give them an order for 500 deep-water 
fording kits. We gave them an order for a part which does on the 


‘deep-water fording kit. 


Mr. Casry. Does the price of $15,875.50 sound familiar to you? 

Mr. Cansrern. Yes; that was an order for the first 70 units which 
had to be delivered immediately. 

Mr. Casry. Do you know what the cost of producing those was? 

Mr. Cansrein. I don’t know the cost of producing those. 

Mr. Casey. Do you know the profit on that particular work ? 

Mr. Canstrern. No; I don't. 

Mr. Casry. You are a 25-percent stockholder in the Gathen 
Industries ¢ 

Mr. Cansrern. That first order was not given to the Gathen In- 
dustries. 

Mr. Casey. Who was it given to? 

Mr. Cansrer. To Belvidere Industries. 

Mr. Casry. Was that order taken over by the Gathen Industries? 

Mr. Cansrery. No; the Gathen Industries is a new corporation 
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which we formed, and Belvidere Industries was retained by the 
other partner. 

Mr. Casey. I have no further questions. 

Mr. Harpy. Is there anything further from the subcommittee? 

Thank you, Mr. Canstein. 

(The witness was thereupon excused. ) 

Mr. Harpy. Mr. James O’Haire. 

(James P. O’Haire was thereupon called as a witness, having been 
first duly sworn.) 


TESTIMONY OF JAMES P. 0’HAIRE, ACCOUNTANT, METRO 
ENGINEERING CO. 


Mr. Casry. What is your full name ? 

Mr. O’Harre. James P. O'Haire. 

Mr. Casey. You are associated with the Metro Engineering Co.? 

Mr. O’Hatrre. I am sir. 

Mr. Casey. What is your profession, Mr. O’Haire ? 

Mr. O’Hame. Tam an accountant. 

Mr. Casey. Have you classified yourself as a procurement specialist 
at times? 

Mr. O'Hare. I have. 

Mr. Casry. When did you first become associated with the Metro 
Engineering Co. ? 

Mr. O’Hatre. Somewhere around 1941 or 1942. 

Mr. Casry. What was the nature of that association ? 

Mr. O’Hatre. They asked me to help them in their accounting prob- 
lems on a part-time basis. 

Mr. Casry. Have you been associated with them continually up to 
the present time? 

Mr. O'Hare. That is right. 

Mr. Casry. Are you still associated with them ? 

Mr. O’Harre. In a consultant capacity. 

Mr. Casry. You don’t Work full time for them ? 

Mr. O'Hare. The consultant capacity demands my full time right 
now. 

Mr. Casry. What compensation do you receive from them at the 
present time ? 

Mr. O’Harre. Metro has an agreement with the firm of O’Haire & 
O’Haire for $24,000 a year. 

Mr. Casry. Now, you have heard the figures given here today con- 
cerning the commissions that you have received from Metro Engineer- 
ing Co. ? 

Mr. O’Harre. Yes, I have. 

Mr. Casry. Are those figures correct ? 

Mr. O’Harre. I believe they are. 

Mr. Casry. You have heard the figures given with respect to the 
sales expense of the O’Haire partnership ? 

Mr. O’Hatre. They were taken from our records. 

Mr. Casey. Are those figures correct ? 

Mr. O’Hare. I would say they must be; yes. 

Mr. Casey. Now, the figures that have been given so far as sales 
expenses are concerned, do those involve only expenses in connection 
with your procurement of business for the Metro Engineering Co. ? 
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Mr. O’Harre. That involves our general operational expenses of the 
partnership. Metro is our main client. 

Mr. Casrty. What other clients do you have ? 

Mr. O’Harre. At the moment we have none. 

Mr. Casry. Have you had others in the past ? 

Mr. O'Hare. No. 

Mr. Casry. So the only business that you do is getting work for the 
Metro Engineering Co. ? 

Mr. O’Harre. I would like to make a correction: At one time we 
did have a contract to represent, strictly in a sales capacity, a company 
manufacturing log cabins. 

Mr. Casey. Did you represent them for some period of time ? 

Mr. O’Harre. Somewhere in 1948 or 1949. 

Mr. Casry. How much business did you do for them ? 

Mr. O'Hare. It so happens the business was very unsuccessful due 
to the fact they couldn't produce the cabins. 

Mr. Casry. Did you ever make any money with them? 

Mr. O’Haire. We lost money. 

Mr. Casty. The sales expense then that you had on your books 
relates solely to the expense af getting business for the Metro Engi- 
neering Co. 4 

Mr. O'Hare. Not necessarily. We find that we encounter expense 
with people who might potentially be a client with whom we at the 
moment have no association, but it necessitates spending money. 

Mr. Benner. You never had any customers other than Metro ? 

Mr. O’Hatre. That is right. 

Mr. Benper. Apart from the log cabin business, that was your only 
association ¢ 

Mr. O’Haire. That is right, sir. 

Mr. Casey. Now, does some part of this sales expense represent 
entertainment for Government employees at the Detroit Tank and 
Automotive Center ? 

Mr. O’Haire. It does. 

Mr. Casry. A considerable part of it ? 

Mr. O’Harre. A good share. 

Mr. Casry. What is the nature of the entertainment ? 

Mr. O’Haire. Oh, Christmas celebration, lunches. 

Mr. Casry. At the Christmas celebration do you participate in the 
parties Mr. Canstein gives, or do you put on your own celebration ? 

Mr. O'Hare. We participate. 

Mr. Casey. Who foots the bill for the party ? 

Mr. O’Haire. Well, we share a portion of it. Certain things we 
will incur directly through our records which are used at the Christmas 
party. Certain things Metro would incur through their records and 
be used at the Christmas party. 

Mr. Casey. It’s all Metro’s business, isn’t it ? 

Mr. O’Harre. Yes. 

Mr. Casry. Do you feel that you are building up good will for the 
O’Haire partnership through these parties, too 4 

Mr. O’Hatre. Yes, I feel we are. 

Mr. Casry. The good will you are building up is as sales agents for 
companies ? 

Mr. O’HAtre. And management consultants. It’s of a general na- 
ture. I wouldn’t be able to define how much would be sales as against 
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how much would be good will for management. I feel it helps in 
both ways. 

Mr. Casry. Now, beyond the Christmas parties, what other enter- 
tainment do you extend to Government employees ? 

Mr. O'Hare. Possibly a lunch, a drink, things of that nature. 

Mr. Casry. Take, for example, the year 1950. How much money 
did the O’Haire partnership spend on entertainment expense for 
Government employees ¢ 

Mr. O’Haire. I wouldn’t have that figure with me, sir. 

Mr. Casry. Do you have any figures with you concerning your sales 
expense and entertainment expense ? 

Mr. O’Hatre. No, I don’t; I have figures pertaining to Metro. 

Mr. Casey. As the financial adviser to the Metro Engineering Co., 
and as cost consulting accountant, I would like to ask you to clear the 
record on the profits made by Metro Engineering Co. on this $182,000 
contract, 

Mr. O'Haire. The contract number was W20-018-ORD-16117. 
Raw materials, $35,163.59; subcontracting, $95,767.60, crating and 
painting, $3,000, total direct costs, $133,931.19. An estimated burden 
rate of 5 percent of direct cost was charged for material handling, 
hauling and charge of $6,696.55; a total manufacturing cost of $140,- 
627.74. The administrative expense was the general administrative 
rate for the year of 914 percent of cost, $13,359.62, selling expense to 
O’Haire & O'Haire of $9,157.00, total cost of sales, $163,124.37, gross 
profit of $19,625.63. 

The material purchased from the Kropp Forge Co. for forgings, 
$30,300; Federal Motor Truck, $201; Willys-Overland, $1,531; Rim 
& Wheelex Service Co., $686.80; miscellaneous, $1,789.17. Total ma- 
terial purchased by Metro of $35,153.59. Subcontracting, $95,767.16, 
painting and crating, $3,000. 

Mr. Casey. Now, Mr. O’Haire, let me ask you this: Some time ago 
a representative of this subcommittee served a subpena on the Metro 
Engineering Co. with respect to these particular records that we are 
discussing here now ? 

Mr. O'Hatre. Yes. 

Mr. Casey. And they took certain figures off the books as they 
existed at that time 4 

Mr. O’Hatre. That is right. 

Mr. Casey. Have those books been changed since that time? 

Mr. O'Hare. No; these figures came off the same papers. I believe 
Mr. Patten is familiar with our cost sheet. That is where I picked 
them up. 

Mr. Casry. Mr. O’Haire, let me ask you this: Have you been con- 
tracted by anybody in the Ordnance Department of Army with re- 
spect to these figures 4 

Mr. O’Hatre. Yes, I was. 

Mr. Casry. How long ago? 

Mr. O’Hatre. A couple of weeks ago. 

Mr. Casey. About 2 weeks ago? 

Mr. O’'Harre. Yes, sir. 

Mr. Casry. What is his name? 

Mr. O’Hatre. Mr. A. Perry. 

Mr. Casey. Al Perry? 
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Mr. O’Harre. I wouldn’t know whether it is Al or what it is but that 
was his name. 

Mr. Casey. What did Mr. Perry say about these figures? 

Mr. O’Harre. He asked me to get a cost breakdown on this job. 

Mr. Casey. Didn’t you have a cost breakdown on your books at the 
time ¢ 

Mr. O’Harre. Yes, we did. 

Mr. Casey. Isn’t that the cost breakdown that the General Account- 
ing Office, in collaboration with this subcommittee, took off your books ¢ 

Mr. O’Hatre. Yes, sir. 

Mr. Casry. Have those figures been changed since the General Ac- 
counting Office took them off? 

Mr. O'Hare. No. 

Mr. Casey. Did you perform some recalculation at the direction of 
Ordnance Department ? 

Mr. O'Hare. No, I didn’t. 

Mr. Harpy. What was the reason for Mr. Perry’s coming to see 
you? 

Mr. O’Haire. We were called down to the Tank Automotive Center 
to be questioned regarding this subcommittee and the investigation. 

Mr. Harpy. Did you tell them that the subcommittee had already 
had access to your books? 

Mr. O'Hare. I told them the men had been there possibly 14 or 15 
weeks then. 

Mr. Harpy. We had better see if we can arrive at a reconciliation 
here. It’s a serious proposition to find discrepancies of this nature 
particularly after you have been in consultation with representatives 
of the Ordnance, and they have been called down there to discuss this 
matter. If there has been any tampering with these books or changes 
made subsequent to the time our people secured them by subpena it 
might be very serious. 

Mr. O'Hare. The records where I got this is the same cost sheet 
Mr. Patten is acquainted with. In there we have a sheet for materials. 
In there we have a sheet for our direct labor, if any, hours processing, 
or subcontracting the costs. 

Mr. Harpy. The subcommittee will take a 10 minutes recess, and 
during this time I want the gentlemen to get together and reconcile the 
differences. 

Mr. Horrman. You mean the gentleman on the left didn’t get all 
the sheets or something ? 

Mr. O’Harre. I wouldn't be able to answer that. I wouldn’t know. 

Mr. Harpy. The subcommittee stand in recess for the time being. 

(Thereupon a short recess was taken.) 

Mr. Harpy. Let the subcommittee be in session. 

Mr. Casry. Mr. O’Haire, as a result of the discussion you had with 
Mr. Patten of the General Accounting Office, has there been some 
reconciliation with respect to the difference between the figures that 
you have today and the figures that the General Accounting Office 
took off your books? 

Mr. O'Harre. Well, in talking to Mr. Patten, the figures he is using 
are what is referred to as direct costs which is made up of raw material, 
subcontracting, crating and painting in the total amount of $133,- 
131.19. Metro hauled and stored all of the material. We added a 
5 percent of direct cost. for our burden and we have added our regular 
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administrative expense for the year of 914 percent of cost, and we 
added our selling expense, which was paid. That totals $163,000. The 
difference between Mr. Patten’s expression and mine is that he is re- 
ferring to direct costs and I am referring to total costs. 

Mr. Horrman. Are those items that went on after the other gentle- 
man looked at the books? 

Mr. Casey. Would your books indicate, under the cost for the par- 
ticular contract, anything of the indirect costs? 

Mr. O’Harre. Our cost sheets refer to the direct labor or processing. 
Anything over that is not reflected in the cost sheet but is reflected 
in the profit-and-loss grouping of the ledger. 

Mr. Casey. Your yearly administrative expense is not allocated 
to each contract ? 

Mr. O’Hatre. It isn’t usual to have administrative expenses in with 
direct costs. 

Mr. Casry. What the General Accounting Office referred to could 
be termed gross profit as distinguished from net. profit / 

Mr. O’Haire. That is correct, sir. 

Mr. Casry. Now, the 5 percent handling charge, is that in accord- 
ance with the usual practices of the Metro Engineering Co. ¢ 

Mr. O’Hatre. Usually we have a direct labor in our contracts which 
gives us the opportunity of developing a burden rate based upon 
direct labor ourselves. In this contract inasmuch as we didn’t have 
a direct labor we subcontracted the labor, and the rate we used was not 
anormal burden rate. We used something like this 5 percent of direct 
cost for hauling, storage and handling of the materials in the plant 
to the subcontractor and from the subcontractor to the painter. 

Mr. Harpy. Did you figure that stuff up after representatives of this 
subcommittee and the General Accounting Office went over the books? 

Mr. O’Hatre. No, these are in the books. 

Mr. Casry. The 5-percent figure isn’t in the books. 

Mr. O'Hare. I discussed with Mr. Canstein how much would be 
a fair rate for our handling. 

Mr. Casey. When did you discuss that ? 

Mr. O'Haire. In making up this cost and profit analysis. 

Mr. Casry. Two weeks ago? 

Mr. O’Haire. That is right. 

Mr. Casey. So that the figure, at least, was computed after the 
General Accounting Office took the figures off the books ? 

Mr. O’Haire. That is right. 

Mr. Casry. Did you work with the General Accounting Office when 
they were taking these figures off the books ? 

Mr. O'Hare. I would say that all questions regarding the books 
were directed to me in the entire audit by Mr. Patten and his col- 
leagues. 

Mr. Casey. You don’t remember any conversation of Mr. Patten in 
relation to this cost for handling? 

Mr. O'Hare. I don’t recall it. I know we discussed different ques- 
tions but I don’t recall him discussing any development of a rate on 
the particular contract for burden. 

Mr. Casry. Was there any discussion relative to the sales ex- 
pense ¢ 

Mr. O’Haire. I don’t recall that either. 
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Mr. Casry. Was there any discussion relative to the 914 percent 
administrative expense ¢ 

Mr. O'Hare. Not that I reeall, I just took that from our profit 
and loss statement for the year and just converted it to a percentage 
factor, which is there. 

Mr. Harpy. Was that on the books at the time they were inspected 
by Mr. Patten and Mr. Schaffer ? 

Mr. O’Hatre. That was on the books, that is right. 

Mr. Harpy. The 914 percent administrative cost / 

Mr. O'Hare. That is right, the total administrative expense in 
relation to the direct manufacturing cost. 

Mr. Harpy. Wasn't this contract wholly subcontracted ¢ 

Mr. O’Harre. The labor was subcontracted and we took care of all 
the material buying, and the usual administrative financing problems 
of contracts. 

Mr. Harpy. So beyond your administrative costs any overhead that 
was placed on work performed by subcontractors was paid to the 
subcontractors. 

Mr. O'Hainre. The only burden that we applied to the contract was 
this for handling of the material which we did. That is why I didn’t 
want to change a burden rate because of the fact the labor had been 
subcontracted. 

Mr. Harpy. If you actually handled the material you had some 
direct labor, did you not ? 

Mr. O’Haire. No, that handling would be indirect labor. That is 
why the burden is developed for this figure in a nominal amount. 

Mr. Harpy. The total cost of the handling was paid to somebody 
else presumably, is that right? 

Mr. O'Hare. It was paid to our payroll, too, a truck driver or 
handler or something like that. 

Mr. Harpy. Did the materials actually pass through your plant / 

Mr. O’Harre. They did, and we trucked them to the subcontractor. 

Mr. Harpy. The total cost of labor was paid through your payroll? 

Mr. O’Haire. Direct labor. 

Mr. Harpy. You said you had no direct labor ? 

Mr. O'Hare. That was all subcontracted. 

Mr. Harpy. You paid somebody else to haul the stuff into your 
warehouse and to take it out of your warehouse ? 

Mr. O’'Haire. That was done by our own employees, the hauling of 
it. 

Mr. Meaper. Was some operation performed on the material at your 
plant ¢ 

Mr. O'Haire. No, it came in for our checking it over and routing 
it to the subcontractor from a flow of material viewpoint that we 
wouldn’t plug him up with these forgings, and so we could see he was 
getting the material in an orderly and good way for him to machine 
them. As he finished them we took them to the painter. 

Mr. Casry. Do you have receiving records indicating the receipt 
and forwarding of material to be used in this contract ¢ 

Mr. O'Hare. I believe we have. We don’t have what you might say 
is a formal receiving report. We usually use the sender’s invoice and 
shipping ticket or extra copy of such. We have certain records as to 
when that material came in and when we paid for it. 
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Mr. Casry. Do you have evidence clearly establishing that that 
material actu: uly was handled by the Metro Engineering Co.? 

Mr. O'Hare. Yes; I believe we have. 

Mr. Harpy. And that it did not go through directly to the sub- 
contractor ¢ 

Mr. O’Harre. Yes, sir; that is right. 

Mr. Casry. Are you associated with some other companies other 
than the Metro Engineering Co. ? 

Mr. O’Harre. Yes; I am in association with Mr. Canstein and Mr. 
John O’Haire in Tri-Enterprises, and with my brother in the Aragain 
Co. and in the Newfane Co. 

Mr. Casry. What is the connection of Tri-Enterprise Co., this real 
estate company, what connection has that operation with the Metro 
Engineering Co. ? 

Mr. O’Hatre. Basically it has no connection. It was a small part- 
nership organized with the idea of leasing space and the facilities. 
Late lats year we recognized we would be : needing facilities and we 
organized this little company to take care of that leasing problem to 
keep away from Metro, inasmuch as my brother and I have no interest 
in Metro from an investment viewpoint. 

Mr. Casry. You have no interest in the Metro Co. ? 

Mr. O’Hatre. As a stockholder, no. Mr. Canstein does. We set 
up this little realty set-up for leasing of property primarily. 

Mr. Casey. When were you first contacted by the General Account- 
ing Office relative to your connections with the Metro Co.? 

Mr. O’'Harre. In April, I think it was around the 3d or 4th of April, 
Mr. Schaefer and Mr. Patten and Mr. Sprague and another gentleman 
paid us a visit. 

Mr. Caszy. Do you hold office with the Metro Co. ? 

Mr. O’Hatre. I do not. 

Mr. Casry. Does your brother? 

Mr. O’Hatre. He acts in the capacity of vice president, consultant 
in the capacity of vice president without salary. 

Mr. Casey. Who is the treasurer of the company ? 

Mr. O’Haire. The office of treasurer is more or less open. 

Mr. Casey. Has it ever been filled? 

Mr. O’Harre. At one time Mr. Bob, 1 believe, was the officer, vice 
president and treasurer. 

Mr. Casry. Neither you nor your brother held the treasurer’s office ? 

Mr. O’Harre. No, sir. 

Mr. Casey. Have you had a so-called green pass to the arsenal ? 

Mr. O’Harre. No, I don’t. 

Mr. Casry. Has your brother, do you know ? 

Mr. O’Hatre. I don’t know what he has. 

Mr. Casry. Have you had some authorizations to go into the 
arsenal ? 

Mr. O’Harre. No, I don’t 

Mr. Casry. Do you know what a green pass means? 

Mr. O’Harre. I wouldn’t know one if I saw it. I don’t know what 
it is. 

Mr. Casry. Have you ever had any trouble getting into the arsenal ? 

Mr. O’Harre. Just the normal delay because of the numerous people 
trying to see the different people out there. Nothing extra or un- 
usual. 














t 











ee a 


PROCUREMENT OF AUTOMOTIVE SPARE PARTS 335 


Mr. Casey. You have never held any pass entitling you to admit- 
tance to the arsenal or tank-automotive center ? 

Mr. O’Haire. At one time I had a pink pass, pink in color, good for 
30 or 60 days. 

Mr. Casry. What did that entitle you to? 

Mr. O’Harre. All it did for me was, I didn’t have to sign the register, 
if I remember correctly. 

Mr. Harpy. Mr. O’Haire, returning for a moment to this question 
of 5 percent overhead and the burden that you had. I believe you said 
that was for indirect labor, truck routing, and so forth, is that right? 

Mr. O’Hatre. That is right ; the handling of material coming ‘into 
the plant and going tothe subcontractor. 

Mr. Harpy. Do. your records show any part of that indirect labor 
and truck driving and operation charged to this contract ? 

Mr. O’Hatre. No, it wouldn't show that. 

Mr. Harpy. Is it not true your records would show all of your labor 
of that nature charged on other contracts ? 

Mr. O’Hatre. No, it would not. 

Mr. Harpy. Where would the remainder of that labor be charged ? 

Mr. O’Harre. It would be shown in our manufacturing burden 
account. 

Mr. Harpy. Can you tell this subcommittee how much is involved 
in the indirect labor which was not charged on other contracts ? 

Mr. O’Haire. I don’t quite understand your question, Mr. Hardy. 

Mr. Harpy. Following up on the question I asked you a moment 
ago. I asked you was it not true that all of your labor and truck 
drivers and so forth, I asked you was it not true that that labor was 
all charged as direct labor against other contracts / 

Mr. O'Hame. No, it isn’t charged as direct labor. 

Mr. Harpy. How much of it is not so charged ? 

Mr. O’Haire. I wouldn’t know that figure. That would be the 
amount of our indirect labor whatever that figure would represent. 

Mr. Harpy. If it was not so charged, aren’t your books so kept 
that they would reflect the amount which is not charged to other 
contractors ¢ 

Mr. O'Haire. The indirect labor is not pro rated to the contracts 
individually. It is just kept as a total burden cost for the year. 

Mr. Harpy. Do I understand you then to testify that none of your 
indirect labor such as truck drivers is charged as direct labor on any 
contract ¢ 

Mr. O'Haire. Well, I wouldn’t be able to say that for sure. I 
couldn’t say. 

Mr. Casry. Mr. Patten, would you sit down beside Mr. O’Haire 
and explain the significance of those figures? 

Mr. Harpy. Mr. Patten, you have heard the question I just asked 
Mr. O’Haire, did you not ¢ 

Mr. Casey. Mr. Reporter, will you read the question ? 

Mr. Parren. Well, the entire salary in the analysis of indirect 
labor account of the Metro Manufacturing Co., there are no truck- 
drivers charged in there. They have been charged to other direct 
contracts. We have in the indirect costs two janitors and some idle 
time. 

Mr. Harpy. Is that all that is in the indirect labor account ? 

Mr. Parren. According to their books. 
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Mr. Harpy. Two janitors and what else? 

Mr. Parren. There is a little time charged for a Christmas party 
and for office personnel. 

Mr. Harpy. What is the total amount of indirect labor shown 
there again / 

Mr. Parren. $10.270.84. 

Mr. Harpy. Do you know whether that is a correct figure, Mr. 
O’Haire/ 

Mr. O'Haire. That would be carried in our indirect labor account 
which would be a burden account. 

Mr. Harpy. That would be what ¢ 

Mr. O’Hatre. A burden account. Indirect labor. 

Mr. Harpy. Is that the kind of labor you were talking about / 

Mr. O’Harre. That is right. 

Mr. Harpy. When you add it to this other account 4 

Mr. O'Hare. That is right. 

Mr. Harpy. What is the total amount again / 

Mr. Patren. $10,270.84. 

Mr. Harpy. How much indirect labor did you allocate to the con- 
tract we have under discussion ¢ 

Mr. O’Hatre. $6,646. 

Mr. Harpy. Your total indirect labor consisted of janitors. Did 
you allocate some of your party costs to it too? 

Mr. O’Harre. No, sir. 

Mr. Harpy. Give me a better idea of what is in that indirect labor 
cost ¢ 

Mr. O’Harre. A janitor by the name of John Wojack, and a janitor 
by the name of Basil Ingram, also idle time. 

Mr. Harpy. What does idle time mean? 

Mr. Parren. Well, that is probably time that could not be allocated 
to any job because no job existed. 

Mr. Harpy. Will you explain that, Mr. O’Haire ? 

Mr. Horrman. What is the amount of it? 

Mr. O’Harre. Idle time. 

Mr. Harpy. Yes. 

Mr. O’Harre. Work that cannot be allocated to a particular job. 

Mr. Harpy. What is the amount? 

Mr. Parren. $4,560.01. 

Mr. Harpy. Now, having reviewed those figures, Mr. O’Haire, do 
you thing you made a proper allocation to this contract ? 

Mr. O’Hatre. On the basis of Mr. Patten’s sheet here—and I have 
not the records with me—it strikes me as unusual that the charge for 
handling would be a direct labor charge against this contract when 
we had no direct labor at that particular time on the job, and any- 
thing we did would be of a direct nature. That is my purpose for 
charging 5 percent for handling the material. The amount may be 
excessive as a result of what Mr. Patten said. 

Mr. Harpy. You had the books available to you when you com- 
puted the 5 percent? 

Mr. O'Hare. That is right. 

Mr. Harpy. Did you discuss with anybody the amount you would 
allocate ¢ 

Mr. O'Hare. Mr. Canstein and Mr. John O’Haire. 

Mr. Harpy. Now, the record speaks for itself on that point. 
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Mr. Horrman. As I understand it, Mr. Hardy, there is $182,000 in 
this contract ¢ 

Mr. Harpy. That is right. 

Mr. Horrman. He charged on this contract the $6,000; that is the 
way I get it now. That is his last testimony. What other business 
did he do that you could properly charge labor and direct or indirect 
labor against? What is the volume of other business he did ? 

Mr. Harpy. That is one of the things I think we would like to 
know. 

Mr. Mraper. The testimony is about $1,000,000; isn’t it ? 

Mr. O'Hare. The total sales for the year, I think, ran around 
$800,000. 

Mr. Harvy. You would agree—would you not /—that a portion of 
your Janitors’ costs should be charged to others. 

Mr. O’Hatre. That is true. 

Mr. Horrman. I don’t see where he gets the $6,000. 

Mr. Harpy. Neither do I. 

Mr. Horrman. If the total was only ten. What other contracts 
took up the labor charge, direct or indirect ? 

Mr. O’Hairr. The balance of our burden would be absorbed by 
other contracts through the year. 

Mr. Horrman. Amounting to how much? 

Mr. O'Hare. Around six-hundred-some-odd-thousand dollars. 

Mr. Horrman. Then your labor cost was out of proportion on this 
$182,000 contract. You have $6,000 of the charge there. 

Mr. Harpy. I think the record speaks for itself. I don’t think we 
can get into this very much farther. I hate to cut it off on this point, 
but it is getting late. 

Mr. Horrman. I will forget it. 

Mr. Harpy. The absurdity of this indirect labor charge here is 
just a little difficult for even me to take in. 

Mr. Horrman. They must have worked hard for a long time, or they 
are expert workers. 

Mr. Casey. Mr. O’Haire, you are familiar with the convenant 
against contingencies in Government contracts ? 

Mr. O’Harre. Yes: Iam. 

Mr. Casry. Are you familiar with the form that is required to be 
filled out by bona fide selling agents concerning their fees? 

Mr. O’Haire. I haven’t seen it for some time. I believe we have it 
in the records. 

Mr. Casey. You have never filled out one of those forms? 

Mr. O’Hatre. Yes; I believe we have. 

Mr. Casry. Who makes out the form; the agent or the contractor ? 

Mr. O’Haire. The contractor makes out the form I am speaking 
of. 

Mr. Casry. The contractor certifies under the covenant against con- 
tingencies he has not employed anyone other than a bona fide selling 
agent for the purpose of securing business from the Government? 

Mr. O'Hare. I believe that is the way it reads. 

Mr. Casey. The purpose of the form, which is filed, is to put the 
Government. on notice that a commission is being paid so that the 
Government can determine whether the agent is a bona fide selling 
agent ? 

Mr. O’Hatre. Yes; that is true. 
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Mr. Casey. You haven’t seen one for some time ? 

Mr. O’Hatire. That is true. 

Mr. Casry. Do you know how many of those forms have been 
filed in the last 4 vears by Metro Engineering Co. ? 

Mr. O’Hatre. I do not. 

Mr. Harpy. Do you know of any that have been filed ? 

Mr. O’Haine. I believe there is one. 

Mr. Casry. Wouldn’t it be your business, in the course of your 
duties, to know whether it was filed or not 4 

Mr. O'Hare. I believe my brother took care of it. 

Chairman Harpy. We will excuse you, Mr. O’ Haire, and we would 
like to have your brother come up. 

(Thereupon the witness was excused.) 

(John O’Haire was thereupon called as a witness, having been first 
duly sworn.) 


TESTIMONY OF JOHN J. O’HAIRE, CONSULTANT AND VICE 
PRESIDENT, METRO ENGINEERING CO. 


Mr. Casry. What is your full name, Mr. O’Haire? 

Mr. O'Hare. Mr. John J. O’Haire. 

Mr. Casry. Are you associated with Metro Engineering Co. ? 

Mr. O'Hare. I am. 

Mr. Casey. Do you hold office with the Metro Engineering Co.? 

Mr. O’Hatre. I do not hold office in the true sense of a corporate 
officer. I hold it in the capacity of a consultant and that of vice 
president. 

Mr. Casry. Could you help us in this point of a covenant against 
contingencies? Do you know whether the Metro Engineering Co. has 
ever filed the form that is required to be filed by bona fide selling 
agents ¢ 

Mr. O’Hatre. The only form I recall being filed was a form sub- 
mitted to the arsenal 2 or 3 years ago, and on there it stated that any- 
one who assists or to whom commissions were paid. ‘That was the 
only form we filed. 

Mr. Casey. Was that in form of a questionnaire ? 

Mr. O’Hatrr. | believe it was. 

Mr. Casry. Do you remember what was filed in connection with 
that ? 

Mr, O’Hatre. No, sir: other than we submitted it to the arsenal. 

Mr. Casry. Did you indicate on that the existing arrangement that 
you had with the Metro Engineering Co. 4 

Mr. O’Harre. No; I believe it was stated that they had secured 
the service of someone to assist in contracts or to issue contracts and 
gave our name. 

Mr. Casry. Well, am I to understand that you put suflicient in- 
formation on that form in answer to the questionnaire to put the Ord- 
nance people on notice there were contract brokers in the picture from 
Metro -Engineering Co. ¢ 

Mr. O’'Hatre. Well, the form was a mimeographed form and we 
answered every question on there. As to the details, I don’t remember 
at this time. 

Mr. Casry. Prior to 1947 were you a civilian employee of the Gov- 
ernment 4 
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Mr. O’Harre. I was a civilian employee of the Government from— 
oh, I started in the early part of 1946 up to the 31st of May 1947. 

Mr. Casey. Where were you attached in the Government ? 

Mr. O’Harre. My last assignment was in the Chief of Ordnance 
Budget and Fiscal. 

Mr. Casey. Washington, D. C.? 

Mr. O’Harre. Yes, sir. 

Mr. Casey. Did you make plafs at some time to leave the Govern- 
ment and go into private industry ? 

Mr. O’Harre. In April there was a reduction in force, and un- 
officially I was told that I would either have to take a CAF -12 job 
or get out. 

Mr. Casey. What grade did you have at that time? 

Mr. O’Hatrre. CAF-13. 

Mr. Casry. What did that pay at the time? 

Mr. O’Harre. Around $7,200. 

Mr. Casey. At that time you decided to make some plans toward 
leaving the Government service ? 

Mr. O’Hatre. That is right. 

Mr. Casry. When did you actually leave the Government service ? 

Mr. O’Haire. I left the Government service on the 31st of May 
1947. 

Mr. Casey. Between April and the 31st of May were you in Detroit 
on official business of the Government ? 

Mr. O’Hairre. I was in Detroit at least two or three times on official 
business during that period. 

Mr. Casey. During that 1 month period ? 

Mr. O’Hatre. At least twice. 

Mr. Casey. On your visits to Detroit on official business of the 
Government did you have occasion to discuss this proposition of leav- 
ing the Government service with one or more persons ? 

Mr. O’Hatre. I discussed leaving the service with my brother. 

Mr. Casry. Anyone else? 

Mr. O’Hatre. No, sir; not at that time. 

Mr. Casey. When did you first meet Mr. Bruce ? 

Mr. O’Harre. I met Mr. Bruce back in 1944 on official business when 
I was an officer here in Detroit. 

Mr. Casry. Did you know the personnel of the ordnance tank-auto- 
motive center and the arsenal fairly well? 

Mr. O’Hatre. The only individuals I knew, now, wait, I am sorry, 
repeat the question. 

Mr. Casey. Whom did you know?) How many people did you know 
out here in the arsenal and the tank-automotive center in 1947 When 
you were contemplating leaving the service? 

Mr. O’Haire. The only individuals I knew were in Budget and 
Fiseal, Mr. Bruce and his subordinates. 

Mr. Casey. Did you know Mr. Sipe? 

Mr. O’Haire. No, sir; never had the pleasure of meeting Mr. 
Sipe until after I left the Government. 

Mr. Casry. How soon after you left the Government did you meet 
Mr. Sipe? 

Mr. O’Hatire. Within a week, sir. 
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Mr. Casey. Who introduced you to Mr. Sipe? 

Mr. O’Hatre. Mr. Bruce. 

Mr. Casey. Did you have any background in automotive parts / 

Mr. O’Harre. No, sir. 

Mr. Casry. You have no technical knowledge that would have 
been of assistance to the Metro Engineering Co. in the procuring of 
contracts from the Government ? 

Mr. O’Harre. If you are confining it to the manufacturing of parts: 
no. Technical knowledge from the standpoint of budget and fiscal 
and procedure; yes. 

Mr. Casey. Accounting knowledge? 

Mr. O’Harre. Yes, sir. 

Mr. Casry. So that any commissions you have received have been 
commissions directly connected with either the securing of the con- 
tracts or the accounting services including fiscal and knowledge of 
Government procedures that you have performed ¢ 

Mr. O’Haire. Well, sir, I have to answer that question this way. 
As far as procuring I went out to the arsenal and in the course of our 
business, like checking the board for invitations to bid, or going 
around and talking to the various buyers, if you call that securing, 
yes, I performed that. As far as the rest on the assisting in the 
building up of a quotation the preparation and proper presentation of 
it, that was the type of work. 

Mr. Casey. That was what? 

Mr. O'Hare. That was the type of work we did. 

Mr. Casey. Did Mr. Canstein go to the Arsenal and Tank-Automo- 
tive Center with you ? 

Mr. O’Harre. In the first part of June he did. 

Mr. Casey. 1947? 

Mr. Cansrer. 1947. 

Mr. Casey. From then on it was your job to do that part of the work ? 

Mr. O’Harre. As far as the administrative part or part I was ac- 
quainted with; yes. But where it required engineering or manufac- 
turing technique he usually came along with me. 

Mr. Casry. Were you ever questioned by Mr. Sipe or anyone else 
in the Procurement Division of the Tank-Automotive Center concern- 
ing your connection with the Metro Engineering Co.? 

Mr. O’Harre. No, sir. 

Mr. Casry. They accepted you as an authorized representative of 
the Metro Co.? 

Mr. O'Hare. Yes, sir. 

Mr. Casey. You are associated with your brother in several other 
business enterprises connected with the business of Metro Engineering 
Co.? 

Mr. O’Hatre. Three, sir. 

Mr. Casey. Three other enterprises ¢ 

Mr. O’Harre. Yes, sir. 

Mr. Casry. Did you secure any tax advantages by these separate 
corporate entities ¢ 

Mr. O’'Hatre. Not that I know of, sir. 

Mr. Casry. So that the tax angle is not the basic reason for setting 
up the new corporations ? 

Mr. O’Harre. No, sir. 
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Mr. Casry. Do you and your brother split the fees you get from 
Metro Engineering Co. on a 50-50 basis? 

Mr. O’Haire. No, sir; we have operating expenses, and after we 
deduct that what is left is charged to our capital accounts on a 50-50 
basis. 

Mr. Benver. The $2,000, sir, that you charged as household expenses 
to the firm, that wasn’t deducted from the O’Haire & O’Haire com- 
bination, it was charged to the company? You claim that as a deduc- 
tion in the firm’s report, is that correct ¢ 

Mr. O'Hare. That is right, sir. 

Mr. Benner. You ‘siclnda that as an income in your own return ? 

Mr. O’Harre. Used as a business deduction as far as our arriving 
at the net profit of the partnership on which basis we made our return 
based on the net after that. 

Mr. Benver. What did you use that for? 

Mr. O’Hatre. Well, sir, I lived down on Lower Straits Lake. I 
lived the year around there. I had a permanent home. It was located 
on the lake and quite a few people came down and used my place. I 
had destruction of property, and so forth. 

Mr. Benner. Was Mr. Bruce there many times ? 

Mr. O’Harre. I believe Mr. Bruce visited me about three times. 

Mr. Benper. How many of his associates were there with him? 

Mr. O’Harre. That, sir—— 

Mr. Benper (interposing). With or without him, together or sep- 
arately ¢ 

Mr. O’Harre. Well, I think most of the time Mr. Bruce was down 
along with his wife and boy. 

Mr. Benprr. Everybody around the arsenal understood that you 
and Bruce were very close, good friends? 

Mr. O’Haire. | wouldn't say that. 

Mr. Benner. Most of them did? Some of them did, the important 
people did ¢ 

Mr. O'Hare. He is a very good friend developed from my past 
experience with him or contacts with him as a military man as well 
as since I came to Detroit in the capacity of representing Metro, 

Mr. Benper. He was your principal contact at the arsenal ? 

Mr. O’Harre. I wouldn’t say it was a case of personal contact. It 
was a case, I knew him, and he enabled us to get to know someone who 
could furnish us the details of procurement at the arsenal. 

Mr. Casey. Mr. O'Haire, shortly after you resigned from the Gov- 
ernment as a civilian employee were you aware of the fact that your 
return to active duty was requested ? 

Mr. O’Haire. No, sir; that question was presented to me by Mr. 
Brewer. I have no knowledge of any request or anyone calling me 
back to active duty. 

Mr. Harpy. Mr. O’Haire, I believe you said during a period of 2 
or 3 months before you left governmental employment you made 2 or 3 
trips to Detroit on official business ? 

Mr. O’Haire. Yes, sir. 

Mr. Harpy. Who was your principal contact on those trips? 

Mr. O’Harre. Since I was connected with Budget and Fiscal, or 
worked out of Budget and Fiscal, all of my contacts on official busi- 
ness was with Budget and Fiscal. 

Mr. Harpy. Specific individuals? 
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Mr. O’Hare. Mr. Bruce, a Mr. Casey, a different Mr. Casey, and 
Mr. Robinson. 

Mr. Casey. You said not this Mr. Casey? 

P Mr, O’Harre. Yes, a different one. I believe the name was Daniel 
asey. 
ae. ve pega They were the principal people that you visited with 
officially ? 

Mr. O’Harre. Yes, sir; that is right. 

Mr. Harpy. In your civilian capacity did you have occasion to 
consult to any extent with military personnel ? 

Mr. O’Haire. No, sir; I didn’t. If I remember correctly, as far as 
the military personnel they were very scarce at that time. 

Mr. Harpy. Over how long a period of time had you been making 
frequent trips, or official trips to Detroit to discuss matters with Mr. 
Bruce and others in his department ? 

Mr. O’Harre. Well, sir, when I was assigned to Washington, or the 
chief’s office out at Aberdeen in 1943, I had an assignment as traveling 
auditor going around to the installations checking internally the ord- 
nance records from a standpoint of funds. 

Mr. Harpy. Was Mr. Bruce your principal contact at that time? 

Mr. O’Harre. No, sir; Mr. Bruce was not. 

Mr. Harpy. Who was your contact ? 

Mr. O’Harre. The Detroit ordnance district was the main installa- 
tion I visited. 

Mr. Harpy. You didn’t have much contact with the tank and auto- 
motive center? 

Mr. O’Hatre. I met Major Bruce back in 1943 when I was re- 
quested, while I was at DOD, to go to OCO Detroit and check over the 
fiscal procedures they had there. Ithink I spent 2 daysthere. I may 
be exaggerating when I say 2 days. 

Mr. Harpy. That was 1943? 

Mr. O'Haree. 1944. 

Mr. Harpy. From 1944 up to the time you left the Government you 
had occasion to frequently contact Mr. Bruce on official business? 

Mr. O’Harre. I wouldn’t say frequently, sir. 

Mr. Harpy. I notice you said two or three times in the last couple 
of months of your employment. 

Mr. O’Hatre. No, sir; it was spasmodically. In other words, as 
different problems came up we would come to Detroit to get their 
reactions. After all the Detroit ordnance district, as well as the OCO 
Detroit, is one of the main places where we could get more or less of 
a test check as to the policies and procedures in Budget and Fiscal 
to be followed out through the other organizations. 

Mr. Harpy. I understand that. 

Mr. Benper. Mr. O’Haire, I wonder if Mr. Bruce extended the same 
courtesy to every other respective vendor, and, if so, when did he get 
time to act as Chief of Fiscal and Budget? You say he took you 
around and introduced you and made you acquainted ? 

Mr. Q’Hatre. Well, sir, I would say that the time spent, ‘the first 
time that Mr. Canstein and I went to the arsenal, after I was no longer 
connected with the Government, I doubt if he spent more than three 
to 5 minutes with us. 

Mr. Benver. That was enough? 

Mr. O’Harre. All he did was to take us to Mr. Sipe’s office. 
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Mr. Benper. You say you are not at all conversant with the business 
except aS you are conversant with the Fiscal and Budget in the 
Government ! 

Mr. O’Hatre. I am sorry. 

Mr. Benver. You testified you are not conversant with the business 
from any mechanical or technical standpoint or any other way? 

Mr. O’Haree. That is right. 

Mr. Benver. So the old saying “It isn’t what you know, it’s who 
you know,” that counts ¢ 
~ Mr. O’Hatre. I wouldn’t say that. Frankly, back in 1947 I think 
the trouble was that no one knew the arsenal was in business, and 
if they did they weren't interested in Government business. They 
were interested in getting commercial business. They were interested 
in getting away from the aftermath of the war. That is the only rea- 
son I could see, any reason for going out there, that I knew there was 
any business there. 

Mr. Benver. Because you knew and because of your contact with 
the Government you were able to hike your income three or four 
times more ? 

Mr. O’Harre. No; I wouldn’t say at that time I knew that. It was 
a gamble on my part. I was going into the accounting business with 
my brother. I had resigned or sent in my resignation. It was 
strictly a gamble on my part. If I was going to starve I might as 
well starve with the idea of getting connected with Metro and go into 
the phase of handling Government contracts. 

Mr. Benver. The fact is you didn’t starve and you did very well? 

Mr. O’Harre. Yes, sir. 

Mr. Mraper. I wanted to get into this matter of technical advice 
on Government procedures, Mr. O’Haire? 

Mr. O’Haire. Yes, sir. 

Mr. Meaper. I understood you to represent that the fact that you 
are familiar with Government procedures is one of your qualifica- 
tions for performing this service for Metro Engineering? 

Mr. O’Hatre. Yes, sir. 

Mr. Meaper. Do you regard that as a special field ? 

Mr. O’Harre. I do. 

Mr. Meaper. Do you regard yourself as being very familiar with 
that field ? 

Mr. O’Haire. I would not say very familiar, sir, but I have a gen- 
eral basic knowledge of it, because after all your Government pro- 
cedure changes very rapidly. 

Mr. Meaprr. Do you think that is of some benefit to a contractor 
that would like to do business with the Government ? 

Mr. O’Harre. I think so. 

Mr. Mraper. To be familiar with Government procedures? 

Mr. O’Hare. I think so, sir. 

Mr. Meaper. In other words, a contractor who had someone well 
versed in Government procedures would be at an advantage against 
one who was only familiar with procurement practices in commercial 
enterprises ? 

Mr. O’Harre. I really don’t know. I would put it this way. I 
had something for sale which is knowledge I obtained in the Ordnance 

Department at Budget and Fiscal over a period of time since I went in 
the Army. 
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Mr. Meaper. In other words, what I am trying to get at is this: 
Ts it necessary for a manufacturer, who has something that the Govern- 
ment wants to buy, to hire somebody who is a specialist in the red tape 
of Government in order to do business with the Government ? 

Mr. O’Harre. I would say it is an advantage. Putting it that way, 
T would say it is an advantage. 

Mr. Meaper. Is that generally the case—that contractors with the 
Government have to hire some former Government employee who is 
familiar with red tape in order to handle the business ? 

Mr. O’Hatre. This small business, I would say it is advisable. Large 
businesses that have staffs, who subscribe to the various systems that 
are published like Commercial Clearing House, that follow through 
the regulations, they have the same knowledge or better than your 
Government employees. 

Mr. Meaper. You don’t think the ordinary small man who is fa- 
miliar with the procurement practices of the automobile companies, 
for example, would be on equal ground in going in and trying to do 
business with the Government ? 

Mr. O’Hatre. They have the same opportunity, sir. In other words, 
there is nothing in the fact you may have a knowledge of basic Govern- 
ment procedure where it would be a detriment to them if they stopped 
and took the time to learn it. 

Mr. Meaper. In other words, that special knowledge of Govern- 
ment procedure justifies the paying of a good percentage just to furnish 
that information ? 

Mr. O’Harre. I would say so. 

Mr. Meaper. What would you think that would be worth to a small 
company, 5 percent ? 

Mr. O’Harre. In our case since we had combined the accountin 
phase of it in addition to office managerial problems, the financing o 
it, handling of correspondence for their signatures, I am speaking of 
Mr. Bob and Mr. Canstein’s signatures, trying to obtain loans where 
a performance bond was necessary, trying to obtain it and present the 
information, they had these bird dogs that get 5 percent. 

Mr. Meaper. You think you were something more than a bird dog? 

Mr. O’Harre. A bird dog is one who goes out and gets bids and 
drops it on their lap. 

Mr. Mraper. There wasn’t anything in this 10 percent you charged 
Metro that was not for your familiarity with Government procedure 
but your acquaintance with people doing the business? 

Mr. O’Haire. No, sir; I don’t know any of the buyers. All I knew 
was Budget and Fiscal. 

Mr. Meaper. You weren’t charging for an “in” with the Detroit 
Tank and Automotive Center ? 

Mr. O’Harre. That is right. 

Mr. Meaper. It was your knowledge of Government red tape ? 

Mr. O’Harre. That is right. 

Mr. Meaper. Are you familiar with these television sets that were 
charged as expenses ? 

Mr. O’Harre. The only information I have is hearsay or second- 
hand. Our phase would be after the fact. 

Mr. Mraper. That was not a charge of the O’Haire partnership? 

Mr. O’Harre. No, sir. 
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Mr. Meaper. That was a charge of Metro Engineering Co. but you 
were the accounting consultants and advisers on such matters; were 
you not 

Mr. O’Harre. No, sir; on those matters where it comes to novelties 
and anything that either of the officials, by that I mean Mr. Bob or 
Mr. Canstein, went out and procured we would not have any knowledge 
of that until months later. ’ 

Mr. Meaper. Do you know about the television sets? 

Mr. O’Hatre. Just what Mr. Bob mentioned. 

Mr. Meaper. How many television sets did they buy ? 

Mr. O’Haire. I think it was two. 

Mr. Mraper. Whom did they go to? 

Mr. O'Haire. From what Mr. Bob told us one went to his mother 
and one went to his sister. 

Mr. Meaper. Did you approve of that as a proper expenditure of 
the business ? 

Mr. O’Haire. What I approve of, sir, were the individuals owning 
99.9 percent of the business. I am not going to say it is a proper or 
improper charge. 

Mr. Meapver. What do you think now? 

Mr. O’Hatre. For themselves they say they had reimbursed the 
company for it directly or indirectly. 

Mr. Mraper. It was charged as a business expense ? 

Mr. O’'Harre. That is right. 

Mr. Meaver. Do you think that was a proper way to handle it? 

Mr. O’Hatre. Normally, no. 

Mr. Meaper. It was all right with you if they wanted to use the 
company as a finance company ? 

Mr.O’Hatre. They paid it off in their selling expense or personal 
expense; I mean money they spent in interest for the company. 

Mr. Mraper. This place you had at Straits Lake, is that a cottage? 

Mr. O’Harre. No, sir. 

Mr. Harpy. Will you yield for a minute? Now, as an accountant 
and as the accounting and fiscal adviser of Mr. Canstein and Mr. Bob, 
can you condone that sort of accounting that you have just described 
to this committee ? 

Mr. O’Harre. I am just saying how they handled it. 

Mr. Harpy. You were the official accountant and your firm was em- 
ployed to attend to the fiscal affairs and accounting of that firm; is 
that correct ? 

Mr. O’Haire. That is right. 

Mr. Harpy. As the fiscal adviser and accountant for that firm would 
you condone the type of accounting you have just described to this 
committee ? 

Mr. O’Harre. No, sir; I don’t think I would. 

Mr. Harpy. Then do you consider that you earned your pay as an 
accountant for that concern to permit that sort of an operation? 

Mr. O’Harre. Well, as I said before, you try to tell a person how they 
are going to spend their money. 

Mr. Harpy. This isn’t a question of how they are spending their 
money, Mr. O’Haire. I know a little something about accounting my- 
self. This isn’t a question of how a firm is spending its money. It’s 
a question of how he is accounting for his money; is that correct ? 

Mr. O’Harre. I agree with you. 
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Mr. Harpy. Then I ask you again, as his fiscal adviser and account- 
ant, did you earn your money when you permitted that kind of a 
bookkeeping transaction ¢ 

Mr. O'Hare. I would say, yes, sir, because that was only one small 
function of our capacity. 

Mr. Harpy. That was a function, was it not? 

Mr. O'Hare. That is right. 

Mr. Harpy. Did you assist in the preparation of an income tax 
return ¢ 

Mr. O’Hatre. No, my brother did. 

Mr. Harpy. Do you know whether or not that type of accounting 
was submitted in the preparation of his income tax return ? 

Mr. O’Harre. That I can’t say. I don’t know. The bulk of the 
accounting work was with my brother. 

Mr. Mrapver. I wanted to ask a question about this dwelling at the 
Lower Straits Lake. 

Mr. O'Hare. Yes. 

Mr. Meaper. Is that a cottage? 

Mr. O'Hare. No, sir; it was a permanent home. 

Mr. Meaper. It was your home? 

Mr. O’Haire. That is right. 

Mr. Meaver. Was the title of that home in you personally or in 
the partnership ? 

Mr. O'Hare. In my own name. I purchased it in August 1947. 

Mr. Meaper. It was not partnership property ¢ 

Mr. O’Hatre. No, sir. 

Mr. Meaver. Never regarded as such? 

Mr. O’Harre. No, sir. 

Mr. Meaper. Nevertheless, notwithstanding it was not partnership 
property or bought for a partnership purpose, you charged certain 
expenditures regarding the maintenance of that dwelling? 

Mr. O’Haire. That is right. 

Mr. Meaper. What was the $2,000 for? 

Mr. O’Haire. It covered a fair estimate as to wear and tear, re- 
placements I had to have like, for example, furniture. 

Mr. Benver. As a result of entertaining? 

Mr. O’Harre. Yes, sir. 

Mr. Benper. Government employees? 

Mr. O’Haire. I am sorry, sir, there is one point I have to point out 
to you. We were in the log cabin business as sales agents for them. 
My home was used as the model home. We had people in there at 
all times of the day. My wife would be showing them through the 
day and in the evening the same way. 

Mr. Benver. You charged that to the Metro people? 

Mr. O’Haire. No, sir; it was charged against O’Haire & O’Haire’s 
expense. 

Mr. Meaper. What it amounted to was adding $2,000 to the amount 
that you have available to expend to maintain your own home; 
wasn’t it ? 

Mr. O'Hare. No, sir, I felt it was a justified business expense. It 
is permissible. 

Mr. Meaper. It contributed $2,000 to the maintenance and operation 
of your dwelling? 
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Mr. O’Harre. That is right, because it was used partly for business 
purposes. : 

Mr. Harpy. Did you have one of these homes you were selling? 

Mr. O’Harre. Pardon me? 

Mr. Harpy. Did you have one of these homes you were sales agents 
for? 

Mr. O’Harre. That is right. It was after I had built this home that 
we got into the sales end of it. 

Mr. Casry. Are you familiar with the expense of putting the ree- 
reation room in Mr. Canstein’s house ¢ 

Mr. O’Harre. No, I am not. 

Mr. Casey. Isn’t that charged as a part of factory overhead on the 
books of Metro Engineering ¢ 

Mr. O’Harre. I don’t know. 

Mr. Casey. Don’t you handle that? 

Mr. O’Harre. My brother handles that. 

Mr. Benper. This is a brotherly act. We ought to get the brothers 
here and ask one one question, and if he doesn’t know the answer, 
get the other brother to answer it. This is a brotherly act. 

Mr. Harpy. Are there any further questions? Did you finish? 

Mr. Meaper. You are asking the wrong man the questions. 

Mr. Harpy. Do you want to get the other one back ? 

Mr. Benpver. Ask the other brother to come up here. 

Mr. Meaper. About that money that was spent on Mr. Canstein’s 
home: Did you charge that to the business ? 

Mr. James O’Haire. The transaction, in fact, I don’t know today 
that that is in his home. Mr. Patten mentioned that. That was a 
charge the office manager put through the books and I assumed 
it was a factory item. 

Mr. Benper. Aren't you the office manager? 

Mr. James O’Hatre. No, we have an office manager in the plant 
who puts a voucher through on those things. 

Mr. Benver. Mr. Canstein says you can answer the question. 

Mr. James O'Hatre. We have an office manager in the office who 
handles all the vouchers and distribution. 

Mr. Benper. Who got the gold watches? 

Mr. Jonn O'Hare. I understand Mr. Canstein has one. 

Mr. Benver. Did you approve of that transaction ? 

Mr. James O’Hatre. The office manager vouchered that through 
and I didn’t know it was going to Mr. Canstein or where it went. 

Mr. Harpy. Just let me ask you, Mr. O’Haire, the same question 
I asked your brother a while ago in connection with the transaction 
which he described about the television sets. I think it was stated 
that the television sets went to Mr. Canstein’s relatives? 

Mr. James O’Harre. Mr. Bob’s relatives. 

Mr. Harpy. You heard the testimony. Do you consider that was 
good accounting procedure ? 

Mr. JAmes O’Hatre. No, I don’t. 

Mr. Harpy. You permitted it? 

Mr. James O’Haire. I wasn’t aware of it at the time it was hap- 
pening. 

Mr. Harpy. You were subsequently made aware of it and before 
the books were closed, were you not? 

Mr. James O’Hatrre. No, the first I became aware of where that 
television set 











348 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Harpy (interposing). Just what sort of function do you per- 
form as the accountant ? 

Mr. James O’Hatre. We balance the books and register, and make 
the profit and loss statement. 

Mr. Harpy. Do you do an auditing job? 

Mr. James O’Harre. No, we don’t. 

Mr. Harpy. You mean that Mr. Canstein has to employ outside 
auditors when he has a private firm of accountants that are on his 
payroll exclusively ? 

Mr. James O’Harre. No, he doesn’t. 

Mr. Harpy. He doesn’t have anybody else audit his books? 

Mr. James O’Hatrre. That is right. 

Mr. Harpy. Did you assist in the preparation of his income tax 
return ¢ 

Mr. James O’Harre. I did. 

Mr. Harpy. Were you aware of the manner in which the television 
sets were charged ? 

Mr. James O’Hatre. No, I was not aware at that time. 

Mr. Harpy. When did you find that out? 

Mr. James O’Hatre. I found that out when Mr. Patten mentioned 
that Mr. Bob told him where they went. 

Mr. Harpy. You the financial adviser for Metro did not know about 
it until Mr. Patten called your attention to it ? 

Mr. James O’Hatre. That is true. I would not check to see whether 
or not he had given that to his sister or mother, or who he gave it to. 

Mr. Harpy. I can’t resist an observation at this point. It seems to 
me you are in an extremely awkward position to give Mr. Patten very 
much assistance in connection with the affairs of the corporation if 
you didn’t know anything more about it than you do. 

Mr. Benprer. Now, which of you two gentlemen selected employees 
who should be entertained ? 

Mr. Jonn O’Harre. It was just an open invitation. 

Mr. Benper. How do you open an invitation ? 

Mr. Jonn O’Harre. We go to the arsenal. 

Mr. Benver. You get on the public square and say, “Folks, we have 
a feed over here, come on”? 

Mr. Joun O’Harre. No, sir. 

Mr. Benver. You don’t do that? 

Mr. Joun O’Hatrre. No, sir. 

Mr. Benper. Half of the guests were Government employees. You 
must have heralded it far and wide around the arsenal, is that correct? 

Mr. Joun O’Hatre. We would, for example, I would be out to the 
arsenal and I would say, “We are having a Christmas party. It’s 
open house.” If it was Joe Blow and I had known him to a point that 
he knew me that is the way it would be. 

Mr. Harpy. May I make an observation right there? Under such 
a situation wouldn’t you have a little difficulty in advising your 
caterer of the quantity of hors d’oeuvres? 

Mr. Joun O’Hatre. We usually figured we would have around two 
or three hundred people there and we ordered accordingly. 

Mr. Harpy. Perhaps experience in the past might give some basis 
on which to estimate ? 

Mr. Jonn O'Hare. That is right. 

Mr. Harpy. Thank you, gentlemen. 
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(Thereupon the witnesses were excused. ) 

Mr. Harpy. I want to express general appreciation for the spirit 
in which most of the participants entered into these hearings, and now 
the hearing is closed subject to further call by the chairman of the 
subcommittee. 

Mr. Benper. Mr. Chairman, before we close I would like to say 
for the record, that I think we have merely scratched the surface here, 
and since we have appropriated the money, all the money, Congress 
appropriates the money for these expenditures; and as it was testified 
here in this particular area $5 billion was spent during the past year, 
not 5 million but 5 billion, our subcommittee has for its staff $55,000 
and we are charged with investigating these matters. 1 would ask, 
Mr. Chairman, that our subcommittee request an appropriation of at 
least a million dollars to go into this thing thoroughly and investigate 
as it should be investigated. 

Mr. Harpy. Well, as chairman of the subcommittee I might say to 
my good friend from Ohio that I think his remarks are motivated by 
very laudable objectives. I am not sure that we should undertake a 
program on quite the elaborate scale that you have suggested, but I 
can say that insofar as I am concerned, as one member of the sub- 
committee, and as the gentleman from Ohio knows, actions by this 
subcommittee are based on the actions of all of its members. Inso- 
far as the chairman is concerned this matter will be pursued. We 
do hope that the major part, major phase of our program can be given 
a little more immediate attention now. There will be some loose ends 
in connection with the hearing which we have held these past 2 days. 
We will have to catch up and although we have to return to Washing- 
ton, we will leave some staff people here to catch up on those loose 
ends, and the subcommittee will reconvene for consideration of the 
information furnished by members of the staff after we get back to 
Washington. 

Mr. Benner. We owe the General Accounting Office a vote of thanks 
for their help in this area, and I think we can get Lindsay Warren to 
give us additional help so that we might pursue this further, and 
whatever help we can possibly obtain either through this department 
or through the FBI, as Mr. Shelley suggested, I urge a continuation 
of this study. 

Mr. Harpy. Let me make one further observation in that connection. 
I think there have been a lot of people that have been extremely help- 
ful, and the subcommittee is indebted to them for that assistance. In- 
sofar as time will permit the subcommittee itself, everybody can be 
assured the subcommittee will pursue subject of its initial inquiry. 
That to me presents a greater problem than the problem of sufficient 
funds to finance the study. Within those limitations I can assure the 
gentleman it is my intention to pursue this matter until we have 
arrived at a satisfactory conclusion. 

Unless there is something further from some other member of the 
subcommittee, and unless there is someone here who has something 
he wants to add, I will declare the meeting adjourned subject. to call 
of the chair. 

(Thereupon the hearing was adjourned sine die.) 
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INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES GOVERNMEN 


a 





MONDAY, DECEMBER 10, 1951 


House or REPRESENTATIVES, 
GovERNMENT OPERATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS, 
Detroit, Mich. 


The subcommittee met, pursuant to call, at 11:20 a. m., in room 
734, Federal Building, Hon. Porter Hardy, Jr. (chairman of the 
subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr., Richard Bolling, and 
Clare Hoffman. 

Also present: Ralph E. Casey, counsel, and Edward P. Schaffer, 
staff member. 

Mr. Harpy. Let the subcommittee come to order. The purpose 
of the hearings which are opening here his morning is to enable the 
subcommittee to secure all the pertinent information possible relative 
to the pricing practices and procedures involved in the procurement 
of automotive parts. This matter has been under study by the sub- 
committee for about a year. During the course of the study there 
have been indications that the Government is paying excessive prices 
for auomotive parts by reason of certain industry practices. It is our 
intention to ascertain: (1) whether those practices do exist; (2) if 
so, whether there is any justifiable basis for their existence; and (3) 
to explore possible ways by which any deficiencies in procurement 
procedures may be corrected. 

Upon the oceasion of our visit to Detroit in July we digressed to 
some extent from the main course of this study in order to inquire into 
certain situations involving what appeared to be improper personal 
relationships by certain Government officials and industry repre- 
sentatives. It was the sense of the subcommittee that no matter how 
sound the procedures and policies may be governing the procurement 
activities of the Government, favoritism and connivance can, if left 
unchecked, undermine the procurement program. It is our hope that 
the disclosures brought out at the July hearings, coupled with the ex. 
peditious and forceful action by Secretary of the Army Pace, has gone 
a long way in correcting this sort of situation. 

I wish the record to show that these hearings are being conducted 
by a special subcommittee appointed by Chairman Dawson of the Ex- 
penditures Committee for the purpose of holding hearings and re- 
ceiving testimony on behalf of the Government Operations Subcom- 
mittee. ‘This special subcommittee is composed of myself as chair- 
man, and Congressmen Bolling and Riehlman, with Mr. Hoffman 
and Mr. Dawson as ex officio members. 
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I wish the record further to show that Congressmen Bolling, Hoff- 
man, and myself being present. In addition to the members of the 
special subcommittee, all of the members of the Government Opera- 
tions Subcommittee have been invited to attend these hearings. Others 
will arrive and participate in the hearing at a later date, but the hear- 
ing specifically is actually being held by the special subcommittee, 
which I have just mentioned. 

Now, at our presentation this morning, for the purpose of expedit- 
ing the hearing, we.will have a member of the staff of the subcom- 
mittee — a section of a memorandum which was prepared for the 
use of the subcommittee, pointing out some of the facts that have been 
discovered in the course of the study which the staff has made under 
the direction of the subcommittee. Mr. Schaffer, a member of our 
staff, will make the initial part of the presentation and just give to 
the subcommittee a portion of the results of what he and the other 
members of the staff found in the course of their study. 


FURTHER STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Casey. You are a member of the staff of the Government Oper- 
ations Subcommittee ? 

Mr. Scuarrer. Yes, sir. 

Mr. Casey. Was your function to supervise the making of this 
study over the past 12 months? 

Mr. Scuarrer. That is right. 

Mr. Casry. Would you relate the results of your study so far as 
the procurement of replenishment parts is concerned? 

Mr. ScuarFer. During the course of a visit to Detroit, Mich., by 
counsel for the subcommittee in October 1950, representatives of the 
General Accounting Office (GAO) brought to attention certain prac- 
tices in the automotive parts industry which they contended were 
increasing tremendously the cost of the defense program (see exhibit 
1). Briefly, it was alleged that under a long-standing practice in 
the industry the basic or source manufacturer of parts refrained from 
bidding or bid excessively high in order that the vehicle assembler, 
his regular customer for parts, might obtain the business of the Gov- 
ernment. These allegations were discussed at that time with pur- 
chasing officials of the Army Ordnance Tank and Automotive Center 
(OTAC), and it was their position that while they knew the practices 
to exist, they were powerless to do anything about the situation. 

A review of the proceedings before the Special Committee Investi- 
gating the National Defense Program, United States Senate, under 
the chairmanship of Senator James M. Mead (formerly known as the 
Truman committee) disclosed that in 1944 a study had been made 
of the procurement of automotive parts which indicated the same 
practices to exist at that time. In fact, Brig. Gen. Walter P. Boat- 
wright, then commanding officer, Chief of Ordance, Detroit,. testi- 
fied as follows: 


Reliance upon vehicle manufacturers for spare parts to service vehicles pro- 
duced by them has been fundamental War Department policy from the com- 
mencement of motorization of the Army in April 1916 up to the present time. 
Over the years there has been a gradual tessening of this reliance upon vehicle 
manufacturers, and it is less significant today than at any prior time. For the 
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past 7 months, April to October, inclusive, 1944, 59 percent in dollar volume of 
the replenishment spare parts were purchased from unit manufacturers, and it 
is estimated that of the 41 percent purchased from vehicle manufacturers ap- 
proximately one-half were parts peculiar to such vehicle manufacturers. 

General Boatwright and other Ordance officers testified at that time, 
also, that while the indirect procurement of spare parts resulted in 
higher prices to the Government, there were certain advantages to 
this method of procurement which far outweighed the price differen- 
tial. 

Under such circumstances and in view of the likely posibility that 
under a stepped-up defense program, approximately a billion dollars 
a year might be expended in the procurement of automotive parts, 
the subcommittee decided to make a comprehensive study of the prac- 
tices and procedures obtaining in the procurement of automotive 
parts. This study has now been in progress for some 10 months. It 
has been conducted in close collaboration with the GAO; in fact, due 
to existing staff limitations of the subcommittee, much of the work 
could not have been accomplished without the assistance of GAO. 

As a starting point, approximately 300 items of automotive parts 
were selected from the stock records at OTAC. The guide to this 
selection was solely the frequency with which particular items were 
procured during the fiscal years 1949 and 1950—in other words, the 
fastest moving parts. No attempt was made to single out parts which 
might have been procured indirectly, or not from the basic manufac- 
turer. The study then progressed to an examination of individual pro- 
curement transactions with emphasis directed to the prices paid in 
comparison to manufacturing costs and original suppliers prices as 
well as to the nature of the vendor’s business, that is, whether a basic 
manufacturer, a distributor, a vehicle assembler, or a parts dealer. 

Staff representatives secured information directly from the follow- 
ing companies by means of personal visits to their plants: 

General Motors Corp., Detroit, Mich. 

Chrysler Corp., Detroit, Mich. 

Willys-Overland Motors, Inc., Toledo, Ohio. 

Federal Motor Truck Co., Detroit, Mich. 

Timken-Detroit Axle Co., Detroit, Mich. 

Spicer Manufacturing Corp., division, Dana Corp., Toledo, 
Ohio. 

Electric Auto-Lite Co., Toledo, Ohio. 

Detroit Harvester Co., Detroit, Mich. 

P. L. Grissom & Son, Inc., Detroit, Mich. 

Jefferson Chevrolet Co., Inc., Detroit, Mich. 

Sid’s Auto Truck, Detroit, Mich. 

Metro Engineering & Manufacturing Co., Detroit, Mich. 

Chelsea Products, Inc., Chelsea, Mich. 

Studebaker Corp., South Bend, Ind. 

Contract was made with all the other companies either manufactur- 
ing, handling, or selling the 300 odd items selected for the study by 
means of a questionnaire sent out by the subcommittee chairman. 
These companies were asked to furnish certain information, partic- 
ularly with respect to the manufacturing cost of certain items, and the 
following ong mea responded : 

Active Gear Co., Inc., Chicago, Ill. 
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Bendix Westinghouse Automatic Air Brake Co., Elyria, Ohio. 

Blackstone Corp., Jamestown, N. Y. 

Blood Brothers Machine Co. ., Allegan, Mich. 

Braden Winch Co, Tulsa, Okla. 

Carter Carburetor, St. Louis, Mo. 

Clark Cable Corp., Cleveland, Ohio. 

Clark Equipment Co., Buchanan, Mich. 

The Crescent Company, Inc., Pawtucket, R. I. 

Detroit Aluminum & Brass Co., Detroit, Mich. 
Saton Manufacturing Co., Cleveland, Ohio. 

Fairfield Engineering Co., Detroit, Mich. 

Federal Mogul Division, Detroit, Mich. 

The General Industries Co., Elyria, Ohio. 

The G & O Manufacturing Co., New Haven, Conn. 

Hercules Motor Co., Canton, Ohio. 

Industrial Facilities Co., Pontiac, Mich. 

Kelsey-Hayes Wheel Co., Detroit, Mich. 

Lamson & Sessions Co., Cleveland, Ohio. 

Lipe-Rolloway Corp., Syracuse, N. Y. 

Long aMnufacturing Diviison, Borg Warner Corp., Detroit, 

Mich. 

Maremont Auto Products, Inc., Chicago, Tl. 

Midland Steel Co., Detroit, Mich. 

Machine Tool & Die Co., Detroit, Mich. 

New Process Gear Corp., Syracuse, N. Y. 

Pierce Governor Co., Anderson, Ind. 

Ross Gear & Tool Co., Lafayette, Ind. 

S. A. Shenk & Co., Columbus, Ohio. 

Tropic-Aire, Inc., Chicago, Hl. 

Tobe Deutschmann Corp., Norwood, Mass. 

Trico Products Corp., Buffalo, N. Y. 

Troy Sunshade Co., Troy, Ohio. 

Universal Products Co., Inc., Dearborn, Mich. 

Wagner Electric Corp., St. Louis, Mo. 

Wagner Electric Brake & Clutch Co., Beloit, Wis. 

Warner Gear Corp., Muncie, Ind. 

Wayne Foundry & Stamping Co., Detroit, Mich. 

Zenith Carburetor Division Bendix Aviation Corp., Detroit, 
Mich. 

Based upon the information thus secured, 17 case studies have been 
prepared (exhibits 2 through 18). These studies reflect the patterns 
involved in the procurement of the 300 odd items examined. Certain 
items and companies have been omitted, either because of incomplete 
information or because the patterns were repetitive of those depicted 
in one or more of the 17 stedies. Certain cautions should be mentioned 
in connection with the picture which these studies portray. The costs 
are those furnished voluntarily by the companies and have not been 
audited or checked in any way. Wherever possible there have been 
eliminated from the cost figures such incidental items as packaging, 
warehousing, handling, and the like. Also, excise taxes which may 
have been paid have not been included. It should be pointed out fur- 
ther that the cost figures in many cases have reference to the year 1951, 
whereas, the actual purchase transactions analyzed in the case studies 
cover the fiscal years 1949 and 1950. In other words, the truly appli- 
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cable cost figures might well be less than those contained in the studies. 

The first case study—these case studies have been boiled down to 
the absolute essentials and each of the 

Mr. Horrman. Mr. Chairman, I would like to ask a question. You 
said “Auto-Lite cost” ¢ 

Mr. ScuarFrer. Yes, sir. 

Mr. Horrman. Is that the manufacturing cost ¢ 

Mr. Scuarrer. That is their cost to them with all of their items 
of cost, manufacturing and all the elements of cost. 

Mr. Horrman. Yes. That is the point right there. 

Mr. Harpy. That is the question. Do we know what elements of 
cost are included in that figure? That is a figure submitted by Electric 
Auto-Lite; is it not ‘ 

Mr. Scuarrer. That is right, sir. 

Mr. Harpy. Now, in submitting that figure, did they indicate what 
were the elements of that cost ? 

Mr. Scuarrer. No, ‘They gave it to us without breaking down the 
elements of cost. 

Mr. Horrman. That is the point that I wanted made clear, because 
last Friday, looking over the current issue of Collier’s , I saw 14 
full-page ads on liquor. If the advertisers were required to give the 
cost of liquor, would that include the advertising cost and many other 
items of cost, or in this case is this just the fac tor y cost ? 

Mr. Scuarrer. This, insofar as I know, includes all elements of 
cost which would include advertising, general administrative expense, 
all their administrative expense, and any other cost items which might 
be allocated to a particular product. 

Mr. Harpy. Well, the fact is that you do not know definitely 
whether it includes those costs or not. 

Mr. Scuarrer. The cost we asked for was their cost. 

Mr. Horrman. For what items of cost did you ask them? Do you 
have the question vou asked them ¢ 

Mr. Scuarrer. I do not have the letters in front of me. 

Mr. Casey. Do you want that letter / 

Mr. Horrman. For example, if I drive an Oldsmobile and if you 
asked the Oldsmobile people the cost, and if that includes all these 
items that have been suggested, then I know just how much profit 
they made when they sold me a car. 

Mr. Scuarrer. That is right. 

Mr. Horrman. Now, that might or might not be true. And of 
course, if that is more than I think it ought to be, they charge me too 
much, I do not buy but the Government must buy. 

Mr. Scuarrer. Yes. 

Mr. Harpy. I am not sure whether the information we have will 
indicate whether these cost figures do include such components as ad- 
vertising and selling cost. 

Mr. Horrman. And entertainment. 

Mr. Harpy. Of course, in some cases, that is a sizable item. 

But in any event, I think that the purport of these figures will be 
not so much to show the amount of profit that is involved from a 
manufacturer to a normal middle man, but to show that the govern- 
mental cost is far in excess of what the manufacturer normally charges 
his outlets, his distributing outlets. 
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Mr. Horrman. Then, of course, we have the question as to how 
many, if any, of these people or organizations which handled the 
transaction from the time the manufacturer let go of it until the Gov- 
ernment got it, were necessary. 

Mr. Harpy. That is another major question. 

Mr. Horrman. He is to get the letter. I just wanted to be sure that 
the witness knows that this cost given by this particular company 
included all the items until it went to the final organization or indi- 
vidual who sold it to the Government. 

Mr. Scuarrer. Until it went out the door. 

Mr. Horrman. Or to the Government, in this case. 

Mr. Scuarrer. We have that information. 

Mr. Harpy. If we can find out, we will show in the record the nature 
of the information which was requested, which this figure purports 
to answer. 

Mr. Horrman. Go ahead. I do not desire to hold it up. 

Mr. Harpy. All right. Go ahead. We will clear this up later. 

Mr. Scuarrer (reading from exhibit 2). Item 1: Auto-Lite’s cost 
was 14.6 cents. It was sold to Chrysler for 21 cents. Chrysler sold 
it to the Government for 33 cents. The list price of Auto-Lite on 
that part was 95 cents. On the bid submitted by Auto-Lite, Auto- 
Lite bid 55 cents. 

Mr. Harpy. Auto-Lite bid 55 cents on an item which it sold to 
Chrysler for 21 cents, which Chrysler, in turn, sold to the Government 
for 33 cents? 

Mr. Scuarrer. That is right, sir. 

Item 2: The same cost, 14.6 cents. Chrysler’s cost was 17 cents. The 
price to the Government by Chrysler was 27 cents. Auto-Lite’s list 
price on that item was $1.15. They bid 48 cents. 

Mr. Casey. On the first case [exhibit 2], there is a notation that 
the cost of the part as sold by Auto-Lite to Chrysler does not include 
the packaging cost. 

Mr. Scuarrer. Of Chrysler. 

Mr. Casey. Of Chrysler to the Government. In other words, 
Chrysler had to package the item before they sold it to the Govern- 
ment for 33 cents. 

Mr. Scuarrer. Right. 

Mr. Casey. And we do not know the packaging cost ? 

Mr. Scuarrer. No. We don’t know the packaging costs. That will 
be covered in the summary. 

Mr. Casey. All right. 

Mr. Scuarrer. Case No. 2 [exhibit 3] involves Timken-Detroit 
Axle Co., a basic-source manufacturer, who sells to vehicle assemblers. 
A review of 32 bid invitations for its product failed to disclose a single 
instance where Timken, the basic-source manufacturer, was the suc- 
cessful bidder. 

The vehicle assemblers, with the exception of an occasional sale by 
a surplus or spare-parts dealer, are the successful bidders. Federal 
Motor-Truck Co., vehicle assembler, manages in most instances to suc- 
cessfully underbid the other vehicle assemblers and when losing the 
bid, does so by only a small margin. 

Timken, the basic-source manufacturer, was in every instance in- 
vited to bid. No bids were submitted in response to 24 of the invita- 
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tions. The eight bids submitted were, in every instance, considerably 
in excess of the bids submitted by the various vehicle assemblers who 
purchased the items from Timken. 

Generally the only firms who could possibly be in a position to 
submit bids would be Timken, Federal Motor Truck Co., and four or 
five other vehicle assemblers who originally purchased the item from 
Timken. Despite this narrow field of competition Ordnance on the 
32 items involved sent out 1,363 invitations, or am average of 4214 
invitations per item; 168 responses were received, or an average of 
4 responses per item, or an average response of 12.3 percent. 

Pertinent data in reference to the 32 bid invitations discussed above 
is as follows, and here again, only selecting items at random: On item 
No. 2, Timken’s cost was $17.65. Timken’s price to the vehicle as- 
semblers was $22.56. Federal Motor Truck’s price to the Government, 
$26.04. Timken’s list price on that item was $69.97, and there was no 
bid by Timken on this particular item. 

On item 3, Timken’s cost was $12.66. Their price to the vehicle 
assemblers was $23.60. Federal Motor Truck sold it to the Govern- 
ment for $27.76. Timken’s list price was $55.10, and in this particular 
instance, Timken submitted a bid of $37.17. 

Mr. Harpy. Timken’s bid on that item was $37.17, which it sells to 
its vehicle assemblers for $23.60 ? 

Mr. Scuarrer. That is right. 

Item No. 7—— 

Mr. Horrman. May I ask him right there whether any investigation 
has been made as to why the Government doesn’t let some of these 
contracts to some of the other bidders? 

Have you made any investigation of that ? 

Mr. Harpy, I think the study would indicate that the contract was 
let to the low bidder. 

ey HorrmMan. May I produce a witness then to show that is not 
true ‘ 

Mr. Harpy. I am talking about these particular items. You may 
find other cases where that is not true. 

Mr. Horrman. I would like to have a witness here on one of those. 
He happens to come from my own district, and he was low bidder and 
he did not get any Government contract. 

Mr. Harpy. That will be an aspect that I think we will touch on a 
little bit later in the hearing. 

Mr. Horrman. All right. 

Mr. Harpy. You may continue. 

Mr. Scuarrer. Item No. 7: Timken’s price to the vehicle assem- 
blers, $3.22. Price to the Government by Federal was $4.05. Tim- 
ken’s list price on that item was $6.85, and their bid was $4.83, as com- 
pared with the cost or rather the price to the vehicle assemblers of 

Item No. 8: Timken’s cost. was $36.64. Timken’s price to the ve- 
hicle assemblers, $43.44. Federal’s price to the Government, 548. 
Timken’s list price, $149.35. In this instance, Timken did not submit 
a bid. 

Item No. 15: Timken’s cost was $2.97. Timken’s price to the ve- 
lifcle assemblers was $3.70. Federal’s price to the Government, $8.36. 
We were unable to locate a list price of Timken’s; however, they sub- 
mitted a bid of $10.20. 
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Mr. Harpy. They submitted a bid of $10.20 on an item which they 
sold to their assemblers for $3.70? 

Mr. Scuarrer. That is correct. 

In group I, the same manufacturer (Timken-Detroit. Axle Co.), 
where Diamond T Motor Car Co. was the successful bidder, we also 
show the bid of Federal Motor Truck Co. 

On item 16: Timken’s cost, $36.64. Timken’s price to the vehicle 
assemblers, $57.22. Diamond T Motor Car Co.’s price to the Govern- 
ment, $67.62. On that item, Federal Motor Truck bid, $69.24. Tim- 
ken’s list price, $149.35. No bid submitted by Timken. 

On item 17: Timken’s cost, $17.65. Timken’s price to the vehicle 
assemblers, $35.50. Diamond T Motor Car Co.’s price to the Govern- 
ment, $45.70. Federal Motor Truck Co.’s bid, $46.20. The list price 
on the item from Timken’s catalog, $69.97. Timken’s bid on that 
item, $59.01. 

A group of items that were sold by Biederman Motor Corp. to the 
Government, item 20: Timken’s cost, $21.81. Timken’s price to the 
vehicle assemblers, $31.90. Biederman’s price to the "tanned ie ang 
$39.34. Federal Motor Truck’s bid, $39.90. Timken’s list price, 
$103.70. Timken’s bid, $44.25. 

Mr. Horrman. Off the record. 

( Discussion off the record.) 

Mr. Casey. Mr. Chairman, I would suggest that Mr. Schaffer skip 
through these case studies and refer briefly to the summary of the 
findings, which is contained at the top of each of them, and just possi- 
bly read one item to illustrate the situation as described in the case 
study. 

Mr. Harpy. I think that would expedite matters, and we will just 
submit the entire memorandum into the record (exhibit 1). 

Mr. Casey. Mr. Chairman, in that connection, I would like at this 
time only to make part of the record, that part of the memorandum 
that has been read plus the 17 case studies. 

Mr. Horrman. Down to exhibit 18? 

Mr. Casry. Yes. 

Mr. Horrman. That contains a wealth of information. I noticed 
the press taking notes. They will get that, will they ¢ 

Mr. Casry. Yes. 

Mr. Horrman. They will have that? 

Mr. Harpy. That is right. 

Mr. Horrman. And then these manufacturers whose items are 
referred to here, will they be called to tell us—what actually hap- 
pened and to explain the difference in price of sales to the 
Government ¢ 

Mr. Harpy. They have all been invited to be present and to testi- 
fy if they cared to do so. 

Mr. Horrman. And if they do not care to do so, if there appears 
to be too much of a profit, will they be subpenaed ? 

Mr. Harpy. Well, it has not 

Mr. Horrman. We will take that up in committee, if you want to. 
I would like to hear their explanations if some of the inferences which 
might be drawn are put in or considered. 

Mr. Harpy. We will discuss that. I think in every case there are 
letters from the manufacturers involved, in the file. 
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You may go ahead, Mr. Schaffer. Touch on each of the cases 
briefly. 

Mr. Horrman. But I would like to hear their story. From what 
page will you read now? 

Mr. Scuarrer. Case III (exhibit 4) : Hercules Motor Corp., a basic 
source manufacturer, sells to vehicle assemblers. A review of 19 bid 
invitations. shows that in every instance where Hercules bid, that 
they were far in excess of the bids of the vehicle assemblers to whom 
Hercules sold its products. Bids were submitted by Hercules in all 
but three instances. 

Federal Motor Truck Co. was the successful bidder on nine of the 
bids, and on six of the remaining bids, lost the bid by only a small 
margin to Biederman Motor Corp., another vehicle assembler. The 
other four bids were awarded to two spare parts dealers whose bids 
were slightly lower than those submitted by Federal and Bieder- 
man. 

In all instances, except the three cases in which Hercules did not 
bid, Hercules sold its product to Federal and Biederman at 50 per- 
cent off its list price. In almost every instance, Hercules bids equaled 
or exceeded its own list price, whereas the bids of Federal and Bieder- 
man ranged from 57 percent to 62 percent of Hercules list price. 

Despite the limited field of competition available for bidding on 
Hercules’ products, Ordnance issued 781 invitations on the 19 items, 
or an average of 41.1 per item. Only 103 bids were received, or an 
average response of 5.4 per item. 

Specific examples of the above are as follows 

Mr. Casey. Just read item No. 2. 

Mr. Scuarrer. On item 2: Hercules’ cost was $26.60; Hercules’ 
orice to the vehicle assembler, $38.78; price to the Government by 
rere Motor Truck Co., $46.73; Hercules’ list price, $77.56, and 
Hercules’ bid $81.44. 

Are there any other items that you wish read ? 

Mr. Casry. No. I think that explains the pattern so far as the 
bids of Hercules are concerned. I think you might skip to the next 
case. 

Mr. Scuarrer. Case No. IV [exhibit 5]: Sid’s Truck and Auto 
Sales, Inc., a surplus dealer, when successful in bidding either buys the 
item from parts distributors or subcontracts to have the item manu- 
factured. 

Bids are not made on the basis of Sid’s inventory. In one instance, 
this firm had to secure the items in Germany. 

Typical examples illustrative of the above are as follows: 

Item 1: Sid’s cost was $1,103.44, and the price to the Government 
was $1,421. 

On case V [exhibit 6]—— 

Mr. Casey. I would suggest, Mr. Schaffer, in connection with cases 
V and VI, that you just describe briefly in your own words the pat- 
tern that is disclosed by the information you obtained in those two 
cases, 

Mr. Scuarrer. Cases V [exhibit 6] and VI [exhibit 7], involves 
the Jefferson Chevrolet Co., and the P. L. Grissom & Son, Inc., both 
retail Chevrolet dealers. 

In general, they were submitting bids on items which by their very 
nature were sure net to have any bids submitted by regular dealers or 
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manufacturers. This was particularly true in the case of Studebaker 
parts, where the Studebaker Corp., for some reason or another, did 


not submit any bids on parts involving their vehicles. After secur- ‘ 
ing the bid, Jefferson and Grissom both would then approach a parts 4 
dealer, the United Auto Electric Co. in Detroit, and apparently .com- i 


mission them to go out and locate the parts for them. United Auto 
Electric would then go to the Greenfield Sales and Service Co., a retail 
Studebaker dealer in Detroit, and if they had the Studebaker part in 
stock, would buy the part from them. In the event that the part was 
not in stock, they would then go to the Industrial Facilities Co., of 
Detroit to have the part manufactured for them. 

A typical example of that procedure in tracing the items through 
the various hands—in the first instance, I do not have the manufac- 
turer’s cost because of the condition of the records of that company. 
But a typical item, for example, would be a part that cost the United 
Auto Electric Co. $106.95—and that is not manufacturing cost. It 
was purchased from a manufacturer—was sold to Jefferson for $124, 
and they, in turn, sold it to the Government for $147.30, 

Mr. Horrman. Is that a Studebaker part? 

Mr. Scuarrer. In this particular instance, I am not sure. I do ; 
not have any identification on these parts. I just have them described : 
by item numbers. 

Mr. Harpy. Incidentally, I might say that we have intentional] 
left off identification of these specific parts. We have numbers which 
would provide a basis for determining what the part is, 

Mr. Horrman. Is that a part of a commercial vehicle or a war- 
production item ? 

Mr. Scuarrer. That is a war item, and the next examples that I 
will read are also for war vehicles. But the parts are interchange- 
able—and this is a Studebaker part—with the regular Studebaker 
Champion engine. 

A typical item that was handled through P. L. Grissom & Son, is a 
part that cost Greenfield, the Studebaker dealer, $8.10. It was sold é 
to United Auto Electric for $9.50. 3 

Mr. Horrman. You are on page 2 of case VI [exhibit 7] ? q 

Mr. Scuarrer. That is right. And United Auto Electric sold 
that part to Grissom for $12.38, and Grissom, in turn, sold it to the 
Government for $16.38. The list price of Studebaker on this particu- 
lar item was $12.50. 

In summarizing those items—— 

Mr. Harpy. In the case of the first two items in case VI there, and 
I believe in most of the illustrations in that particular case, the Gov- 
ernment actually paid in excess of the manufacturer’s list price, 
which any man off the street could have gone in and bought over the 
counter of a retail dealer / 

Mr. Scuarrer. That is right. : 

Mr. Horrman. Wait a minute. You said “any retailer.” Now | 
you have changed it to “any man off the street.” If these are war | 
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Mr. Harpy. These are automotive parts and in many cases, these 
parts are interchangeable—not always, but in this particular case, 
cases V and VI, it is the rule rather than the exception that the Gov- 
ernment paid more for the part than any individual auto owner 
would have paid if he had gone in and bought a single individual 
part over the counter; is that correct ? 

Mr. Scuarrer. Yes. 

Mr. Horrman. Is that the fault of the company which sold it to 
the Government, or the fault of the Government purchasing agent? 

Mr. Harpy. That is something we will have to determine. 

Mr. Horrman. Actually, you and I would ask all we could get if 
we had something to sell that was not war material. — 

What was that part’ If that is interchangeable, it is an ordinary 
item that I might buy, so there can’t be any security question involved 
nor any question of overcharge to the Government. 

Mr. Scuarrer. Sir, I do not have any identification on these parts. 
I deliberately left them off. 

Mr. Horrman. All right. 

Mr. Scuarrer. On that particular part, we went back to Studebaker 
to determine what Studebaker’s cost was on the item, and Studebaker’s 
cost was $4.04. 

Mr. Horrman. Where is that ? 

Mr. Scuarrer. That is in group 5 of case VI [exhibit 7], and that 
is the same item that I just read. It cost Greenfield—in other words, 
Studebaker sold it to its dealer for $8.10, who in turn, sold it to 
United for $9.50, who, in turn, sold it to Grissom for $12.38. 

Mr. Horrman. Wait a minute. Where are you reading from? 

Mr. Scuarrer. Group 5 of case VI. 

Mr. Harpy. What item is it? 

Mr. Scuarrer. Item 2 in group 5. Shall I start over so you can 
trace the parts? 

Again. Item 2, and that is the item that I read previously: Stude- 
baker’s cost was $4.04—who sold it to Greenfield for $8.10, who sold 
it to United for $9.50, who sold it to Grissom for $12.88, who sold it 
to the Government for $16.38, and the list price on that item, Stude- 
baker’s list price, was $12.50. 

Mr. HorrMan. Well, then the first offender there was Studebaker, 
and the first sucker was Greenfield, if the item was the same and if in 
the same condition if the thesis that you are trying to maintain is 
correct. 

Mr. Harpy. Well, I think we are not trying to maintain any par- 
ticular thesis at the moment. 

Mr. Horrman. The facts disclose—— 

Mr. Harpy. We are trying to develop a picture and see what the 
facts do show. 

Mr. Scuarrer. I will skip now to case VIII [exhibit 8]: Spicer 
Manufacturing Corp., Toledo, Ohio, a basic source manufacturer, 
sells to vehicle assemblers, such as Willy-Overland Motors, Inc. 

Spicer, although requested to bid each time, does not do so. Wil- 
lys is generally the successful bidder on Spicer products and only 
lost the bid in two instances to surplus-parts dealers. Frequently, 
Willys is the only bidder, and when other bids are received they are 
for alternate parts, from unqualified bidders, or from surplus dealers. 

Typical examples illustrative of the above are as follows: 
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Item 4: Spicer’s cost is $3.63. Willys’ cost—and this was lower 
than Spicer’s claimed cost—was $3.46. The cost to the Government 
was $4.39, and Willys’ list price on the item was $12.80. 

Item 11: Spicer’s cost was $53.43, and sold it to Willys for $73.10, 
and Willys sold it to the Government for $95.49. Willys’ list price on 
the item was $189. 

Case IX [exhibit 9], Willys-Overland Motors, Toledo, Ohio, a ve- 
hicle assembler, procures a large portion of the spare parts for its end 
items from various basic-source manufacturers. 

Most of these parts are identified by only Willys part number, and 
with few exceptions the basic-source manufacturers do not submit 
bids in response to invitations for Government replacement parts. 
Willys is generally the successful bidder, and quite frequently the only 
bidder, thus controlling the price to the Government. When under- 
bid, it is usually by a surplus dealer. 

Typical examples illustrative of the above are as follows: In this 
particular instance, Midland Steel Products was the basic manufac- 
turer. The cost was $56.91. They sold it to Willys for $60.61. Willys 
sold it to the Government for $81.33. Midland Steel Products did 
not submit a bid. 

In group IV, same case, item 8: The cost of Maremont Automotive 
Products, Inc., was $3.19. They sold the item to Willys for $4.24, who, 
in turn, sold it to the Government for $4.58. The list price was $4.80, 
and Maremont did not submit a bid. 

Skipping to case X [exhibit 10], Braden Winch Co., Tulsa, Okla., 
a basic-source manufacturer, sells to vehicle assemblers such as Chrys- 
ler Corp., and Federal Motor Truck. 

Braden is the successful bidder on Government invitations with 
respect to its product. This might be considered an indication that 
the Government is obtaining the product at a reasonable price direct 
from the source. 

Actually, however, Braden is realizing an extremely high profit on 
all its sales, both to the vehicle assemblers and to the Government. 
Its price to vehicle assemblers is only 30 percent off its list pe and 
its Government bids are but a few cents under its price to the vehicle 
assemblers. Braden’s cost as furnished by them approximates 40 
percent of its list price. 

Typical of that is item No. 2, where Braden’s cost was $49.80. They 
sold it to Chrysler for $84.70. In this particular instance, Braden 
underbid Chrysler. They bid $84.50. Braden’s list price on this item 
was $121, and Chrysler’s bid on the item was $94.87. 

Mr. Harpy. That is the first instance of any of the illustrations 
which you have read where a manufacturer bid less than his selling 
price to his assembler. 

Mr. Scuarrer. That is right. 

Mr. Harpy. I am glad to find there is at least one. 

Mr. Scuarrer. Case XI [exhibit 11]—— 

Mr. Casey. I think we might skip case XI. We have already cov- 
ered that same company in case I. You may go on with it if there is 
something about the case that you wanted to point out. 

Mr. Scuarrer. No, I think it is typical. We can skip this one. 

Case XIT [exhibit 12] involves the Ross Gear & Tool Co., Lafayette, 
Ind., a basic-source manufacturer, who sells to vehicle assemblers such 
as Willys-Overland and Kenworth Motor Truck Co. 
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Ross generally refuses to bid on invitations, and awards are made 
to the vehicle assemblers. The one exception noted, where Ross did 
bid, was declared unresponsive. 

A typical example of that is an item purchased through Willys- 
Overland: Ross’ cost was $7.03. They sold the item to Willys-Over- 
land at $7.68. Willys sold it to the Government for $11.56. Willys’ 
list price on that item was $29.81. 

Mr. Casry. Mr. Schaffer, do you happen to know why the bid of 
Ross in the one exception was declared unresponsive ¢ 

Mr. Scuarrer. For some reason or other, they submitted a bid on an 
alternate part, and apparently Ordnance didn’t have time to check to 
see if it was the same part. 

Mr. Casey. In other words, it was not the part that was advertised ? 

Mr. Scuarrer. That is right. 

Case XIII [exhibit 13] involves the Troy Sunshade Co., Troy, Ohio, 
a basic-source manufacturer, who sells to vehicle assemblers, such as 
Federal Motor Truck Co. 

Troy was the successful bidder in one instance. Federal claims to 
have designed the item and to own the dies used to produce the item. 
Upon inquiry by General Accounting Office auditors, an official of 
Federal stated that there had been some controversy between Troy and 
Federal over the sale made direct by Troy, and that it would not hap- 
penagain. Thereafter, Federal was the only bidder and was awarded 
the contracts at greatly increased prices. 

Now, on the one item sold directly by Troy to the Government, their 
cost was $23.09. The price to the Government was $28.64. 

On the items sold through Federal—item No. 2—Troy’s cost was 
$22.62. Federal’s cost from Troy was $25.64. The item was then sold 
to the Government for $37.97. 

Case XIV [exhibit 14] involves the Wagner Electric Corp. of 
St. Louis, Mo., a basic-source manufacturer who sells to vehicle assem- 
blers and parts distributors. 

Wagner bids in excess of its price to vehicle assemblers and parts 
distributors. In one instance Wagner secured a contract. In three 
other instances Northwestern Auto Parts secured the contracts at 
prices considerably lower than Wagner’s claimed selling price to parts 
distributors. 

A typical example of an item sold direct by Wagner: Wagner’s cost 
was $1.85. Willys’ cost was $3.25. In this instance, Willys did not 
bid. Wagner bid $3.44 and secured the contract. 

Now, one of the items sold through Northwestern Auto Parts: 
Wagner’s cost was $0.79, and that part was sold to the vehicle assem- 
bler at $1.47. Willys-Overland bid $1.86, but Wagner bid $1.74 and 
Northwestern Auto Parts bid $1.64, which was less than the price bid 
by the vehicle assembler and by the manufacturer. 

Mr. Casey. Is Northwestern Auto Parts a surplus dealer ? 

Mr. Scuarrer. I believe they handle some surplus, but they are a 
recognized parts dealer, and we never were able to reconcile that bid 
with the price Wagner claims to have sold it for to the parts dealers. 

Skipping to case XV [exhibit 15] the Clark Equipment Co. of 
Buchanan, Mich., a basic-source manufacturer who sells to Diamond 
T Motor Co. 

Clark does not bid. Diamond T is the only bidder and is awarded 
the contract at a price controlled solely by Diamond T. 
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A typical example is item I, where Clark’s cost was $175.93. They 
soid it to Diamond T for $197.15, and Diamond T sold it to the Gov- 
ernment for $351.08. 

Going to case XVI [exhibit 16]: Lipe-Rollway Corp., Syracuse, 
NLT58 1 basic-source manufacturer who sells to vehicle assemblers. 

Lipe generally bids considerably higher than the bids of the vehicle 
assemblers. In one instance Lipe was the successful bidder at a price 
of 50 percent over its price of original equipment to the vehicle 
ussemblers. 

Typical of that is item I, where we had to use an estimated cost of 
$17.25, and that is based on Lipe’s list price. 

Mr. Casey. How did you happen to estimate it that way / 

Mr. Scuarrer. We could not get any satisfactory cost figures from 
Lipe-Rollway. But, based on their price to the vehic Je assembler 
for original equipment, we have every reason to believe that the cost is 
representative, and I merely show it here for illustrative purposes. 
That item was sold as original equipment to the vehicle assemblers at 
$24.75, and as service equipment at $30.19. The price to the Govern- 
ment was $36.96, and Lipe’s list price was $86.25. In this particular 
instance Lipe was the successful bidder. 

Now, taking the same item and using the same estimated cost, the 
original equipment cost and the service cost were the same. However, 
that was sold by the Federal Motor Truck Co. to the Government for 
$37.50. Lipe’s list price was $86.25. Lipe’s bid on the item was $43.01, 
which was considerably higher than the other bid. 

Mr. Casty. The only signific: ance to that particular item is the fact 
that Lipe bid $43.01 on an item that they manufactured, but it was 
sold to the Government for $37.50 by the company to whom Lipe 
supplied the part? 

Mr. Scuarrer. Lipe supplied the product; that is right. 

Mr. Bowurnc. Why did you have trouble obtaining those cost 
figures ? 

Mr. Scuarrer. They apparently misunderstood our request. We 
wrote two letters on it, and, time not permitting, we did not follow 
it through. 

Case XVIT [exhibit 17], involves the Chrysler Corp., of Detroit, 
Mich., who is a vehicle assembler and procures a large portion of its 
parts ‘for its end items from basic-source manufacturers. When in- 
vitations to bid are extended for replacement parts, the basic-source 
manufacturers with very few exceptions refuse to bid. Most of the 
parts are identified only by a Chrysler part number and sold only to 
Chrysler. C Jonsequently, no one but Chrysler can supply the item, 
and the price to the Government is controlled solely by w hat 
Chrysler chooses to bid. 

A typical example illustrative of the above is item No. 1 that was 
manufactured by Tropic-Aire, Inc. The cost to Tropic-Aire was 
$23.24. They sold it to Chrysler for $33.74, and Chrysler, in turn, 
sold it to the Government for $51.95. In that particular instance, 
Tropic-Aire did not submit a bid. 

There is one other illustration, and that is item 3, which was 
manufactured by the Detroit Harvester Co. Their cost was $27.87. 
They sold it to Chrysler for $31.90. Chrysler sold it to the Govern- 
ment for $49. 
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Item 7 was made by Universal Products at a cost of $2.52, sold 
to Chrysler for $3. Chrysler sold it to the Government for $4.62, 
and the basic-source manufacturer, Universal Products, bid $8.10. 

Mr. Harpy. $8.10 on an item which it sold to Chrysler for $3? 

Mr. Scuarrer. That is right. _ 

Skipping to case XVIII [exhibit 18] involves Carter Carburetor 
Corp., St. Louis, Mo., a basic manufacturer, who sells to vehicle 
assemblers, distributors, and other outlets. Although circularized 
by Ordnance Corps, Carter does not bid. 

The Government is not buying these parts at the basic manufac- 
turers’ lowest selling prices. However, competition, because of wide- 
spread sales by Carter of its product, has succeeded in reducing the 
Government’s cost to a reasonable mark-up over Carter’s sales price 
to the industry. 

It was of interest to note that items 2, 3, and 4, were shipped direct 
from Carter at St. Louis, and that item 1 was an alternate bid that 
was accepted and shipped from the successful bidder. 

One example of that, item 2: Carter’s cost was $11.65. The success- 
ful bidder’s cost was $12.87, who sold it to the Government for 
$14. In that instance, Carter's list price was $39. 

Mr. Harpy. Is that all the cases? 

Mr. ScuarFrer. I have one more case study [exhibit 20]. I might 
explain that the information concerning the 17 cases just read have 
been summarized separately, as a part of the original statement to 
which I will return. The information concerning General Motors 
Corp., with which exhibit 20 deals, was received too late to be included 
in the over-all summary and, therefore, has been summarized sepa- 
rately in exhibit 20, which I will now read. 

Mr. Harpy. Go ahead. 

Mr. Scuarrer. General Motors Corp. is composed of various divi- 
sions performing manufacturing, vehicle-assembling, and distributing 
functions. Bids are submitted in some instances by United Motors 
Service Division, the GMC distributor, and in others by the manu- 
facturing or vehicle-assembling divisions. 

In all instances items supplied by United are sent to the Garden 
Implement Co.—not a GMC division—for packaging. The items are 
inspected and accepted by Ordnance at Garden Implement’s plant 
and shipped direct to Ordnance. Information regarding packag- 
ing is not complete on items furnished by other divisions of GMC. 
However, many of the items included in this study were also shipped 
to Garden Implement for packaging and then shipped direct to 
Ordnance. 

The costs, accepted without audit, shown below were furnished by 
GMC and do not include packaging costs. Insofar as it can be 
determined, group I and group II costs do not include excise-tax 
payments. Costs in group III are believed to contain excise-tax 
payments. However, in compiling the profit figures, excise taxes were 
added to both groups. All other costs, such as allocation of the 
corporation central office expense and provisions for various reserves 
peculiar to GMC divisions, are believed to be included. 

On items purchased through United, GMC’s distributor, or a vehicle- 
assembling division [groups I and IT], the Government paid $1,989,- 
574.81. The basic-source manufacturing cost of these items, exclu- 
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sive of packaging costs and payment of excise taxes, was $1,309.244.39. 
Assuming that the items had been purchased direct rather than 
through United, a reasonable price to the Government may be com- 
puted as follows: 

















a ee a en, LONE ee eek See Cees ee $1, 309, 244. 39 
PC At A 130, 924. 44 
Profit, at 10 percent of cost-_.__------ 130, 924. 44 

oy eRe J Colbra ete ape te teat IS ht er ht ct rete BIE. sea 1, 571, 093. 27 
PRGA ne OE os oe 78, 554. 66 
CN sa a I rs cr a SE ct aes 1, 649, 647. 93 
BP PTE SAI CIRO 1, 989, 574. 81 
cueees “Chniireed’ Government. 3.) So 339, 926. 88 
Percentage of Government price paid for privilege of doing 
a Ne ES Re a ee ro Re eee ee eee 17.1 
Percentage of profit realized by GMC computed on basic source 
cost (profit + excess + basie source cost) _--__-_----_____---- 35.9 


Mr. Horrman. Is the ratio of profits, so far as you know, on con- 
tracts let to the Government any greater than those charged their cus- 
tomers for their cars? 

Mr. Scuarrer. We did not check into any of their commercial 
business. I assume they are all charged list prices. However, these 
items were computed because they went through a so-called distributor 
and then went from there to a packaging concern. 

Mr. Horrman. Cars go through a distributor too. 

Mr. Scuarrer. That is right. The percentage of profit realized 
by General Motors Corp. computed on basic source cost was 35.9 
percent. 

On items not purchased through United or a vehicle assembler 
(group III), the Government paid $240,933.11. The basic source 
manufacturing cost of these items, exclusive of packaging costs and 
payment of excise taxes, was $198,308.54. Computing the profit in 
the same way as the items purchased through United, the corporation 
earned a profit of only 5.7 percent of cost as seen ae with the per- 
centage of 35.9 percent, as computed above, on sales through United 
and/or a vehicle assembler. The computation follows: 








Basie eonres manutectiving costs. i $198, 308. 54 
OS OS) Se ee ae Pee eee Se ee ee ee ee aD 19, 830. 85 
Profit (actual) 5.7 percent of cost See ee Ea ee ety CERES 11, 320. 70 
co) ema RE ps Bad Lee a sees * PURE L SW pee eee REED SE BSE eer Wee ee 229, 460. 09 
we eh eos | Ree a oe Se RT A le ey = E 11, 473. 02 
LT C5 RE EL Se Rie OE an PORE OURS DEMME ee SEP. 240, 933. 11 


Mr. Horrman. Was there any study made to determine whether 
or not the Government was getting better merchandise than the 
general customers of General Motors; that is, whether the Govern- 
ment agencies were more efficient in their inspection ? 

Mr. Scuarrer. I do not believe I understand your question, Con- 
gressman. 

Mr. Horrman. Whether the Government got more per dollar for 
what it bought than the usual customers of General Motors? Whether 
the Government got a better grade of merchandise, I mean better 
fitted to the purpose? 
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Mr. Scuarrer. I would say they would be the same, regardless of 
whether it went to a commercial customer or the Government. 

Mr. Horrman. When I buy a car, I have no way of determining 
before I buy it, whether it is all right before I take it out, but when 
the Government buys, they have a board of purchasing experts who 
know just exactly what they want and whether the product the 
Government buys is fit. What I am getting at is whether General 
Motors would have to exercise more care, and greater skill, when 
they sold to the Government than they did when they sold to Mr. 
Hardy here. Was any study made of that ? 

Mr. Harpy. To carry that analogy a little further, if I bought a 
part, following this procedure, through my regular dealer, if it went 
bad, I could take it back. 

Mr. Horrman. And pay for another one. 

Mr. Harpy. At least I might argue about it and have that satis- 
faction; but when Uncle Sam buys them, they do not go back if they 
are originally accepted. 

Mr. HorrMan. Does Uncle Sam do a more thorough inspecting job 
than you do? Does Uncle Sam get a better part than you do? 

Mr. Harpy. I do not know whether he gets a better part than I do 
or not. 

Mr. Horrman. Did you make any study to ascertain whether it 
required more ability to produce something for the Government than 
it did for the general market? 

Mr. Scuarrer. I have been around those plants long enough to 
know there would not be any difference. 

Mr. Horrman. Then the Government would not get any better mer- 
chandise than the customers ? 

Mr. Scuarrer. Right. 

Mr. Horrman. Then there is no use in having that board of experts 
tell us what they want for the Government. We could leave it to 
General Motors to tell us. We are wasting money on that board, if 
that is true. 

Mr. Harpy. Maybe we will find, before we get through, that an in- 
spection of these items is more or less superficial. I do not know, how- 
ever, whether we will or we will not. 

Mr. Casey. In other words, these parts that are manufactured are 
not manufactured for any particular customer. 

Mr. Horrman. Yes, they are. They are manufactured for the Gov- 
ernment on Government orders. 

Mr. Casry. Are these parts manufactured pursuant to Government 
orders? 

Mr. ScHarrer. Generally, yes. 

Mr. Horrman. Wait a minute, now, nobody else is buying tanks, for 
example; nobody else is buying trucks of this kind. 

Mr. Casry. Were any tank parts involved in this study? 

Mr. ScuarFer. No; automotive parts, that’s all. 

Mr. Casry. Would they be for jeeps and trucks? 

Mr. Scuarrer. Not for jeeps, but they would be for trucks and they 
may or may not be commercial truck parts. Some parts are inter- 
changeable and others would be peculiar only to a Government vehicle 
and would not be manufactured and sold through their regular dis- 
tributing channels. 
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Mr. Horrman. You do not mean that all of these illustrations you 
have given us are of merchandise that is sold to customers and to the 
Government and that they are interchangeable ? 

Mr. Scuarrer. Not all of them. Some may or may not be, but it is 
not pertinent or germane to the point involved. 

Mr. Harpy. However, most of these parts are parts that are in 
current production, are they not, and come right off the line? You 
do have some items—we had some that were discussed at the hearing 
in July—where they had to be manufactured specially. Where they 
have to be manufactured specially and there is retooling involved, it 
is not expected that there would be an extremely close relationship 
between the normal selling price to the distributing trade. There is 
a differential which naturally must arise when retooling is involved 
and it was not a regular production line item. 

Mr. Scuarrer. That is right. 

Mr. Harpy. Where you have a normal selling price to a vehicle as- 
sembler or a parts distributor, as a general thing that is a part which 
is in current production; is it not? 

Mr. Scuarrer. That is right. Mr. Congressman, you will find that 
in the list of the items which are a part of exhibit 20 it will indicate 
some of them do not have a so-called list price or dealer net. prise. 
These are items which are peculiar to military vehicles only. The 
majority of the items, however, are items that are produced and go 
through the normal distributing channels as well as to. the Govern- 
ment. That can be determined, as to which items they are, from the 
exhibit. 

Mr. Casry. I did not understand your answer to my question when 
I asked whether or not these parts were manufactured pursuant to a 
Government order. Is it not true that as to these parts, when they bid 
on these parts, they have them in stock to be delivered either to the 
Government or anyone else they choose to sell them to ¢ : 

Mr. Scuarrer. Again, the best answer I can give to you is that these 
parts may or may not be in stock. It can happen either way. 

Mr. Harpy. But they are frequently ordered by either manufac- 
turer’s order number or by specifications which fit a manufacturer's 
part number; is that not correct ? 

Mr. Scuarrer. That is correct. 

Mr. Harpy. They are usually standard parts. 

Mr. Scuarrer. Generally they are. 

Mr. Harpy. Occasionally you have some special ones? 

Mr. Scriarrer. Yes. 

Mr. Harpy. The vast majority of these items are standard parts 
produced by a particular basic source manufacturer or sold by a ve- 
hicle assembler or distributor ? 

Mr. Scuarrer. Right. 

Mr. Harpy. Go ahead. 

Mr. Scuarrer. On the 98 items summarized 





Mr. Horrman. Then this excessive price, if it is an excessive price, 
that the Government pays enables the corporation to pay the ad- 
yancing wages which are given to the employees, is that right? Also, 
it may be argued as a reason why the Government should continue to 
pay these prices. I noticed that the Governor of our State of Michi- 
gan is down in Washington, according to this morning’s paper, about 
this unemployment situation. Has any study been made to learn 
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whether or not, if the Government paid just the price you and I would 
pay, an unemployment situation would develop ! 

Mr. Harpy. I think you are taking Mr. Schaffer a little out of his 
assigned field. 

Mr. Horrman. I am asking that of you, Mr. Chairman. 

Mr. Harpy. Now I know you are taking me out of my assigned field. 

Mr. Horrman. Forget it. What I am trying to get at is this: In 
all the Detroit papers, you will find that they say we must have more 
jobs here in Detroit. Perhaps the only way you can get them is to 
pay what might be said to be these excessive prices or should some 
of the contracts go to some of the outlying districts where the mer- 
chandise can be made cheaper ? 

Mr. Harpy. You are getting down to basic economics now, which 
might be peculiar to Detroit. 

Mr. Horrman. We have some factories in our side of the State that 
would like to have some of these contracts, but they do not get them. 
Or if they get them, they are subcontracts. 

Mr. Harpy. If I can judge the people around Allegan by their 
capable representative in Congress, I expect that they might be getting 
a pretty good share of them. 

Mr. Horrman. They are not, and that is why I want to bring 
a witness here to show you that we can make the precision electronic 
equipment. cheaper and better, and have made it for private industry. 
Yet, the Government will not buy equipment for planes from us. 

Mr. Harpy. You may have a chance to touch on that later. If 
Detroit has an edge on Allegan, I know certainly it is not the re- 
sponsibility of their Congressmen. 

Mr. Scuarrer. On the 98 items summarized below, invitation and 
bid information was available on 69 items. Ordnance extended 3,184 
invitations to bid on these items or an average of 46.1 invitations per 
item; 185 bids were received or an average of 2.7 bids per item. 

General Motors Corp. in its dealings with the Government has con- 
sistently stated : 

On orders involving $3,000 or more, the quotation to the Government is based 
upon the lowest price charged to a dealer or distributor, or to put it another 
way, the Government gets as favorable a price as anybody engaged in the distri- 
bution of our parts. On orders of less than $3,000, the price quoted to the 
Government is what we call the wholesale price. 

See, for example, item 73. The price to the Government was $19.19, 
the wholesale distributor price would be $15.75, and the list price 
$31.50. 

Another example is item 80. The price to the Government was 
$56.50, the wholesale distributor price would be $45, and the list price 
$90. 

Mr. Casry. Mr. Schaffer, where did you get the information about 
the wholesale distributor price ? 

Mr. Scuarrer. We received information on the wholesale distribu- 
tor price from the General Motors Corp. In these particular instances, 
on the items I just mentioned, they were not shown, but all of their 
wholesale distributor prices were calculated at the same percentage 
of list. price. 

Mr. Casry. In other words, the purpose of the illustration that 
you are reading now is to show that the Government does not get the 
part at the cheapest price charged to any of the wholesale distributors ? 
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Mr. Scuarrer. That is right. 

Mr. Horrman. And General Motors says they do? 

Mr. Casey. That is right. 

Mr. Scuarrer. Typical items involving General Motors, items that 
were sold through United Motors Service, General Motors’ distributor, 
the basic source division cost was $3.30. The price to United Motors 
Service was $3.53, and the price to the Government was $4.3014. Item 
No. 3, the cost to the basic source division, was $1.39, the price to 
United Motors Service $2.31, and the price to the Government. $2.83, 

Item 26: The basic source division cost was $3.20, the United 
Motors Service cost was $3.53, and the price to the Government $4.62. 

Mr. Casey. Will you explain what the significance of this set of 
figures is! 

Mr. Scuarrer. The significance of this is to indicate that it goes 
from a basic source division or an assembly division of General 
Motors through the United Motors Service; from United Motors 
Service it then goes over to the Garden Implement Co. for packaging, 
and is then sold to the Government. 

Another item that is typical is item 49. The basic source division 
cost is $4.10, the price to the selling division was $5.83, and the price 
to the Government was $8.42. 

To further illustrate an item that was purchased direct, item 84, the 
basic source division cost was $240.16, the price to the Government was 
$3 16.67, 

That concludes General Motors’ case study exhibit 20. 

Will you turn back to the general statement—exhibit 1. 

A review of the 17 case studies will indicate the existence of trade 
practices which, coupled with the procurement methods employed 
by OTAC, have resulted in excessive prices being paid by the Gov- 
ernment for automotive spare parts. In some cases the basic source 
manufacturer refuses to bid, though circularized by OTAC, and 
permits their vehicle assembler, distributors, and others to whom he 
supplies parts, to bid and obtain Government business. See, for 
example, cases Nos. VIII, IX-XII, XIII, XV, XVII, XVIII. 

A variation of this practice is where the basic manufacturer bids 
in response to invitations to bid (IFB) from the Government but 
submits a quotation in excess of what he knows will be necessary 
to secure the award. See in this connection cases Nos. I, IT, ITT, UX, 
XI, XIV, XVI, and XVII. 

Certain of the studies raise a serious question as to the soundness 
of the procedures whereby the particular vendors involved could 
secure the Government business. This was particularly true in the 
case of firms such as the Jefferson Chevrolet Co. and P. L. Grissom 
& Son. They are Chevrolet dealers, incidentally both owned by Mr. 
Grissom, which have been successful in securing hundreds of thou- 
sands of dollars worth of parts business on items where as many as 
two or three profits have been taken on the item even before it 
reached the Jefferson or Grissom companies. See cases V and VI. 

Then, finally, there is the situation typified by the procurement in- 
volving the Braden Winch Co. in which Braden, the basic manufac- 
turer, does bid in competition with assemblers and is the success- 
ful bidder. On the face of it, the situation appears to involve free 
and open competition resulting in the Government paying a reason- 
able price for the product direct from the source manufacturer. 
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Actually, however, by reason of its control over the market for its 
product, Braden realizes a profit of as high as 70 percent. This is 
illustrated by the figures set forth in case X. 

Based upon the information contained in the case studies, a caleu- 
lation has been made on a projected basis of the amount of unnecessary 
expense incurred by the Government in the procurement of automotive 
parts during the fiscal years 1949, 1950, and 1951. It should be ex- 
plained at this point that purchases of automotive parts fall generally 
into three classifications; replacement parts, concurrent spare parts, 
and emergency purchases. Replacement parts are, of course, those 
parts procured for the purpose of replacing damaged or worn-out 
parts. Concurrent spare parts consist of a set of parts procured simul- 
taneously with the purchase of a new vehicle, and are those determined 
most likely to be needed to maintain the vehicle in operating condition 
for the first year of its life and to fill the so-called pipeline. Emer- 
gency purchases are those made locally by military depots throughout 
the country where time does not permit drawing from the stocks of 
parts purchased by the OTAC in Detroit. Excluding the amounts 
shown in the case studies of Sid’s, Jefferson, and Grissom (Cases IV, 
V, and VI) it being impossible to secure cost information on all the 
items there involved, the total basic source manufacturing cost of the 
items contained in the case studies was $3,770,359.58, and the price 
paid by the Government was $6,313,162.21, the net difference amount- 
ing to $2,542,802.63 or 40.3 percent of the price paid by the Govern- 
ment (see exhibit 19). It is recognized that the ultimate seller to the 
Government must pay a 5 percent excise tax and incurs certain pack- 
aging costs. Estimates of packing costs vary greatly but it is believed 
that 10 percent of the basic source manufacturing cost is a fair figure. 

Using the above figures the calculation of an equitable price to the 
Government, assuming procurement at the source, might be as follows: 


Basic source manufacturing costs___-.__--__--- Re $3, T70, 359 
Peue cea pereent Gr CONbL. 622 oo 377, 036 
Packaging at 10 percent cost D paige See tahee Oey ye on ee i 377, 036 
Excise tax at 5 percent of above___ ee eee Shad deere 226, 221 

Otel... : e i : zs _ 4, 750, 652 
Price actually paid by the Government ' Rhian “Peay £02 

Ta i, 5 cis Sis Sg Obs ean eee 2 es ate wig 1, 562, 510 


or 24.7 percent of the sales dollar spent for additional costs and pyra- 
mided profits, or a profit to the contractors of 51.4 percent on cost. 
Application of this percentage of 24.7 percent to the total automotive 
parts procurement program for the fiscal years 1949-51, indicate that 
the Government paid out in the form of additional costs and pyra- 
mided profits the staggering sum of $305,507,749 computed as fol- 
lows—— 

Mr. Casey. I don’t think you have to read all those figures. 

Mr. Scuarrer. I can read the total cost. 

Mr. Casry. Those involve local replacement parts, national replace- 
ment parts and concurrent spare parts. 

Mr. Scrarrer. That is right. 

Mr. Harpy. You took the total purchases for 3 years and you applied 
the 24.7 percent to arrive at the figure of 305 million plus? 

Mr. Scuarrer. That is right. 
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Mr. Horrman. What is the difference in the basis on which you 
arrived at the $1,562,510 and the $305,507,749.31 ? 

Mr. Scuarrer. The $1,562,510 is the excess on items included in 
the case studies when you compute that 

Mr. Horrman. The case studies that you have here. 

Mr. Scuarrer. Yes. The 17 cases excluding GMC. 

Mr. Horrman. The other, as Mr. Hardy says, is your estimate—— 

Mr. Scuarrer. Applied to the total procurement for 3 years. 

Mr. Horrman. I assume it is the purpose of the subcommittee to try 
to stop that to some extent 4 

Mr. Harpy. In the first place, we want to first of all establish as 
many facts as we can to find out whether this is truly representative 
and whether the prices are excessive as they appear to be. 

Mr. Horrman. And if they are, to stop it é 

Mr. Harpy. That’s right. 

Mr. Horrman. Of course, to me it would be helpful, in any efforts to 
stop it, if we could find out where these excess costs went. For in- 
stance, you have here an excess of $1,562.510. How much of that 
went to labor, how much to stockholders, how much to increase sal- 
aries¢ Shouldn’t we find out where these excess profits went? In 
order to stop it, we must find out who has it and whether or not they 
are politically powerful and can interfere with our stopping it, or 
whether it is a just return. 

Mr. Harpy. I do not think anyone on this subeommittee is going to 
be too much concerned with the political power represented in that 
group. 

Mr. HorrmMan. Not individually, but Congress as a whole, 

Mr. Harpy. Neither of us is going to be a candidate for the Presi- 
dency. 

Mr. Horrman. I am not kidding at all. If we are to take some- 
thing away from a group, we want to know who is in that group. 
I assume everybody 1s in favor of the rich manufacturer giving up 
part of his profits 

Mr. Harpy. No one on this subcommittee 

Mr. Horrman. [ am not talking about the personal angle. 

Mr. Harpy. Speaking as a subcommittee, none on this subcommittee 
I am sure, is interested in trying to avoid paying a reasonable profit 
for economic services performed. If there are any profits that are 
involved in the study which do not represent payment for the per- 
formance of justified economic services, they ought to be eliminated. 
That is what I am interested in doing, if it can be done. 

Mr. Horrman. Especially if they go to some fellow who already has 
plenty. 

Mr. Harpy. It does not make any difference where they go. [f they 
are not justified, they ought not to be paid. 

Mr. Horrman. If there should be a fellow who is not getting paid 
enough, perhaps I would be willing to give him some protits. 

Mr. Harpy. I believe we ave not going to find anybody involved in 
this deal that is going hungry. 

Mr. Horrman. I hope not. Especially no worker. 

Mr. Scuarrer. That concludes that part of my statement. 
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STATEMENT OF WILLIAM L. CARY, DEPUTY COUNSELOR, 
DEPARTMENT OF THE ARMY 


Mr. Cary. Could General Deitrick have an opportunity to make a 
statement now ? 

Mr. Harpy. This has taken longer than I thought it would take. 
We will be glad to hear General Deitrick now, or immediately after 
lunch, whichever you think best. 

Mr. Cary. If you choose, Mr. Chairman, we can make it after lunch. 

Mr. Harpy. It might be better. This has taken longer than we an- 
ticipated, to get this all in the record. 

Mr. Cary. The general would like to take up all the points brought 
up, particularly with reference to the $305,000,000, to the extent that 
it might be exaggerated and so forth. 

Mr. Harpy. | understood that he wished to make a statement and 
that is the reason I wanted to get this presentation into the record 
prior to his statement. If it is agreeable, we will adjourn for lunch 
now and return at 2:30 p. m. 

(Whereupon, at 1:10 p. m., Monday, December 10, 1951, a recess 
was taken until 2:30 p. m., of the same day.) 


AFTERNOON SESSION 


(The subcommittee resumed hearings Monday, December 10, 1951, 
at 2:45 p.m., Chairman Hardy presiding. ) 

Mr. Harpy. Let the subcommittee come to order. 

Before calling General Deitrick, I want to refer back to a point 
raised by Mr. Hoffman in this morning’s session. I would lil-e Mr. 
Casey to put in the record at this time the sample letter which was 
written to the various manufacturers, requesting their cost informa- 
tion, and this letter will indicate the type of information that was 
requested, and will further indicate what should be in the cost infor- 
mation which we placed in the record this morning. 

Please read that into the record, Mr. Casey. 

Mr. Casey. This letter is dated April 16, 1951 (exhibit 43). The 
body of the letter reads as follows: 

This committee is currently making a study of pricing practices in the auto- 
mobile industry. According to the information contained in our files, you are 
the manufacturer of the following parts— 
and then the letter indicated the part number and a description of the 
part, and asked : 

Will you please as soon as possible furnish to the committee in connection 
with the above described part, the following information: 

1. Cost, with pacaking cost if any stated separately. 

2. If purchased, the manufacturer's name and price billed to you. 

3. Your list price and various discounts to automobile manufacturers, dis- 
tributors, and dealers . 

4. Net price bill for the following * * * 


and then the part is described by number. 


A self-addressed envelope requiring no postage is enclosed for your con- 
venience. 

Mr. Harpy. That is the nature of the information which was 
requested. 
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Now, General Deitrick, the subcommittee will be glad to have a 
statement from you. But I think before doing that, it might expedite 
matters if we have all of your folks who are going to testify sworn 
at one time. 

(The following named persons were sworn: A. C. Lazure, William 
L. Cary, Brig. Gen. Carroll H. Deitrick, Col. George W. White, Col. 
H1. G. Davisson, and Lt. Col. W. H. Connerat.) 


TESTIMONY OF BRIG. GEN. CARROLL H. DEITRICK, COMMANDING 
OFFICER, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


General Derrrtck. I am Brig. Gen. Carroll H. Dietrick, command- 
ing general of the Ordnance Tank Automotive Center. I have been 
in the Army for over 30 years, practically all of that time in the 
Ordnance Corps. During World War IT, 1 served in the Office of the 
Chief of Ordnance, in G-4 of the War Department General Staff and 
in the European Theater, in all of which duties, | had some chance to 
become familiar with the matter of spare parts supply. 

My last assignment was at Watertown Arsenal which is the Ord- 
nance mission arsenal for antiaircraft artillery and heavy artillery 
carriages. I was ordered transferred from Watertown Arsenal to 
the Ordnance Tank Automotive Center on July 29, 1951. I have 
been on duty here approximately a total of 314 months. 

{ have previously met the chairman of your subcommittee, Con- 
gressman Hardy, and appreciate this opportunity to appear with 
my associates before this subcommittee to discuss the spare parts pro- 
curement program and attempt to answer clearly any inquiries you 
may have tomake. Your previous hearings and the reports thereon 
have been most valuable to us and have brought to light aspects of 
this subject which we recognize as very valuable contributions to our 
business and which deserve our best thoughts, attention, and action. 
In attempting to correct objectionable conditions and to improve 
procedures and results in line with this subcommittee’s findings and 
recommendations, the over-all and general approach has been to 
strengthen organization from the top down; to establish new or im- 
proved controls and procedures; to fortify certain areas with key per- 
sonnel of proven experience; to make clear the areas of authority and 
responsibility within the organization; to teach and indoctrinate peo- 
ple in basic methods, the approach to and the operations in connection 
with Government procurement. 

Four new officers are now on duty. New officers added include : 
(1) The executive office headed by Col. A. B. Cyr, (2) the comptrol- 
ler’s office having management, fiscal, and over-all audit functions, 
headed by Col. H. J. Katz, (3) the legal office, headed by Lt. Col. 
V.C. Rawls of the Judge Advocate General’s office, (4) the Office of 
National Production Control, separate from the procurement fune- 
tion, each being established as an independent division reporting di- 
rectly to the commanding general. The Procurement Branch is 
headed by Col. H. G. Davisson. In addition, an IG officer has been 
requested and is being furnished. 

To outline briefly and generally several of these steps taken, may I 
enumerate the following: 
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(a) The Ordnance Tank-Automotive Center has been reorgan- 
ized at its top level. Additional organization units concerned with 
the over-all coordination and control of the business have been set 
up and manned. 

(6) Disciplinary action has been taken in those instances where 
it was indicated and warranted by facts which were developed in the 
committee hearings. : 

(c) Controls, in connection with advertised and negotiated pro- 
curements, have been emphasized and tightened to the end that: 

1. Contingent fee cases are carefully scrutinized with stop payment 
action being taken in certain instances. In this regard, Iam informed 
that the Department of Defense in conjunction with Government Serv- 
ices Administration is preparing a policy with respect to the handling 
of contingent fee cases which will go into the question of both “bona 
fide representation” and “reasonableness of the amounts to be paid” 
where such representation is bona fide. 

2. Bid review procedures have been issued and are being followed 
with respect to identical bids and those bids wherein trade or other 
practices occasion higher costs to the Government. 

3. A policy annunciated by the Chief of Ordnance on August 17, 
1951, has been followed with respect to utilizing basic manufacturers 
in the procurement of spare parts whenever possible and feasible. 
Hligh level officials of the various automotive industries have been 
met with, our desires and position explained, but little, if any, material 
improvement resulted. 

4. An abstract of negotiated proposals, as suggested by the sub- 
committee in its survey of the procurement processes to be used in 
negotiated procurement, has been prepared in the Office, Chief of 
Ordnance, and will soon be in use. 

5. Preaward surveys, going into the responsibilities of prospective 
contractors, have been clearly outlined and their necessity and benefit 
of their use is being emphasized. 

6. Continuous thought and effort is being given with a view to re- 
ducing paper work with respect to advertised procurement on less than 
$5,000. 

7. A reporting system has been instituted under which reports are 
furnished to the subcommittee in connection with bids which indicate 
trade practices which might occasion higher cost to the Government. 

8. A new gratuities clause, as required by the Congress and Public 
Law 179, Eighty-second Congress, is included in contracts and is 
hoped will stop this bad practice, on the part of contractors. 

(2d) One forward step which I have taken and which I believe 
to be of the greatest importance in the improving of our conduct of 
business is the invitation which T extended to the General Account- 
ing Office to permanently station their representatives within my 
organization. This request has received very prompt action and the 
finest knd of cooperation from Mr. Kurt Krause, chief of the Great 
Lakes zone of the General Accounting Office, and also by the Office of 
the Comptroller General in Washington. There are now and have 
been for weeks in my office several representatives of the General 
Accounting Office. Their function is not merely that of the audit of 
dollars and cents but they are comprehensively covering from the top 
down all of our procedures and controls in connection with the han- 
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dling of Government procurement and property, and are making some 
fine and constructive criticism and recommendations as to how we can 
improve and control our business to the end that we may receive the 
most materials for the taxpayers’ dollar. It is my hope and plan 
that the results of the activities of these General Accounting Office rep- 
resentatives, together with the operations of my internal auditing 
group, recently established and placed in operation, will go a long way 
toward correcting and preventing the recurrence of the many objec- 
tionable circumstances and procedures which your subcommittee ltas 
brought to light. 

Before this hearing progresses further, I wish to make absolutely 
clear what I understand to be the two basic policy questions involving 
spare parts to be discussed at this hearing. The first is the question 
of the procurement of replenishment spare parts, namely, the parts 
bought for vehicles already in operation or, as the subcommittee de- 
fines it, those parts procured for the purpose of replacing damaged or 
worn-out parts. This is an area in which the Army and the subcom- 
mittee are in agreement. Our general policy is to procure our re- 
plenishment spare parts through advertised bidding. The basic prob- 
em which you subcommittee poses, and we face, is whether the unit 
manufacturers of spare parts can be persuaded to deal directly with 
the Government and bid seriously on those items. We are procuring 
a substantial portion of the replenishment spare parts directly from 
the basic manufacturer and we are anxious, as is the subcommittee, to 
secure the balance, as well, in that manner. 

The second, and an entirely separate policy question, involves the 
Army practice of buying concurrent spare parts, which consist of 
sets of parts procured simultaneously with the purchase of a new 
vehicle. This practice is applicable only to combat and tactical ve- 
hicles, not to commercial equipment. It is a practice of long stand- 
ing, time-tested, and has been subject to congressional investigation. 
It is a practice which, in the Army’s opinion, is absolutely essential 
for effective military procurement. On this concurrent spare parts 
procurement issue, the Army feels, therefore, that its directives (ap- 
plicable not only to Ordnance but to the entire Army) are sound. In 
some cases the Army will not accept tactical and combat vehicles 
unless the spare parts are furnished concurrently with them. 

I expect to state more fully our position on both these policy ques- 
tions later in the hearings. 

With regard to replenishment spare parts, the policy with respect to 
replenishment spare parts is to lump together the requirements for 
many vehicles on the same requisition and purchase them on a bid 
basis through formal advertising procedures. It is a fact that fre- 
quently basic manufacturers do not bid or bid at a higher price than 
their distributers upon replenishment parts. This is probably the 
most serious problem in the spare-parts procurement. In the staff 
study which the subcommittee was kind enough to furnish us, it was 
noted that, based on a 3-year aggregate of local, replenishment and 
concurrént parts purchases, the Government paid excess costs of $305,- 
000,000. The magnitude of this sum should not be exaggerated. This 
figure assumes that 100 percent of all parts procurement went to other 
than unit manufacturers, whereas the subcommittee’s staff study, in 
itself, based on a 1,203 contract sample, states that 42 percent of all 
parts procurement went to unit manufacturers, and 58 percent went to 
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other than unit manufacturers. The replenishment figure should, 
therefore, based upon the subcommittee’s staff’s own figures on dollar 
value involved, be discounted 42 percent. 

Our recent survey of 2,078 contracts, representing all contracts over 
$25,000 for the procurement of parts during fiscal year 1951, indicates 
that at least 70 percent of procurement went to unit manufacturers. 
While the subcommittee did not have the benefit of this larger sample, 
it is assumed that if the 70 percent figure were utilized rather than 
the 42 percent figure, there would be a smaller excess cost occasioned 
the Government. The question, therefore, narrows down to the balance 
of roughly 30 percent. 

As to this 30 percent, the Army appears to be faced with a prevalent 
practice in industry of selling replenishment spare parts only through 
normal dealer channels. In most cases, however, their decision rests 
on a widespread policy that manufacturers will sell parts only through 
distributors. 

The problem facing the Army, then, is how to cope with an industry 
practice. ‘Though no legal sanctions against business appear to be 
available, we are taking action to secure bids from the unit manufac- 
turer wherever possible. Negotiation is not the whole answer, how- 
ever, for there must first be a willingness on the part of the basic 
manufacturers to deal directly with the Army. Our first step has 
been to find out whether business will continue to adhere to the pattern 
of dealing only through its distributors. We have canvassed approxi- 
mately 25 unit manufacturers to determine whether they demonstrate 
any willingness to bid direct. Initially this was done by employees 
at the Detroit Tank-Automotive Center who have made 33 reports 
furnished to the subcommittee. I took the further step of meeting 
informally with a group representing the manufacturers, dealers, and 
distributors. We have conferred with the Federal Trade Commission, 
but are informed that no legal method is available by which the Army 
can itself require industry to bid direct. Federal Trade Commission 
representatives are here at our request. In general, there have been 
some beneficial results, but the effectiveness of these efforts cannot be 
measured immediately. 

It is my earnest desire in this current hearing to present to you 
gentlemen, as clearly as possible, all of the information which you 
may request to assist you in rapidly and conclusively conducting 
your business. Due to my short tenure of office here and my previous 
unfamiliarity with the operation in which I find myself, I will be 
unable to answer most of your questions in detail. I, therefore, have 
brought with me representatives of my own office and from various 
echelons on the Washington level. If we are unable at the moment 
to answer detailed questions which you may ask, I will, with your 
permission, try to secure such information for you with the least 
possible delay. Specifically, there are present here today these wit- 
nesses whom I would like to identify for the record : 

The Department of Army Counselor’s office is represented by Mr. 
William L. Cary who assists the Department Counselor in the Under 
Secretary’s Office on procurement matters. He is also the liaison 
representative of the Department of the Army with the subcom- 
mittee staff and the subcommittee. 

From the Office, Chief of Ordnance, there is Col. J. E. Engler 
and Lt. Col. J. E. Johnston from the Industrial Division who are 
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here to discuss parts procurement policies and practices which are 
under the control of the Industrial Division. There is Maj. Hugh 
G. Cherry of the Office, Chief of Ordnance, who can give information 
concerning the over-all subject of packaging. Maj. Gen. A. B. Quin- 
ton, Jr., special assistant to the Chief of Ordnance; Col. W. J. Crowe, 
also special assistant to the Chief of Ordnance; Mr. A. C. Lazure, 
Chief of the Legal Office, Office Chief of Ordnance; Lawrence C. De- 
Atley of the Office G—4, Department of the Army General Staff are 
also present today. 

From the Ordnance Tank-Automotive Center the following are 
present: Col. George W. White, Lt. Col. William H. Connerat, Jr., 
Col. Horace G. Davisson, James G. Sipe, Lt. Col. Vernon C. Rawls, 
Thomas F. Stapleton, William H. P. McKinley, who are prepared 
to discuss the subject of automotive spare parts procurement. 

Mr. Clinton Tobey of the Detroit Ordnance District and Lt. Col. 
A. N. Bray and Lt. Col. M. Kinley of the Detroit Arsenal are also 
present. 

There are certain exhibits which I would like to present formally 
to the subcommittee. They include an Ordnance Tank-Automotive 
Center study dated August 31, 1951, on automotive spare parts re- 
quirements and procurement methods and procedures. and certain 
charts on procurement controls exercised by the Ordnance Tank- 
Automotive Center [Exhibits 44 through 49]. I think these will be 
of interest to the subcommittee. I would like to point out that these 
studies are not conclusive and that I propose, during the period of 
my command at the Tank-Automotive Center, to furnish the sub- 
committee, through the Department. Counselor’s office, studies in- 
dicating additional information in this regard. 

In closing, if there is anything we can do for you gentlemen to 
assist you in getting better prices in our business, we will most 
certainly go all ‘the w ay for you, and God bless you. 

Mr. Harpy. Thank you, General. The subcommittee is most grate- 
ful for your presentation and for your obvious efforts to assist and to 
clean up this business of parts procurement. I note with considerable 
interest that there is an area of agreement between the subcommittee 
and your office and I note also that there is an area of disagreement. 

General Derrrick. Yes. 

Mr. Harpy. And it will be our purpose to explore both of those 
to the fullest extent. The former in order that together we may see 
whether we can find some appropriate solution and whether we can be 
mutually helpful and the latter in order that we may try to resolve the 
diffic ‘ulties Which at the moment appear to exist. "The subcommittee 
is most grateful to you and I think some of the steps which you have 
already ‘taken to straighten out this matter are commendable. 

I wonder about one aspect of it. 1 note that you have created addi- 
tional functions within your top organization. I hope that in doing 
so that you have eliminated at a lower level, such similar functions 
that may unnecessarily exist. There seems to be a general habit in 
governmental agencies, when something goes haywire, to set up an- 
other echelon of author ity, superimposed over the lower echelons 
which had previously messed up the functions. We have gotten to 
the point, in so many instances where the top level has become ‘extreme- 
ly top- -heavy to the point of uselessness and I hope that is not the case 
here. If it is, I trust you will take the necessary steps to straighten 
that out. 
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General Dzrrrick. Yes. 

Mr. Casey. General, you referred to a policy directive on August 
17, 1951, I believe, issued presumably by the Chief of Ordnance. C ould 
you explain to the subcommittee ex xactly what that directive is and if 
we could, we would like to have a copy of it. 

General Derrrick. I have a copy of that. 

Mr. Cary. Excuse me. May I raise one point? General Deitrick 
has a statement to make with respect to concurrent spare parts also, 
on which point the Army and subcommittee positions are at variance. 
I gather that has not been a matter to be inserted until you took up 
the concurrent spare parts program. 

Mr. Harpy. That is preferable. 

Mr. Cary. I just wanted to make that clear. 

Mr. Casey. Is this the study you refer to in your statement [in- 
dicating | ? 

General Derrrick. Yes. In the front cover are the set of charts that 
I mentioned too | exhibits 44 to 49]. 

Mr. Harpy. We will incorporate that by reference, rather than 
include the whole thing in our hearing. 

General Drerrrick. Here is the copy of the directive I believe you 
asked for, 

Mr. Cary. The 17th of August [exhibit 50B]. 

Mr. Casry. It is entitled “Ordnance Tank Automotive Center Re- 
quirements, Procedure, Methods—Methods and Procedures dated 
August 31, 1951.” 

General, is there someone here that could explain precisely what 
this directive of August 17, 1951, is intended to do? 

General Derrrick. Yes; the Chief of our Procurement Division, 
Colonel Davisson. 

Mr. Harpy. Colonel, will you do that for us? Will you tell us 
just what this is supposed todo? You might also tell us how effective 
it has been in doing what it is supposed to do. 


TESTIMONY OF COL. HORACE G. DAVISSON, CHIEF, PROCUREMENT 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Colonel Davisson. I can give you my interpretation of what the 
purpose of this is. 

Mr. Harpy. Is that not official? You are not inferring that it is not 
official—that is an order issued by whom? 

Colonel Davisson. By General Ford. 

Mr. Harpy. You are not inferring there might be some variance 
between your abe gp ition and General Ford’s interpretation 

Colonel Davisson. I do not believe there is a variance; no, sir, but 
[ cannot speak for General Ford. 

Mr. Harpy. Perhaps what we can do at the conclusion of your dis- 
cussion of what you consider it to purport, perhaps we can get an 
expression from General Ford whether that conforms to his actual 
intent when he drew it. 

Colonel Davisson. If I may read from the letter, sir (reading from 
exhibit 50): (See also exhibit 50C.) 

It is extremely important that existing safeguards be strictly adhered to in 
order that the Government will be assured maximum protection in terms of cost 
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and quality. The procurement of replenishment spare parts, wherever practical, 
should be direct from a source manufacturing— 

I wonder if this is a correct copy ? 

the procurement of replenishment spare parts, wherever practical, should be 
direct from a source manufacturing the required complete part or assembly. In 
such procurement, particularly when buying in large quantities, it is reasonable 
to assume that unit manufacturers should sell to the Government at prices equal 
to or less than the price which they quote to other customers. 

So far, my interpretation is that General Ford has said two things: 
One, that our existing safeguards must be strictly adhered to insofar 
as price being paid and quality being received are concerned. We 
must be sure that we pay a reasonable price and we must be sure 
that the quality that we get is good quality. 

Mr. Casry. What existing safeguards do you have to insure that 
those two things will be procured / 

Colonel Davisson. One safeguard that we have is that there is with- 
in the Procurement Division a Price Analysis Branch. The present 
instructions are to the effect that every procurement action, whether 
advertised or negotiated, greater than $1,000 will be passed through 
the Price Analysis Branch for their price analysis. 

Mr. Casry. Was that true prior to August 17, 1951? 

Colonel Davisson. I cannot answer that question, sir; I was not here 
at that time. 

Mr. Casey. What other safeguards do you have? 

Colonel Davisson. Insofar as quality is concerned, the Ordnance 
Corps has an inspection system which, insofar as automotive spare 
parts is concerned, is, I believe, under the jurisdiction of the Detroit 
Arsenal. 

Mr. Harpy. Is your price-analysis job being effectively done? May- 
be that is not a fair question. 

Colonel Davisson. Sir, I cannot answer that question in detail. I 
can say that the Price Analysis Branch—I am informed by the Chief 
of the Price Analysis Branch—is conducting its analysis in accord- 
ance with the provisions of Ordance Procurement Instruction No. 16, 
which sets forth certain principles to be followed in price analysis, 
[exhibit 51]. 

Mr. Harpy. My point in raising that question is simply this: It 
does not do very much good to have a Price Analysis Section unless 
they analyze the prices; neither does it do much good to analyze the 
prices unless something is done after they have made an analysis of 
the prices. Maybe you are the wrong witness to answer that question. 

Colonel Davisson. I can give you the details as to one particular 
case and just what has been done on that case. 

Mr. Harpy. We may want to eet to that a little later. I think per- 
haps we should ask somebody else about that. Go right ahead with 
your explanation. 

Colonel Davisson. You asked me what other safeguards? 

Mr. Casey. What other safeguards does the Price Analysis Branch 
have for price and inspection for quality ’—those are the safeguards 
you referred to. 

Colonel Dayisson. Yes. We also attempt, by procuring our spare 
parts by means of advertising and in attempting to include on our 
bidders’ lists that are sent out, a list of manufacturers or regular deal- 
ers that will give us real competition. We hope, by that price com- 
parison, to arrive at a reasonable price for the article bought. 











actical, 


Nuld be 


Iv. In 
sonable 
'S equal 


hings : 
insofar 
We 


Ss sure 
» that 


with- 
resent 
iether 
rough 


t here 


nance 
spare 
atroit 


May- 
ul... 


Shief 
cord- 
». 16, 
lysis, 


ae 
nless 
» the 
is of 
tion. 
ular 


per- 
with 


inch 
rds 


rare 
our 
eal- 
om- 








PROCUREMENT OF AUTOMOTIVE SPARE PARTS 381 


Again, even though it is an advertised procurement, if it is greater 
than $1,000 it goes to the Price Analysis Branch for, we will say, 
analysis for comparison. 

Mr. Harpy. At what stage is that done? Immediately after the 
bids are received, the analysis of the price—is that made before the 
bids are submitted or after? Before the proposals are submitted or 
after the bids are received or when do they perform that function ? 

Colonel Davisson. It is made after the bids are received. 

Mr. Harpy. Before the contract is let ? 

Colonel Davisson. Before an award is made. Further, I failed to 
mention that any sole bid, regardless of money value, goes to the 
Price Analysis Branch. 

Mr. Casey. We will have someone to testify as to the operation of 
the Price Analysis Branch, I assume? 

Colonel Davisson. I am not qualified to testify in detail as to that. 

Mr. Harpy. Does that conclude your discussion of your safeguards? 

Colonel Davisson. I might say also, in connection with safeguards, 
that there are in the Tank-Automotive Center two boards of award 
and a board of review. Any procurement action greater than $1,000, 
if I remember my figures correctly—up to $50,000—goes to what is 
‘alled a minor board of review; actions between $50,000 and $100,000 
go to a major board of review, and all actions over $100,000—I am 
going to correct myself—go to a board of review. 

The first two I mentioned are boards of awards, the one handling 
$1,000 to $50,000 and the other handling from $50,000 to $100,000. 
The second board also handles anything over $100,000, but that must 
go to the board of review. 

Mr. Botxinc. What personnel sits on those various boards? 

Colonel Davisson. The personnel, at the present time, are people 
not in the Procurement Division. 

Mr. Boturnc. More specifically, where are they from ? 

Colonel Davisson. Well, I may have to—— 

Mr. Bouurne. I do not mean the names of the individuals. Are 
they employees of the Tank and Automotive Center, or what ? 

Colonel Davisson. Yes. 

Mr. Boturne. Military personnel, civilian personnel, or both? 

Colonel Davisson. Both; that is, insofar as the boards of award 
are concerned. Insofar as the board of review is concerned, I believe 
there is only one. Is that correct, General’—one center employee; 
is that correct ? 

General Derrrickx. That is correct. 

Colonel Davisson. The others are hired on a consultant basis and 
not permanently employed by the center; that is, on the board of 
review, the board that handles all cases greater than $100,000. 

Mr. Harpy. I would like to have a list of the membership of that 
board of review, together with the background of the individuals, 
including those not employees of the center. 

Colonel Davisson. We will get that, sir [exhibit 52]. I would like 
to correct my statement, sir. There is one exception to the board 
of awards not having personnel from Procurement on it, and that 
man is a small-business man who, because of a reorganization of a 
section of the Small Business Branch, ended up in the Procurement 
Division, and up to the present time he has not been taken off the 
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board. Whether he will be taken off or not, I do not know. At the 
present time there is one Procurement individual and he has the 
Small Business office. 

The second portion of this letter, I believe, instructs us that wher- 
ever possible, wherever practicable, in our procurement of replenish- 
ment spare parts, to make that procurement from the manufacturer 
who makes that part or the assembly which is being bought. We are 
attempting, as I stated, to be sure to include, on our bidder’s lists that 
go out for these spare parts, manufacturers and regular dealers, so 
that we get real competition. We also have some additional instruc- 
tions with regard to this particular aspect of the letter, which states 
that we are to report to the Chief of Ordnance any case—and I am 
reading now from an instruction dated November 14, 1951 [exhibit 53], 
which superseded a previous instruction, I believe, dated in August. 
The latest instructions are these: 

Any bid actions which come to the attention of the contracting officer which 
indicate that by reason of trade or other practices the bid price to the Govern- 
ment is higher than the net price to other customers should be furnished the 
Chief of Ordnance, attention Legal Office, in the same form as set forth in Army 
Procurement Procedures 2406.4B (2). In this regard there should be reported— 

(1) Those cases where the manufacturer of the item has specifically re- 
fused to bid and has indicated that it is not his practice to do so. 

(2) Those cases where manufacturers have bid at prices which are ex- 
cessive so as to preclude their getting the bid and where at the same time 
their distributors have bid less than the manufacturers, 

(3) Those cases where the bids reflect action in the form of a trade 
practice; i. e., the manufacturer will only distribute his product through 
intermediaries. 

(4) Other instances where the bidding indicates directly possibility of 
ypyramiding of profits. 

The report should be complete in detail, including copies of the bids, abstracts, 
pertinent correspondence, and copies of any background studies made relative 
to the particular practice. 

When any of the actions outlined in Ordnance Procurement Instructions 
2-402B (1), (2), and (3)— 
which are the first that I just read, the first three— 
when any of those occur, the contracting officer will immediately stop all action 
on procurement and contact the manufacturers of the particular item to de- 
termine whether any of them are willing to negotiate a lower price. If the 
manufacturers agree to enter into negotiations for a lower price, all bids will 
be rejected in the interest of the Government and the item procured by com- 
petitive negotiation. If the manufacturers refuse to enter into negotiation for 
such a lower price, the procurement shall be awarded to the lowest bidder and a 
permanent record made of the action taken for the file in connection with the 
particular negotiation. 

We are following that practice now. We have reported to the 
‘hief of Ordnance since the 6th of st, a 43s ridus 
Chief of Ord e the 6th of August, about 48 such individual 
actions. Now, there are not 43 companies represented on this list, 

but there are 43 separate actions. ’ ; 

Mr. Harpy. I think the subcommittee would like to have a list of 
those companies and a summary of the results which were accom- 
plished in the negotiations [exhibits 54-1 through 54-51]. 

Mr. Cary. Sometime ago, Mr. Chairman, we did furnish, I think, 
roughly about 25 or 30 of those to the subcommittee and also excerpts, 
mostly pertinent excerpts of the first one-half, and actually copies of 
letters of the most recent group. Shall we reintroduce those into the 
record ¢ 
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Mr. Harpy. Will it give us an idea of the situation as it currently 
exists? ‘ 

Mr. Cary. I think that it is hard to generalize and say that it de- 
scribes an exact situation, but it does indicate the general approaches 
which industry seems to take, and I think Mr. Casey will confirm— 
at least I think in some cases—that the letters indicate that industry 
will say the reason they are not bidding directly is that they do not 
want to do the packaging. A great many of them, however, will state 
the other major point, namely, that industry wants to continue its 
practice of dealing through its distributors. 

Mr. Harpy. Maybe this is the wrong place to bring that up. but 
I want all of that to appear in the record before we get through with 
the hearing. What company takes which position and what the rea- 
sons are that it states for maintaining that position. 

Mr. Cary. I think we have available copies here, and I think the 
subcommittee already has them. If you would like to make those 
available—whichever you choose to do. 

Mr. Harpy. We will work them in at a later time. 

Mr. Horrman. I, too, would like to hear from them; what their 
reasons are. 

Mr. Harpy. Maybe we had better discuss them as the hearing 
progresses. We may find it desirable to do that. 

Mr. Casry. Let me ask you, before you get beyond it. As IT under- 
stand it, if you know the manufacturer of the part, vou go to the 
manufacturer of the part and ask him if he is willing to negotiate a 
contract for that part. Is that the way I understand it / 

Colonel Davisson. After we have advertised with the manufac- 
turers, with the manufacturers named on the list, and we have re- 
ceived the proposals back, if he has not bid or if he has bid at a higher 
price or if his price indicates one of the practices indicated in this 
letter, we then approach the manufacturers and ask, “Are you willing 
to negotiate with the Government on this particular transaction” ¢ 

Mr. Casry. Why don’t you do that before you advertise ? 

Colonel Davisson. This instruction that I just read- 

Mr. Harpy. That is what your instructions tell you to do? 

Colonel Davisson. Yes. 

Mr. Harpy. That question should be asked of General Ford. 





FURTHER TESTIMONY OF AL C. LAZURE, CHIEF COUNSEL, 
ORDNANCE DEPARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazurr. We had a session with the subcommittee at which time 
it was brought out that these practices were in existence. We then 
decided, in view of the fact that the general procurement practices 
are to advertise in order to give all business a chance to participate 
in Government in procurement, that we would get around this bad 
practice or whatever you wish to call it, on the part of certain manu- 
facturers in refusing to bid, by sending the invitation to bid out 
the IFB out—and let them have an opportunity to bid. 

If he then refuses to do so, we enter into these arrangements here, 
the one whereby we then go to them and ask or negotiate with them 
directly and point out to them, “Look, we got bids in this case, we 
cannot understand why you are not bidding or you are bidding higher 
than another fellow who gets the part presumably from you.” We 
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record all that. We have sent it to the subcommittee to indicate that 
there is in existence of that practice which up until that day we had 
sort of debated whether it did exist or not. 

Mr. Harpy. Except for some storing and handling service that 
might be performed by a distributor, which incidentally does not 
benefit the Government, it should be obvious to anyone that the basic 
manufacturer is in a better position to give the Government a more 
reasonable price than anybody else. Is that not right? 

Mr. Lazure. Yes. Except if you will note from your own study 
made on this, many of the manufacturers state, “We have no packag- 
ing experience. We have no packaging facilities.” I understand 
that it is quite a common practice in the automotive industry to ar- 
range to have packaging done eleswhere. 
are also faced with the proposition that all business should be 
given an opportunity to participate. ‘There are surplus dealers who 
had these parts and there are others willing to bid on an all-equal 
basis. The National Association of Spare Parts Manufacturers has 
come to us and stated, “We would like to bid in some cases on parts 
where we have parts which are interchangeable with those that could 
be furnished by basic manufacturers.” : 

Mr. Harpy. This subcommittee is not going to be in disagreement 
with the fact that everybody that is in a position to participate in 
the supplying of these parts should be given an opportunity to do so 
and to participate. However, that does not, in my mind, make it 
necessary to submit a bid to someone who, obviously, has not the 
production facilities and can perform no service in connection with 
supplying that particular part. 

Mr. Lazure. I agree with you to the extent that the bid list can be 
eut down to furnish invitations to bid only to those parties; we do so, 
but we are in this bind: The Department of Commerce and small 
business groups have asked that we distribute through the Depart- 
ment of Commerce agencies throughout the country both our adver- 
tised and negotiated proposals so that within their geographical area 
they may alert people to the fact that the Government is procuring 
those particular items. 

Mr. Harpy. It is all well and good for a bid to be received and to 
be considered from someone who is qualified to produce an item which 
is desired, but it serves very little purpose, it seems to me, to try to 
see how many distributing agencies you can get to bid on a part, when 
that one part has to be procured by whatever distributing agency hap- 
pens to be the successful bidder, from a single unit manufacturer. Un- 
less there is some service to be performed in between, some economic 
service. there can be no justification for it. 

Mr. Lazure. In the American economy, it seems to me that there 
are many people who are always starting out in business, and they 
also ask the right to participate in Government procurement. Now, 
there are basic manufacturers, and to the extent we can go directly to 
them, we do so. We have circularized too much and I agree with this 
subcommittee that until it was called to our attention there were 
bids sent out, in many cases, to individuals who had no right to 
receive that bid because they had no facilities for the furnishing of 
those things to the Government. 
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Mr. Harpy. A potential, legitimate, new source of supply is not 
the type that I am raising the question about. 

Mr. Lazure. I know that. 

Mr. Harpy. The question that I am raising concerns the parasite 
who seeks to gain or get additional profit for performing no additional 
services. 

Mr. Lazurr. As to those, we must agree with the subcommittee that 
that practice is wrong and we have attempted to stop it. 

Mr. Horrman. As I listen to the discussion between the gentle- 
man and the chairman, there is no basic disagreement. He agrees 
with what the chairman says, but, in so many of these cases, if I 
understand you correctly, there are certain services which must be 
rendered. For instance, in the delivery of automobiles, you see them 
go along with automobile carriers instead of freight carriers and they 
go down the highway. We meet them by the dozens and hundreds 
onlong trips. ‘Tothat service, you have no objection ¢ 

Mr. Harpy. That is an economic service that has no bearing on 
(Government procurement. We have no objection to paying a reason- 
able price for any service that is necessary to be performed. 

Mr. Horrman. In other words, you don’t want me interfering in 
between the manufacturer of the car and the carrier 

Mr. Harpy. Just to get an extra rake-off ; no. 

Mr. Horrman. As I see it, there is no disagreement between you 
gentlemen about that. 

Mr. Lazure. There is none. 

Mr. Casey. I want to point out, in the procurement of a particular 
part, the key words in the advertising is the “or equal” phrase. In 
other words, to buy the part of a particular unit manufacturer or a 
part equal to that part. That is the only real excuse for advertising, 
is it not? 

Mr. Lazurr. Let me put it this way: We purchase under 16 types 
of specifications ranging from a Federal specification down to a so- 
called pure description, which is the lowest level. The pure descrip- 
tion action we procure on an all-equal basis. I might add further, 
although I do not like to complicate the problem. When we put out 
an invitation to bid, ordinarily we do not buy one part at a time. On 
that invitation to bid, there may be 60 line items that we are procur- 
ing in the form of these parts. On the 60 line items that go out on 
that invitation to bid we may get 300 bids. A contractor may bid 
only on part 1, or a contractor might bid on five parts, or a contractor 
might bid on eight parts. 

Mr. Casey. That is unnecessarily complicating the problem. What 
1 have in mind is that you are going to procure a part that is manu- 
factured only by one company, and you have consistently refused to 
accept any other parts as being “or equal” to that part. Then I can 
see no possible justification for advertising first and then going back 
to the unit part manufacturer and asking 1f he is willing to negotiate. 
However, if you have accepted the proposition that other people can 
manufacture an “or equal” part to that particular part, then there is 
some service to be performed in advertising. 

Mr. Lazurr. We have both considerations. If we know specifically 
that a part can only be made by a particular individual, and that they 
have the sole right to that, desiznwise or patternwise. I agree with vou. 
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we should not go out to anybody else and we should negotiate directly 
with that individual and get the best price possible. 

Mr. Casey. Even though the part may be distributed by dealers or 
other people ¢ 

Mr. Lazure. I am not here to indict industry, but it is a pattern in 
industry that they deal through so-called dealerships and distributors. 
I know of no way, at the present time, that we can eliminate them 
provided that item is put on an invitation to bid. 

Mr. Harpy. You may be 100 percent right, that you have no legal 
recourse in a situation like that, but I will say this to you: If industry 
is promoting parasites within the industry, then it is about time that 
industry woke up and straightened out its own house. 

Mr. Lazure. | agree with you. 

Mr. Horrman. Let’s stick to something we know something about, 
the motor industry—anyway, they have been in the habit of distribut- 
ing cars through agencies, and in various places. We are talking 
about putting those distributors out of business, especially if they 

cannot get cars to sell. Then we would have to give those fellows 
who go off their payrolls, a job manufacturing or support them. 

Mr. Lazure. I can say this, Congressman, on General Service Ad- 
ministration contracts, Treasury procurement schedule contracts, they 
procure exactly as we do and to the extent we can stop the practice 
that results—— 

Mr. Horrman. By “General Service” do you mean Government 
agencies / 

Mr. Lazure. Yes. 

Mr. Horrman. We do it ourselves / 

Mr. Lazure. I think it is a common practice, and I do not say it is 
right. Iam here tostate frankly, in my personal opinion, it is wrong. 
The Chief of Ordnance himself has enunciated the statement that 
where it is practical and possible to procure directly from the parts 
manufacturer. I see no reason why the Government should pay any 
pyramiding of costs in any form. 

Mr. Horrman. You agree with the doctrine, that instead of let- 
ting Canada, for instance, ship its aluminum to Great Britain and 
then we getting it back from Great Britain, that we should cut out 
England. That we should just buy directly from the aluminum pro- 
ducers in Canada? 

Mr. Harpy. I hope we do not 
gram wrapped in this. 

Mr. Horrman. There is nothing political about that. I am just 
advocating that we go directly to the producers of aluminum and go 
direct to Canada, which has’a surplus of aluminum which it ships 
to Britain, for which we trade our steel. Why not purchase it direct 
from Canada ? 

Mr. Harpy. We are talking about automotive parts. 

Mr. Horrman. But aluminum goes into airplanes. Forget it. I 
thought it was pertinent. 

Mr. Lazurr. I really do not know the answer to it. 

Mr. Horeman. We might go one step further and not give Britain 
the money to purchase the aluminum. You can laugh all you want, 
but you are going to get it in your next tax bill. 

Mr. Harpy. Go ahead. 





get our whole foreign trade pro- 
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Mr. Lazvure. The general raises one point which I might add: Under 
our current legal structure, for example, the Walsh-Healy Act, they 
also discuss dealers and manufacturers so that our procurement prac- 
tices, I am sure, are the same in practically all Government agencies, 
namely, to use the invitation-to-bid form and allow all business to 
participate. We do get dealers who do bid now and again and I 
reiterate, if we can stop a practice, as Mr, Casey pointed out, where 
we know obviously that there is not going to be any bid from the 
manufacturer, we should not be putting out invitations to bid just 
for the sake of getting a bid and then going into a practice that 
adds more steps, paperwise and more work to the center. TL agree with 
that. 

Mr. Harpy. Do I gather from what you just said that you are 
insisting that all your bidders conform to the definition of manu- 
facturer or dealer as promulgated under the Walsh-Healy Act 4 

Mr. Lazurr. Yes; that is in our regulation. 

Mr. Harpy. It may be in your regulation, but are you requiring 
it / 

Mr. Lazure. Yes. Of course, there may be some violations in a 
procurement program which, in our case last year, takes in some 
60,000 contracts. Iam sure that we, among other groups, will violate 
certain regulations. 

Mr. Harpy. The reason I raise that point is because we are going 
to touch on some violations before we get very far in this hearing. 

Mr. Lazure. I understand that. I do know about some of them. 
The subcommittee has very kindly given us the staff studies so that 
we have been alerted to the problems. 

Mr. Harpy. It has been a very fine cooperative arrangement. 

Mr. Lazurr. I must agree. We have been given the finiest coop- 
eration by the subcommittee, the GAO staff and their own staff. 

Mr. Casey. As I understand it, this directive was issued by Gen- 
eral Ford for the primary purpose of alerting the procurement peo- 
ple in the Ordnance Corps to the desirability of purchasing direct 
from the unit sources manufacturer, wherever it is possible ¢ 

Colonel Davisson. Wherever it is practical. He states in his letter 
certain instances—if I could read from his letter, paragraph 38—— 

General Derrrick. May Colonel Engler speak from the policy level 
where the report was prepared ¢ 


TESTIMONY OF COL. J. E. ENGLER, INDUSTRIAL DIVISION, OFFICE 
OF THE CHIEF OF ORDNANCE 


Colonel Exeter. The policy as you stated, sir, is essentially cor- 
rect and that is, that this general policy letter, put out by the Chief 
of Ordnance on the 17th of August, was for the purpose of alerting 
the various procurement offices to the effect that they should be aware 
of the problems connected with procurement from other than unit 
manufacturers, and they should do everything possible to see that we 
do procure from the unit manufacturers. In that particular letter, 
he did point out certain conditions under which it might be possible 
that a manufacturer other than a unit manufacturer, could be reason- 
ably lower in price under such condition as when a unit manufacturer 
is out of production on a particular item, or, although he makes the 
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basic a of the end item desired he does not furnish the complete 
assembly and thereby has to secure certain parts and portions that go 
into it. Another producer or intermediary might be in a better posi- 
tion to underbid him, by reason of getting the accessories cheaper or 
manufacturing the accessories himself. However, the general tone of 
the letter is to stress procurement from unit manufacturers. 

Now, that general letter that Colonel Davisson pointed out was 
backed up by a series of procurement instructions put out by the legal 
branch of the Office of the Chief of Ordnance, which required certain 
reports and certain measures to be taken in those instances where it 
appeared, from an invitation for bid, we either were not getting bids 
from the unit manufacturer or that the unit manufacturers bids were 
unreasonably high. ‘That in essence is what has been said at the pres- 
ent time. 

Mr. Casry. General, would you have someone describe to the com- 
mittee what action was taken, and what success the action had so far 
as contacting these unit source manufacturers where the bids were 
higher, or where they refused to bid ? 

General Derrrick. Colonel Davisson will be able to answer that. 

Mr. Casey. You referred to the fact that you had 43 individual 
transactions. I suppose some of the companies were repeats result- 
ing in their names being listed more than once . 


FURTHER TESTIMONY OF COL. HORACE G. DAVISSON, CHIEF, 
PROCUREMENT DIVISION, ORDNANCE TANK AUTOMOTIVE CEN- 
TER, DETROIT, MICH. 


Colonel Davisson. Yes . 

Mr. Casey. What success have you had in contacting these unit- 
source manufacturers and getting them to bid? 

Colonel Davisson. I have not analyzed the over-all problem; but, 
if you would like, I can. 

Mr. Casry. Can you answer this: Has anyone agreed to bid pursuant 
to your action that heretofore refused to bid? 

Colonel Davisson. We have one instance, sir, insofar as policy is 
concerned. Now, whether that was due solely to our action or whether 
it was due to the action of the subcommittee, I do not know. 

Mr. Casry. Who was it? 

Colonel Davisson. The Hercules Co. 

Mr. Casry. We know about the Hercules situation. 

Colonel Davisson. Now, I have examples. I want to be sure I am 
answering Mr. Casey’s question. 

Mr. Casey. I might say that the Hercules people indicated to us, 
during the course of the study made by the staff, that they would begin 
submitting bids and would undertake to set up a packaging line. | 

want to know whether Ordnance was able to break down any of the 
practice through its own effort. 

Colonel Davisson. I wonder if I could answer that this way, Mr. 
Casey. .I have an example, where, as a result of our inquiry, in the 
specific instance, the unit manufacturer agreed to negotiate with the 
Grovernment insofar as that particular transaction was concerned. 
] am not prepared to say whether that was a change in that particular 
manufacturer’s policy or not. I also have examples here of incidents 
in which unit manufacturers have refused, upon approach, to negotiate 
insofar as that particular transaction is concerned. 
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Mr. Botiinc. In that one successful example? Was that a suc- 
cessful negotiation as well as a successful agreement to negotiate 

Colonel Davisson. Yes; it was. We saved money. 

Mr. Harpy. What company was that? 

Colonel Davisson. I am not familiar with the details of this case. I 
will have to find it in my files. Here it is, the Clevéland Graphite Co. 

Mr. Harpy. You did at least negotiate an arrangement on one par- 
ticular contract with that company ¢ 

Colonel Davisson. Yes. As indicated to me, here we saved 
$25,291.06. 

Mr. Harpy. That is a worth-while saving. 

Colonel Davisson. Yes. 

Mr. Casry. How was that saving accomplished? Was that $25,000 
less than the lowest bidder that you received on the advertised pro- 
curement? Is anyone more familiar with the details of these studies, 
Colonel? How about Mr. Sipe? 

Colonel Davisson. No, sir; he is not familiar with this particular 
transaction. I am almost sure that it is a total net saving. 

Mr. Casry. Net saving over what ? 

Colonel Davisson. Over the price originally bid. 

Mr. Casey. Was the price originally received—did this particular 
company, the Cleveland Graphite Co., bid at all in the original ad- 
vertising ? 

Colonel Davisson. I have the answer right here. The difference 
between that figure and this figure, as represented here on the original 
invitation—the low figure was $311,817.05. 

Mr. Harpy. That was your low bid ¢ 

Mr. Casry. By whom ? 

Colonel Davisson. Waukesha Motors, according to this piece of 
paper. 

Mr. Casey. What was the Cleveland Graphite bid ? 

Colonel Davisson. The original Cleveland Graphite bid was 
$282,055.58. 

Mr. Horrman. Right there—then you negotiated with them for how 
much? 

Colonel Davissox. The resultant price at which the contract was let. 

Mr. Horrman. Through negotiations ? 

Colonel Davisson. Yes; that price was $286,525.99, 

Mr. Horrman. The difference was what ? 

Mr. Harpy. The difference between the Cleveland Graphite bid—— 

Mr. Horrman. How many dollars? 

Colonel] Davisson. More than $140,000. 

Mr. Horrman. You saved that by negotiating ? 

Colonel Davisson. No, sir. We would have let the contract at 
$311,000, 

Mr. Horrman. How much did you save? 

Colonel Davisson. $25,291. 

Mr. Horrman. At whose expense did you make that saving? Who 
was cut out of the picture and didn’t get that $25,000 that he would 
otherwise have gotten ? 

Colonel Davisson. Waukesha Motors. 

Mr. Horrman. What do they do? 

Colonel Davisson. I don’t know. 
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Mr. Harpy. Would they have had to buy that product from Cleve- 
land Graphite ? 

Colonel Davisson. I do not know. Mr. Jones states he thinks so. 
Mr. Jones is one of my assistants. 

Mr. Casry. Is it a Cleveland Graphite product ? 

Mr. Jonrs. We presume that Waukesha would have had to go to 
Cleveland Graphite to get it. 

Mr. Harpy. If that contract had gone to Waukesha, what neces- 
sary service would Waukesha have performed in connection with 
supplying that item ? 

Mr. Jones. Substantially none. They might have packed it. 

Mr. Horrman. If they did something, that is one thing: but, if they 
did not do anything, then they come under what the chairman has 
called “parasites.” If not, they do not: but performed some service. 
What was it? 

Mr. Jones. I cannot say whether Waukesha would have made it or 
not. 

Mr. Horrman. Who can? 

Mr. Jones. Waukesha. 

Mr. Horrman. All you are talking about does not give us the real 
answer, because, if they rendered some service and did not get an 
exorbitant price for it, they were entitled to it. 

Mr. Botitixe. Wouldn't the thing come packaged in any event re- 
gardless of who supplied it. 

Mr. Jones. Not necessarily. Waukesha might have packaged it. 

Mr. Botirne. Did you ask for packaging? 

Mr. Jones. Yes; we asked for packaging. Waukesha was going 
to furnish it. Whether Waukesha or a third person or Cleveland 
Graphite were going to do it, I do not know. 

Mr. Casry. Would that have been in the price? 

Mr. Jones. Yes. 

Mr. Boturne. In the price as finally let / 

Mr. Jones. That’s right. 

Colonel Davisson. We saved $25,000 for the same product. 

Mr. Casey. In fact, doesn’t Waukesha have to indicate on the bid 
they submit whether they are the manufacturer or just a dealer? 

Mr. Jones. They do. 

Colonel Davisson. No. He indicates—there are two boxes on the 
invitation to bid, and it says essentially—I do not remember the exact 
words—“I am a manufacturer or I am a regular dealer,” and he 
checks the appropriate box. 

Mr. Casey. In other words, he has to indicate to you whether or not 
he is a dealer or whether he actually manufactures the part? 

Colonel Davisson. ¥es. I would like one of the legal people to 
say whether or not that phrase is supposed to apply to the particular 
transaction, or whether it is supposed to apply to his line of business. 
I do not know the answer to that. 

Mr. Casey. Mr. Lazure, can you answer that? Is not that box 
designed to show whether, in that particular transaction on that par- 
ticular part, the company making the bid is 2 manufacturer or dealer 
in that part / ; 

Mr. Lazure. It is a requirement of the Walsh-Healy Act, in any 
invitation to bid, that the contractor state in responding to that bid 
that he isa manufacturer or a regular dealer. 
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Mr. Harpy. Of that particular item ? 

Mr. Lazure. Of that particular item. 

Mr. Casey. So that, in this particular case, you would have known 
whether that part was going to be manufactured by Waukesha, or 
_whether they were merely dealing in the product. You check the 
invitation to bid and you can tell from the check on the box whether 
the particular party who bid was a manufacturer or dealer. He 
states that he is either one or the other. He does not say which one 
he is—the general points that out—except that he checks that par- 
ticular part of the invitation. 

Mr. Harpy. He tells you what he is. 

Mr. Lazure. Yes. 

Mr. Harpy. The pertinent point is: When he checks that box, 
he is referring to his status with respect to that particular item ? 

Mr. Lazure. Right. 

Mr. Harpy. He may be a manufacturer of something else and a 
dealer in that particular item, and he then checks the box saying that 
he is a regular dealer ? 

Mr. Lazure. Right. 

Mr. Casey. I would like to follow up on the chairman’s question 
as to whether or not, in a transaction of this kind, Waukesha would 
perform any economic service in supplying that part to the Govern- 
ment? Is it not a fact that, if that part were manufactured by the 
Cleveland Graphite Co., actually there is a disservice to the interests 
of the Nation by buying that part indirectly because it requires 
freight, additional loading on railroads, handling, administrative 
costs. profits, and so forth when parts are furnished to the Govern- 
ment indirectly ? 

Colonel Davisson. I do not know in this particular instance, 
whether Waukesha would have performed a service or not. 

Mr. Casey. Let us put it on a purely hypothetical basis: It is in 
fact detrimental to the Government to be buying these parts in- 
directly and requiring added freight, handling, warehousing, admin- 
istrative costs, profits, and so forth, if we can buy them directly from 
the source. Is that not a fact? 

Colonel Davisson. I would like to say it a little differently, sir: 
That, unless the intermediary performs some service, then the Gov- 
ernment should not have to buy through the intermediary. 

Mr. Casey. In this case, the Cleveland Graphite Co. bid $140,000 
more than the price at which they eventually supplied the item to the 
Government ¢ 

Colonel Davisson. That is what this shows. I would like to have 
vou understand, sir, that I am reading from a typewritten piece of 
paper. I have not personally checked these figures against the actual 
invitation for bid. 

_ Mr. Casey. Who negotiated the contract with the Cleveland Graph- 
ite Co, ? 

Colonel Davisson. I understand that the buyer is not here, sir. 

Mr. Casry. Does anybody know how much profit they eventually 
allowed to the Cleveland Graphite Co. in this negotiated price ¢ 

Colonel Davyisson. No. 

Mr. Harpy. Supply that for the record, please [ Exhibit 55]. 

Mr. Horrman. And Mr. Chairman, when they do, in addition to 
having the dollars and cents, have the percentage on the capitalization 
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and the volume of business they do, not just how much they would 
have made on this one thing. 

Mr. Casey. How much percent profit was allowed in that negotiate: 
price ? 

Colonel Davisson. The final price. 

Mr. Casry. The final price of $286,525 ¢ 

Colonel Davisson. Yes, sir. 

Mr. Casey. That is the one signal success that you have had in 
actions pursuant to this directive; is it? 

Colonel Davisson. No, sir. I have another example here. 

The following is a statement of the savings incurred by dealing with 
the original manufacturer. The latter bid on the original invitation 
but did not bid on the item in question at that time. Manufacturers 
claimed that, through an oversight, they failed to bid on invitation 
for bid DA-20089 ORD-5148. 

Mr. Casry. That was a part that was manufactured by the company 
that neglected to bid # 

Colonel Davisson. 1 presume so; yes, sir. 

Mr. Casry. How much was the saving in that case? 

Colonel Davisson. It is listed here, total savings, $14,230. 

Mr. Harpy. What is the size of the order? 

Colonel Davisson. Waita minute. Isthat the total? Whose figures 
are these? Are they yours? 

Mr. Evarr. Yes. 

Colonel Davisson. Do you know these figures are right? 

Mr. HorrMan. Give it to me. I will read it. By God, they don’t 
seem to know! 

Colonel Davisson. The low bid, $30,715. 

Mr. Casey. Is that the saving? 

Colonel Davisson. No, sir. That is the low bid. The final out- 
come, readvertised, $16,485. 

Mr. Casey. Now, that was readvertised because the original manu- 
facturer had neglected, through oversight, to bid the first time / 

Colonel Davisson. Yes, sir: it was readvertised. 

Mr. Casey. Who are the companies involved in that case? 

Colonel Davisson. The low bidder in the first instance was the Oil 
Gear Co., and the successful bidder was the Torrington Co. 

Mr. Harpy. And they are both manufacturers of that item, I take it! 

Mr. Jones. The actual manufacturer of the item is Torrington. 

Mr. Harpy. Then the Oil Gear Co. was not the manufacturer. 


FURTHER TESTIMONY OF HENRY B. JONES, ASSISTANT CHIEF, 
PROCUREMENT DIVISION, ORDNANCE TANK AUTOMOTIVE CEN- 
TER, DETROIT, MICH. 


Mr. Jones. The Oil Gear Co. buys this particular item from Tor- 
rington and uses it in the production of an item. 

Mr. Harpy. So, you went back to the basic manufacturer and you 
got a price of just a little over 50 percent of the original bid? 

Mr. Jones. That is right. 

Mr. Harpy. To save $15,000 on a $30,000 deal. If you can do that 
all through this procurement program, why, we would really save the 
taxpayers some money. 
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Mr. Casry. Does your record there show how many bids were sub- 
mitted the first time you advertised ? 

Mr. Jones. No, sir. 

Mr. Casey. And it doesn’t show how many bids were submitted the 
second time you advertised ¢ 

Mr. Jonrs. No, sir. 

Mr. Casey. Would you supply that information for the record, 
please ? 

Mr. Jones. Yes, sir [exhibit 56]. 

Mr. Casey. Now, these other companies that you have contacted, 
where the facts indicated either the company had bid higher than it 
should have or had refused or neglected to bid, can you summarize the 
replies or the excuses that were given by those companies for their 
actions ¢ 

Colonel Davisson. Sir, I think that Mr. Jones is better qualified. 

Mr. Casey. That is all right. I do not care who gives me the 
summary. 

Mr. Jones. I could read you one of the letters. 

Mr. Casey. Well, is it a typical letter? 

Mr. Jones. Yes. We have a typical letter here. In fact, we have 
two of them we would like to read into the record. 

Mr. Casey. That is what I want. 

Mr. Jones. The first letter we have here, which we feel is typical of 
the position of many of the companies who do not quote direct to 
us, is from the Timken-Detroit Axle Co. The letter is dated August 
80,1951. I will quote from the letter word by word: 


In answer to your request of August 20, we wish to state that we have his- 
torically, both in our civilian and military business transactions, assumed the 
role of the subcontractor. Our business is entirely a wholesale business, and we 
have no facilities for selling at retail or for the handling of supply contracts 
as a prime contractor. 

In connection with this subject of the Ordnance Department purchasing spare 
parts direct from the unit manufacturer, we think the following explanation of 
how the industry functions in this respect will be of interest to you. 

The service-parts business has long been an important part of the truck 
manufacturer’s sales. This so-called aftermarket business helps support his 
factory in times when production of new vehicles is at a low ebb and also is an 
important factor in supporting his dealer or branch organization. It has been 
the custom of the industry for many years to rely upon the truck manufacturer 
to stock service parts at his factory and in the field so that these will be readily 
available for the owner of the vehicle. It has been considered his responsibility 
to carry these parts so that they will be available; in some cases, the vehicle 
builder being called upon to service vehicles more than 25 years old. 

During World War II, all coneurrent spares were purchased from the vehicle 
builder, processed by him, and shipped to the Armed Forces along with the 
vehicles they were producing. 

At the end of World War II enormous stocks of these parts were sold or 
scrapped, and for many years there was no demand for these parts. The truck 
builder and the parts maker still felt the responsibility for being able to supply 
service parts for the vehicles they had manufactured even though they had no 
idea that these vehicles would ever be put back in service or parts required. 
Therefore, dies, patterns, jigs, and fixtures were kept on hand at considerable 
expense so that, when the demand for these parts came, they were able to 
quickly put them back in production. 

The parts maker is not in a position to accurately determine what parts are 
required to service the vehicle. Neither is he in a position to sell these parts 
direct to the user of the vehicle. His business is not set up to handle such orders, 
since he is entirely dependent in normal times on the vehicle manufacturer to 
stock these parts, and the vehicle maker, in turn, buys them in large lots from 
the parts maker. While the average parts maker makes practically all of the 
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vehicle, including those who make some portion of the units themselves, he has 
a particularly keen desire to see that the independent truck producer, who uses 
his product and does not manufacture units, stays in business. The United 
States Government should also be interested in seeing that these so-called inde- 
pendent producers are available in time of emergency. The importance of this 
group cannot be underestimated, and their performance in World War IT is a 
good example of what they can do when the necessity arises. The following list 
is not complete, but illustrates the point, as it shows the military vehicles pro- 
duced in World War II by a few representative independent truck manufacturers, 
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The so-called integrated manufacturer who claims to make all of the units 
in his truck actually does not do so. But, for the sake of argument, let us 
assume that he does make everything in the truck. He has, for example, a 
transmission plant, an axle plant, a radiator plant, and an engine plant. In 
order that he may be competitive, each of these production units must be as 
efficient as the parts-maker who competes with him and who makes only one 
of these products. In most cases, therefore, the integrated manufacturer has 
an entirely separate operation for each of the major units, and these separate 
entities sell their product to the assembly plant. In so doing, they make an 
interplant profit on the transaction, and actually the final assembly line, where 
the truck is put together in the integrated manufacturer’s plant, is no differ- 
ent than the final assembly line in the independent truck producer’s plant, who 
purchases these units from the independent parts makers. 

It would not be possible for anyone to bypass the truck assembler in the 
integrated plant and go direct to his transmission, engine, or axle plants and 
buy parts direct from them. As a matter of fact, most of these integrated com 
panies have a service-parts division, and all parts must be purchased through 
this division. It can, therefore, be seen that a profit is added in the service 
division. The result is that the cost of these parts, when purchased from the 
truck-assembly plant of the so-called integrated manufacturer, is no less 
than when it is purchased from the so-called independent assembled truck 
manufacturer who buys his parts from the independent unit producer. If this 
were not so, the independent producer could not long remain competitive. 

Let us look at this another way to show how important it is that the parts 
business be retained by the truck assembler. 

Let Ave assume the Government is taking sealed bids, which was the practice 
prior to Korea, on 10,000 trucks. One of the bidders is an integrated manu- 
facturer who knows that, as a result of the policy established by the Ordnance 
Department, he will get the service-parts business which will be shipped con- 
current with the truck contract. It is entirely possible as a result of his getting 
this concurrent parts business, with the resulting profit obtainable, that he can 
bid a lower price on the complete vehicle than the independent manufacturer 
who has been forewarned that he will get none of the parts business since the 
Ordnance will buy direct from the unit manufacturer from whom he purchases 
the original units to build the truck. He therefore must bid a higher price 
on the trucks, which eliminates him as a competitor and means eventually higher 
prices for all trucks purchased. Is it the intention of the Ordnance Depart 
ment to eliminate the independent truck producer? It is difficult to believe this 
in view of the splendid job they have done for the Ordnance Department in 
the past. 

Very truly yours, 
THe TIMKEN Detrorr AxLe Co. 

Mr. Casry. Who signed it? 

Mr. Jones. Mr. F. A. Jenness of the sales department. 

Mr. Casey. Now, before you get to the next letter, I would like to 
ask a question about that letter. Is Mr. A. F. Borez here? 

Mr. Jones. I don’t think he is. 

Mr. Horrman. Mr. Chairman, I notice he says here, “In answer to 
your request of August 20, we wish to state th: at we have historically, 
both in our civilian and military business transactions, * * *” fol- 
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lowed a certain policy. Now, that is almost identical with the lan- 
guage used by OPA during the First World War when they fixed a 
price here in Michigan of grapes and black raspberries. For ex- 
ample, they set a price of $10 a ton on grapes lower than Ohio and 
New York. They gave us a certain marketing percentage lower on 
raspberries than in the Northwest, and the only answer we ever got 
was that that was the historical policy and was absolutely necessary. 
“Historically” seems to be the explanation word whenever you catch 
them in some tricky maneuvering. 

Mr. Harpy. I take it, though, that you were not in agreement that 
it was a proper basis. 

Mr. Horrman. Why, it was absolutely discriminatory. 

Mr. Harpy. Using that as a basis in this particular instance would 
characterize it just exactly as you have characterized the OPA there. 

Mr. Horrman. To a certain degree, yes. But my only point was 
that they had an established Government policy that they apparently 
were following. 

Mr. Harpy. Even if that is the case, whether it is a Government 
policy or whoever’s policy it is, it is a bad policy and I would like to 
see it changed. 

Mr. Horrman. That is right. So would I—especially in grapes 
and black raspberries. 

Mr. Casey. What is the date of that letter, by the way? 

Colonel Davisson. August 30, 1951. 

Mr. Casry. Do you have a record of an interview with Mr. Jenness 
of August 6, 1951 4 

Colonel Davisson. I do not, sir. 

Mr. Cary. You have a copy, Mr. Casey. I just wondered if we 
could use that for the moment and I will return it to you. 

Mr. Casey. I think, in view of the fact that this letter of August 30 
is signed by Mr. Jenness for the Timken Detroit Axle Co., I would 
like to ask that this interview be made part of the record: and, as 
you read that interview, at the same time I would like it identified as 
to what it constitutes. 

Mr. Jones. This is a copy of a memorandum of a telephone con- 
versation between Mr. A. F. Borez—— 

Mr. Casey. And who is he? 

Mr. Jones. A buyer of spare parts at the Ordnance Tank Automo- 
tive Center—and Mr. Fred A. Jenness of the Timken Detroit Axle 
Co. This conversation is in connection with invitation for bid number 
51-8549FS. 

(The discussion was as follows :) 

Mr. Borez. Timken Detroit items OIF B51-3549. It is our understanding that 
Timken Detroit are the sole manufacturers of this material. 

‘ Mr. JENNESS. Just a moment. I will check. Yes; they are all the way our 
items, 

Mr. Borcz. Why has Timken Detroit not submitted a quotation? 

Mr. JENNESS. It is the policy of the Timken Detroit Axle Co. not to quote at 
any time to the Government on the inquiries forwarded. We know that, anytime 
the Government buys service items of our manufacturer through our original 
users, they are getting a very good deal. In fact, they buy this material at a 
less price from our original users than they possibly could from us. Because 
of their liberal service discount and their know-how, we believe our original 
users are entitled to such service business, as all manufacturers depend con- 
siderably upon their service business to carry them through bad periods. Timken 
Detroit Axle Co. cannot see any possible way that the Government could get 
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any better deal than buying this type of material through the manufacturers 
who made the complete unit. In other words, the manufacturer who made the 
complete unit should handle such service business, and the Government should 
not depend upon the component parts manufacturer such as our company. When 
a company such as ours has a definite service policy for many, many years, same 
cannot be changed without seriously affecting our standing in the industry 
we serve. 

Mr. Casry. Read the rest of it. 

Mr. Jones. Excuse me. 

Mr. Borcz. Mr. Jenness, would you care to give me, in writing, the policy of 
your company as to prices and manner of giving quotations. I would like to 
have a record of your policy to be on file so that we can readily explain your 
policy. 

Mr. JENNESS. No; I will not give a letter. 

Mr. Borcz. Thank you, sir. 

Mr. Casey. In other words, in this telephone conversation, Mr. 
Jenness frankly states that it is not the policy to bid on any Govern- 
ment procurement, and he feels that the original users of their equip- 
ment are entitled to the business? 

Mr. Jones. That is correct. 

Mr. Casey. You don’t know how he happened to write the letter of 
August 30 after refusing to write the letter on August 6? 

Mr. Jones. No, I do not. 

Mr. Casry. Have you another letter that is typical? 

Mr. Jones. The other letter is typical and somewhat along the same 
lines, but it is different. 

Mr. Harpy. Is it long? 

Mr. Jones. Yes, sir; it is just as long as that one. 

Mr. Casey. Who wrote that letter? 

Mr. Jones. This was written by Ross Gear & Tool Co., of Lafayette, 
Ind. 

Mr. Harpy. Can you summarize briefly for the subcommittee the 
difference in arguments in that letter, and you can put that letter in 
the record at this point so that we won't have to read the whole thing. 

Mr. Jones. No, sir; I can’t. 

Mr. Harpy. That is a clear, unequivocable answer. The subcom- 
mittee accepts that. I can understand how you might not be able to 
do it. 

Mr. Jones. I don’t particularly care to read it. 

Mr. Harpy. I think that we will not bother with the reading of it, 
but I would like it inserted into the record at this point. I just thought 
if you could very briefly tell us the different position that was taken 
in that letter as compared to the Timken letter, which you just read, 
we would be glad to have it. Otherwise, we will just put it in as is. 

(The following letter is placed into the record at the request of 
Mr. Hardy:) 

Ross Gear & Toor Co., 
LaFayette, Ind., September 27, 1951. 
Subject: Spare Parts Procurement Parts Procurement Policy 
DIRECTOR -OF PROCUREMENT Spare Parts DIvIsION, 
Ordnance Tank-Automotive Center, Detroit 9, Mich. 


GENTLEMEN : At the request of Mr. Lytle who called us several days ago with 
regards to our quotation on certain spare parts, we are enclosing a detailed 
report covering our policy on the establishment of our quotations. 

Very truly yours, 


Ross GEAR & Toon Co., 
T. A. DECKER, 
Manager, Service Department. 
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BRIEF 





Presenting views of Ross Gear & Tool Co. with respect to Government purchase 
of replacement parts for military vehicles direct from parts manufacturers. 

Pricing practices in the automotive parts industry as it relates to the procure- 
ment of replacement parts by the Government has been under study by a con- 
gressional subcommittee the chairman of which is Representative Porter Hardy, 
Jr., of Virginia. 

The Ordnance Procurement Office of Tank-Automotive Center, Center line, 
Mich., has expressed considerable concern about the price differences in quota- 
tions from us and the vehicle manufacturers to whom we normally furnish re- 
placement parts. 

In view of this, it is well to outline the viewpoint of Ross Gear & Tool Co. in 
this matter and the basis for it. 












PART I 





We are classed as a supplier. Our product is steering gears of our own 
design which we furnish for original equipment use. It is a basic product, but 
it is not an end product. It is a component part of an end product, the vehicle. 
It is sold in a market that is very competitive. 

Our business is wholly dependent upon the end product business of the ve- 
hicle manufacturers who must originate the business. To do that they must 
do the following: 

1, Design and produce an end product that will attract users. 

2. Maintain a sales staff and field organization to sell the product. 

3. Furnish a warranty on quality and performance of the product. 

4. Provide for the proper servicing of the product. 

Our customers, therefore, create the primary market for the sale of steering 
gears, and after market sale of replacement parts. Furthermore, they obligate 
themselves to provide service material (replacement parts) and service as- 
sistance for many years in the future and oftentimes this requires an uneco- 
nomical inventory of service material. 

Furthermore, steering gears are made special to the vehicle manufacturer’s 
specifications. The individuality of a vehicle makes it impracticable to use a 
standard gear. This often necessitates special patterns, dies, and tooling which 
are paid for by our customers. 

All this gives our customers the primary and inherent right to the sale of re- 
placement parts for their vehicles. 

This right must be recognized by us and given judicious consideration in order 
not to jeopardize our business relationship with our customers. Our future 
business depends upon the good will of our customers as well as on their ac- 
ceptance of our product. 

With this consideration duly given our customers, we have followed a policy 
of furnishing replacement parts mainly through our customers. 

The above is of great importance to us. We are a small business in a very 
competitive industry and in the main our welfare is tied closely to the welfare 
of the independent manufacturers in the industry, Our position in the industry 
has been attained by rendering a distinct service to the vehicle manufacturers 
by way of engineering assistance in layouts and tests of steering. Our special- 
ized knowledge of steering problems is made available to them. We must con- 
tinue to give that service and follow a sound sales policy in order to maintain 
our position, which in another term, means our economic life. 



































PART II 











The Ross Gear & Tool Co. has also followed a policy for the past twenty-odd 
years of rendering a distinct service to the Government. Through the years our 
engineering staff has given gratuitous assistance to the engineering staffs at 
Camp Holabird, Tank-Automotive Center, and to the test corps at Aberdeen 
Proving Ground and at Fort Knox, wherever and whenever our special talents 
could be of help. : 

Our engineering staff does not consist of steering gear specialists only, but of 
steering specialists. We render a distinct service in the whole field of steering. 
Our contributions to better steering through steering assistance alone have been 
notable. 

It also has been our policy through the years to cooperate with Government 
procurement offices in their problems of procuring replacement parts. This in- 
volves parts specifications as well as quoting. 
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In the matter of pricing, we have figured prices and quoted in a consistent 
manner. 

However, the special processing, packaging, and packing of parts required by 
the armed services places us at a cost disadvantage in that we do not have the 
special facilities needed to provide the special treatment of the parts. We are 
compelled to have it done by others which incurs additional indirect costs inci- 
dental to the actual processing. Furthermore, small quantities and infrequency 
of repeat orders make it difficult for the processor to set up sufficient standards 
in methods to accomplish low costs. This kind of processing is costly at best 
and the circumstances mentioned here can certainly cause a big difference in 
quoted prices. 

For a time we were quoting only on those items which did not require the 
special processing but as a matter of cooperation with the procurement office at 
Tank-Automotive Center, we made arrangements with an outside firm to process 
our parts and since then we have been quoting on all items. In some inst:ances, 
however, processing costs have not been available in time to quote. 

Incidental to the competitive position, but a considerable factor, is the extra 
cost of our handling Government prime contracts for replacement parts. Our 
staff which handles the sale and shipment of replacement parts is small and is 
trained only in the procedures for routing handling of orders from our domestic 
customers. Special handling must be given Government requests for quotations 
(invitations to bid) and given the contracts all the way through to shipping and 
billing. 

Part orders of repetitive nature and for larger quantities have obvious advan 
tages, 

PART III 

It is somewhat disturbing to feel that a quotation to a Government axency 
may open us to censure. It is also disturbing to contemplate the ultimate effect 
of an imposed practice of furnishing replacement parts to the Government under 
the same pricing policy that governs our sale of parts to our regular customers. 
We surely can’t be justly censured for avoiding alienation of the good will of 
our basic customers. At the same time we favor a sound policy of; parts buying 
by Government agencies on a competitive bid basis. 

In the present critical world situation every patriotic citizen is eager to do 
what he can to keep the national defense cost as low as possible. We have cun- 
tributed to this through our consistent handling of all Government requirements. 
We have countenanced no thoughts of profiteering. 

It also must be kept in mind what the profits renegotiation law accomplishes 
in holding down the ultimate costs. This law makes possible the pursuit of a 
sound and safe pricing policy on Government requirements without any sense 
of profiteering. 

We are of the firm opinion that a departure from time-tested methods of dis- 
tribution of such material would prove less advantageous in the long run. 


Ross Grak AND Toor Co. 

SepreMBer 25, 1951. 

Mr. Casry. Colonel, I would like to ask this question: The impres- 
sion that 1 personally get from this telephone conversation in this 
Timken-Detroit Axle case is that the buyers, pursuant to this direc- 
tive, now are contacting these companies for the purpose of eliciting 
why they didn’t bid, but that no arguments are put forward to them; 
no attempt is made to change their policy, but merely information 
secured which is to form a part of the record of the OTAC, 

Is there any more persuasive influence exercised other than just 
asking them to give you a statement of their policy for the record? 

Colonel Davisson. In the majority of instances, sir, the buyers ask 
the person contacted whether or not the company is willing to negoti- 
ate with the Government in that particular transaction. Normally, 
if we do not have a policy statement from that company, they are 
also asked for a policy statement. 

Mr. Casry. Well, has there been any suggestion made to these com- 
panies of the possibility that the Government might not buy their 
parts unless they were willing to bid on them ? 
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FURTHER TESTIMONY OF BRIG. GEN. CARROLL H. DEITRICK, 
COMMANDING OFFICER, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General Derrrick. On September 27, 1951—I am reading from 
notes that mm made of this meeting which I held—lI requested quite 
a number, 15 or 20, high-level representatives to attend a conference 
in my oflice in Detroit, to discuss what is to be done to enable the Gov- 
ernment to purchase replenishment spare parts direct from the basic 
manufacturer on a favored customer basis. 

At the outset, I attempted to point out to these gentlemen of the 
industry that both the Ordnance Department and they, as an indus- 
try, are on the spot and under fire from your subcommittee. It was 
neither the intent nor the duty of me nor the Ordnance Department 
to defend or indict the industry. But the purpose of the meeting 
which I held that day was to get an expression of opinion from them 
as to What could be done se parately or jointly to obtain better prices 
for us. 

Mr. Casry. General, before you get any further on this conference, 
[ was going to come to that conference e, but as long as you brought 
it up—— 

General Derrrick. If I am premature, I will sit down. 

Mr. Casey. No; that is all right. Who were the companies repre- 
sented? I do not believe you have to give us the names of the repre- 
sentatives. I assume that they were all in high-level positions in 
these companies. 

General Derrrick. Yes, sir. They are presidents, vice presidents, 
and the like. 

Mr. Casry. Give us the names of the companies. 

General Derrrick. I have here on this list: Chrysler Corp., Gen- 
eral Motors, Federal Motor Truck Co., the Diamond T Motor Car 
Co., the Reo Motors, Inc., Dana Corp., Hercules Motors Corp., the 
International Harvester Co., the Timken-Detroit Axle Co., the Ward- 
LaFrance Corp., the Studebaker Corp., the Electric Auto-Lite Co., 
the White Motor Co., the Autocar Co., the Mack Motor Truck Corp. 

Now, 1 want to hedge a little on that. I cannot swear at the mo- 
ment that this is the check list of those who were actually present. It 
is very close, however. There might be one or two either way in 
this list. 

Mr. Casry. All right, continue, General. 

General Derrrrick. The representatives present were fully aware 
of the problem and were sympathetic with our position. However, 
after a full discussion, they were unanimously of the opinion that the 
Government is getting quality products and service—that is, inspec- 
tion, delivery, and what-not—at a lower price by purchasing from 
the dealers or distributors, than would be possible to obtain if pur- 
chases were made direct from the basic manufacturer, and advanced 
many reasons why this is so. In that connection, offers were made to 
supply Ordnance with detailed information in support of that con- 
tention. Moreover, it was stated that their present method of selling 
has been time tested for a period of at least 50 years and has been 
proven to be best, and that they did not, in effect, intend to change 
it, since to do so would be disastrous to industry. 

That this is the position of industry is clearly evidenced by the 
fact that although I asked if any of the representatives had a differ- 
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ent view of the matter, there was not a single dissenting opinion, 
That is a slant on the thing that I think you would like to know. 

Now, the conference was draggy. It lasted 2 hours. I could not 
get expressions of opinion one way or another out of most of the 
gentlemen there. One of the representatives of one of the large con- 
cerns—I have forgotten who it was now—finally got up and made a 
long policy discussion and statement of the position of his industry, 
which is as I recite here. . 

Mr. Casry. Was that Mr. Bush of Diamond T.? 

General Derrrricx. I think perhaps it was. But in order to get 
some expression of opinion even in a negative way, and in order to 
close the meeting, I asked all those present if anybody else had any 
different idea about the situation, and I got silence. 

Mr. Casry. General, I have a couple of questions to ask you about 
the conference. Who gave you the list of companies to invite to this 
conference ¢ 

General Derrrick. I don’t remember. We hatched that in my office 
some place. We did not attempt to get all of industry. We attempted 
to get all of industry. We attempted to get—well, take a slice across, 
as you might say, which we thought might be representative of al] 
of them. 

Mr. Casry. Would you look at that list and tell me how many of 
the companies that you had present there fall in the category of parts 
manufacturers and how many fall in the category of vehicle 
assemblers ? 

General Derrrick. I am afraid I cannot do that. Iam not familiar 
enough with these companies. But somebody here can. 

Mr. Harpy. Let us get somebody who can do that for us. 

General Detrricx. Mr. Jones, please. 

Mr. Casey. Is there any other parts manufacturer besides Dana, 
Timken, and Hercules ? 

Mr. Jones. Certainly, divisions of General Motors. 

Mr. Casey. Electric Auto-Lite ? 

Mr. Jones. The Spicer Division of Dana is a unit manufacturer. 
Hercules Motor Corp. is a unit manufacturer. Timken-Detroit Axle 
Co. is a unit manufacturer. Electric Auto-Lite Co. is a unit manu- 
facturer. From this two-page list, that appears to be all the unit 
manufacturers. 

And Chyrsler, General Motors, Federal, Diamond T, Reo, Interna- 
tional Harvester, Ward-LaFrance, White, Autocar, and Mack, and 
Studebaker are commonly classified as vehicle manufacturers. 

Mr. Casey. In other words, you had 11 assemblers there and 4 parts 
people ? 

Mr. Jonrs. From this list, that appears to be it. 

Colonel Enetrr. Some of the assemblers are also parts manufac- 
turers. 

Mr. Casry. I appreciate that. 

Now, General, I would just like to ask whether you do not believe 
that you might get more success by talking direct to the parts people 
‘ather than asking the vehicle assemblers to give up a business which 
has been profitable to them for 50 years ¢ 

General Derrrick. I don’t know whether I quite understand that 
question, sir. 
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Mr. Casry. Well, it seems to me that at this conference you had 
11 of the 15 representatives were representatives of vehicle assem- 
blers, people who have been enjoying this parts business for 50 
years, 

* General Derrrick. That is right. 

Mr. Casey. Now, don’t you you think that you would have more 
success by calling in the parts people and trying to get them to bid 
directly ¢ 

General Derrrick. You mean the basic manufacturers ? 

Mr. Casgy. Basie manufacturers. 

General Derrrick. Perhaps so. But we thought we might get a 
little dog fight maybe stirred up at this meeting by having two interests 
there in the same meeting. 

Mr. Harpy. It is a little difficult, is it not, General, though, for 
the basic manufacturer to get up in the presence of the folks that he 
normally sells to and just voluntarily say, “Why, yes, I think that 
fellow isa parasite. I am going to bypass him.” 

General Derrrick. Perhaps so. But we did not want to show par- 
tiality in this deal. 

Mr. Harpy. They may not be parasites. I do not mean to make 
that general characterization. But to the extent that they do not 
perform any necessary service, they are parasites in my book. 

General Derrrick. May I try to explain the reason why we did this? 
We tried not to show any favoritism to any particular part of the 
automotive industry. We took a cross section of what we felt would 
be basic manufacturers as well as assemblers, and some of these 
people are in the twilight zone on this list, too, and it was made 
clear by me when I telephoned these individuals personally, to invite 
them to my party, that it was entirely informal; there would be no 
record kept of the meeting; there would be no lawyers present. It 
was a place for us to let our hair down and say what we pleased, 
and nothing in the way of a record would be taken or would go out 
the door. 

Mr. Casey. General, do you think that under the circumstances, 
as you know them to exist, that the Ordnance Department should 
be careful about the partiality that they might show in trying to 
break up this practice / 

General Derirrick. Yes, indeed. The Ordnance Department—at. 
least personally have no ax to grind one way or the other. Whether 
the practice is right or whether it is wrong, my whole interest is 
in getting the lowest possible prices we can for the Government. 

Does that answer your question, sir? 

Mr. Casey. It answers part of it. And the best way to do that is to 
get these parts people to get in there and bid direct ¢ 

General Derrrick. That is the best way I know of. 

Mr. Casry. And the best way to exercise influence on the parts 
people is to talk direct to the parts people, isn’t it 4 

General Dertrick. Yes. 

Mir. Casry. In other words, I fail to see why this meeting was loaded 
with vehicle assemblers, who obviously were not in the mood to give up 
business that they had been enjoying for 50 years. In fact, the four 
people that you do have in there who are parts people, have been 
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doing business with these same assemblers that were represented there, 
for 50 years. 

Mr. Harpy. Well, I think, if I might interpose right there, that the 
General has discovered that the meeting broke down, and now is 
attempting to negotiate directly in the individual cases, at any rate, 
and I believe there is also some indication that one of the four parts 
people there, Hercules, has altered its policy to some extent. 

General Derrrick. Yes. 

Mr. Botirxe. General, would it be fair to characterize the attitude 
of this meeting as: “Well, we'll just ride out this storm. We have had 
them before.” 

Mr. Harpy. That is hardly a fair question. 

General Derrrick. I couldn’t answer that. 

Mr. Harpy. I think that is wise, General. I don’t blame you. 

Mr. Horrman. May I ask him a question, Mr. Chairman ? 

I think Mr. Casey has used the term “vehicle assemblers.” Is that 
it ¢ 

Mr. Casry. Yes. 

Mr. Horrman. And is that the Jist of names you read there, General / 

General Derrrick. There are assemblers, and a few were basic manu- 
facturers, and there are people in this list who both assemble and 
manufacture some of their own parts, 

Mr. Horrman. What does an assembler do? 

General Derrrick. Sir, a number of different people have different 
definitions of that. My definition of an assembler is a man who buys 
all of his parts and has a shop in which he put them together and rolls 
them out of the door. 

Mr. Horrman. You also said, as I understand you, that basic manu- 
facturers were there. 

General Derrrick. Yes, that is right. 

Mr. Horrman. Who was not there?’ Who was excluded ¢ 

General Derrrick. I cannot recall any of the categories who were not 
there. 

Mr. Horrman. Is there anybody that makes anything that was not 
there ¢ 

General Drrrrick. Lots of people that make things were not there, 
ves, SIP. 

Mr. Horrman. Who were not there, then? You had the fellows 
that made it; the fellows that assembled from the parts they bought, 
and some others. Now, who were not represented ? 

General Derrrick. There was no class of industry that I can think of 
who were not represented. 

Mr. Horrman. I just don’t understand you. 

General Derrrick. I mean, the basic unit manufacturer, the man 
who actually makes the thing 

Mr. Horrman. Yes, was he there? 

General Derrrick. Yes. 

Mr. Horrman. Then everybody was there. 

General Derrrick. Yes, everybody was there. 

Mr. Harpy. Except you did not have all of the manufacturers of 
various parts there. 

General Derrrick. No. 

Mr. Horrman. But he did have representatives. 

General Derrrick. Representatives of every class. 
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Mr. Horrman. All right. Now, those that were there represented, 
what percentage of our war production, approximately, if you know? 

General Derrricx. I wouldn’t be able to answer that. 

Mr. Horrman. Didn’t the people who were there represent perhaps 
05 percent of our war production ¢ 

General Derrrick. No, sir. 

Mr. Horrman. How much did they represent ? 

General Drrrrick. I would not attempt to say, at the moment. 

Mr. Horrman. Well, Detroit has the most of it, hasn’t it? 

General Derrrick. It has a great share of it. 

Mr. Horrman. Well, California, I know, way off there. 

Mr. Harpy. The major segment. 

Mr. Horrman. Yes. The Chair suggests a major segment of pro- 
duction. 

Mr. Harpy. Of production of items which they make. Certainly, 
it was a major segment. 

General Drrrricx. I presume so, yes. I am under oath here, and I 
would hate to go too far because I don’t know. A lot of this busi- 
ness spreads, you know, through the whole Middle West. 

Mr. Horrman. And their attitude was—if I get it correctly, and 
if I am not correct, you correct me—that they wanted to maintain the 
historical policy which had enabled them to do business heretofore? 

General Derrrick. That was the final outcome. 

Mr. Horrman. And give us production at the cheapest rate known 
anywhere ? 

General Derrrick. Yes, sir. 

Mr. Horrman. I want to ask the other gentleman a question or two, 
first, if I might, General, and then I want to ask you something. 

You said something about price analysis. What do you mean by 
that? Your division of the Agency tried to arrive at what would be 
the fair price of an article. What do you mean by “price analysis” 4 

Colonel Davisson. I stated, sir I believe, that there is within the 
Procurement Division a price analysis branch in which there are price 
analysts, people who analyze prices. 

Mr. Horrman. Well, say I make a washing machine. Now, sup- 
pose the Government wanted it for the Army or the Navy. What 
would that particular branch be doing; finding the price at which it 
should be sold, or what it would cost me to make ? 

Colonel Davisson. I believe I can state that, sir: Attempting to de- 
termine whether or not the price offered is a reasonable price to the 
Government. 

Mr. Horrman. Reasonable price to the Government ? 

Colonel Davisson. Well, yes, sir, if the Government is buying it. 

Mr. Horrman. Well, then, you would be fixing the profit that I 
should make, wouldn’t you ? 

Mr. Cary. Except these are advertised bids. 

Mr. Horrmay. I am not talking about that. In here, he has a price 
analysis department, and I am trying to learn whether or not it is the 
business of that group to fix a fair price on what I make and sell to 
the Government. 

Colonel Davisston. No, sir. 

General Drerrrick. Mr. Hoffman, may | please throw this on the 
policy maker ¢ 
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Colonel Eneter. I will discuss it in general from 

Mr. Horrman. Don’t discuss it. Just tell me. 

Colonel Engier. I will discuss it in general from the Washington 
viewpoint, and then the price analysis people from OTAC may be 
able to go into more detail. But essentially, we use complete price 
analysis in negotiated contracts wherein we require that the man or 
the contractor with whom we are negotiating give us a complete 
breakdown of his costs. 

Mr. Horrman. Yes. 

Colonel Encier. That complete breakdown includes not only the 
— his materials, the cost of his purchase parts, his labor, his 
yurden—— 

Mr. Horrman. Advertising? A reasonable amount? 

Colonel Enoter. That is right. 

Mr. Horrman. Do not forget that one. 

Colonel Encrer. I have not forgotten. I am trying to remember 
under what heading it would come, sir. The profit as such-—— 

Mr. Horrman. There you have it, the profit. 

Colonel Eneter. That is included. 

Mr. Horrman. You determine what is a fair profit, do you not? 

Colonel ENciEr. We do, sir. 

Colonel Davisson. For a particular transaction. 

Colonel Encter. For a particular negotiation. 

Mr. Horrman. That is all I was getting at. So you have the 
Government telling a man what profit he can make, don’t you? 

Mr. Cary. These are all negotiated, sir. 

Mr. Horrman. You will not buy from him if he has too big a 
profit. 





Colonel Enoter. With regard to what we consider a reasonable | 
profit, sir. If we consider the profit unreasonable, we do not have a 


meeting of the minds on that point. 

Mr. Horrman. If his profit in your estimation is unreasonable, then 
you will not buy from him. 

Colonel Enorer. That is right, sir. Then we either negotiate a 
different profit with him or else we decide that we cannot procure 
from him by reason of that profit. 

Mr. Horrman. Yes. He is making too much money, so the Govern- 
ment will not buy; is that right? That is right, isn’t it? 

Colonel Enerer. That is the principle of negotiation. That is 
correct, sir. 

Mr. Horrman. So what we get is that the Government is telling 
us all the time what profit shall be made and, of course, incidentally, 
what things shall be sold at and also what wages shall be paid; isn't 
it? Isn’t that what you get when you put your profit figures in 
there? 

Colonel Encrer. Yes, sir. I see what you mean. I want to differ- 
entiate, however, sir, at that point: There is a difference between the 
advertising—the formal advertising—and negotiation. Now, in the 
formal advertising, the manufacturer, the bidder, does not in the 
normal course of events provide the breakdown of cost within his 
bid. He bids a specific price without any cost breakdown. So the 
normal procedure in analyzing—if you wish to call it that—a formal 
advertisement is rather a price comparison rather than an analysis 
of cost, and by “price comparison,” I mean that they will compare 
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the price of the low bidder with other known prices or market prices 
that are available for that particular type of item. 

Mr. Horrman. Of course, where you have a company that makes 
an article that nobody else makes, there isn’t any comparison, is 
there ? 

Colonel Enetrr. That is correct, sir. 

Mr. Horrman. Now, I wanted to ask the general a question or two: 
As I understand it, what the subcommittee staff has in mind and 
what you have in mind is preventing the Government in its war pro- 
curement from paying too high a price—is that it, permitting no one 


* to get an excessive profit. 


eneral Derrrick. Yes, sir. 
Mr. Horrman. And in that, you have had difficulty. 
General Derrick. Well, yes. The records indicate that. 
Mr. Horrman. Well, your agency cooperates with other agencies 


_ of the Government, does it not, right along ? 
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General Derrrick. I cannot think of a regulative system whereby 
we have price comparisons or too much procurement relations with 
other branches of the Government. 

Mr. Horrman. Well, I was not thinking of those two things as 
much as this: We have a war production agency, haven’t we, that 
allocates materials ? 

General Derrrick. That is right. 

Colonel Eneier. We do, sir. 

Mr. Horrman. And then we have an agency to fix prices, for in- 
stance, automobile prices, I know are going up again. 

General Derrrick. Yes, sir. 

Colonel Eneier. Office of Price Stabilization. 

Mr. Horrman. Yes. And then we have renegotiation on the 


- contracts. 


' chairman has mentioned. 


Colonel Eneirr. By law, yes, sir. 

Mr. Horrman. Then we have an excess-profits tax, haven’t we ? 

General Derrrick. Yes, sir. 

Mr. HorrmMan. Aren’t those four agencies four remedies? Aren't 
they sufficient to take away from any chiselers or parasites, as the 





Mr. Harpy. I can answer that, in my judgment. 
Mr. HorrmMan. Just a minute. I was not asking you just now. I 


_ wasasking him. I will though,in a minute. Thank you. 


Mr. Harpy. Allright. I will be happy to supply it. 
Mr. Horrman. If those four agencies would cooperate and work 


_ together, wouldn’t they get every last dollar—I wouldn’t say nickel 


or cent and more—but every last dollar that the manufacturer or the 
dealer with the Government holds unconscionably ? 

General Derrrick. I am afraid some people sneak out on them. I 
cannot answer your question. 

Mr. Horrman. Well, from the amount of squealing that is going on, 
I thought the Government was getting pretty near all of it. 

Now, I will ask Mr. Hardy, you are an expert—and I say that 
earnestly—because he has been at this work for a long, long time: 
Don’t you think those agencies can trim these parasites / 

Mr. Harpy. I can say to the gentleman from Michigan that they 
do not, not adequately. 
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Mr. Horrman. You wouldn’t say that is the fault of the adminis- 
tration though ? 

Mr. Botine. Mr. Hoffman, it might be said to be the fault of 
Congress. 

Mr. Horrman. You are right. It may very well be. But I am 
serious about this. Here we have now your agency purchasing [| 
don’t know what-all, everything the Army and the Navy and the Air 
Force needs. What is the volume of contracts that pass through 
yourhands? Approximately? 

General Derrrick. This year we will have disposed of around 
$9 billion worth. That will not all be procured directly by my office. 

Mr. Horrman. And next year a lot more? 

General Derrricx. I don’t believe so. 

Mr. Horrman. Aren’t there some contracts outstanding where the 
fellow who bid and got the contract hasn’t the facilities to produce? 
He cannot manufacture all the stuff you bought and he has to sublet 
a lot of it? 

General Derrrick. Oh, yes, sir. 

Mr. Horrman. And you are building out here at Willow Run—I 
saw the other day—a plant that covers 5 or 10 acres? You have seen 
that, haven’t you ? 

General Derrick. You mean the Ford plant? 

Mr. Horrman. I don’t know what it is, just a lot of steel work going 
up there. 

Well now, if the agency which controls steel and aluminum and all 
that and which says that General Motors, for example, can’t have the 
steel to do that, if they would say to these companies, “We aren't 
going to give you this steel and all these other things that go into the 
production of the things you want, unless you sell at a certain price,” 
wouldn't that control it?” What would they do if they couldn’t get the 
material to build the plant or tanks. They couldn’t carry on their 
commercial business. Aren’t they at your mercy when you get right 
down to it ? 

General Derrrick. No, sir. 

Mr. Horrman. I mean at the mercy of the Government. 

General Derrricx. They may be at the mercy of the Government, 
but they are certainly not at mine. 

Mr. Casry. Mr. Hoffman, might I contribute one more angle that 
you haven’t mentioned that has a bearing on it, that has some element 
of persuasiveness in this picture ? 

Mr. Horrman. Certainly. 

Mr. Casey. Isn’t it true that some of these companies have come to 
the Government and asked for certificates of necessity which is, in 
effect, a tax amortization privilege for the purpose of enlarging their 
facilities ? 

General Derrrick. I believe that is true. I cannot cite specific 
eases. I have a man on my staff who can take that ball and answer 
those questions if you wish. 

Mr. Horrman. And the Government in those cases is furnishing 
the material, is paying the cost of a lot of these plants, building one 
right over in my district. I understand that the Gov ernment. is 
building the plant for war production. Now, I cannot see why we 
should be at the mercy of any of these fellows when they cannot do 
































th 
an 
al 


ab 
ab 
fo 
tic 


an 


su 
so} 
fa 
me 
alt 


tw 
th: 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 407 


business without some Federal agency going along with them. It 
is our own fault, isn’t it ? 

Mr. Harpy. Maybe it is because of one agency not knowing what 
the other one is doing. Maybe we don’t want to get them too close 
together. Maybe it would provide too great a strangle hold. I do 
not want to see industry strangled. 

Mr. Horrman. That is what I am wondering about. These com- 
panies have all these distributors all over. We, the Congress, put 
them all on war production. ‘They must make the munitions for 
the armed services. They cannot buy and they cannot keep alive 
their distributors or their service people throughout the country 
because the volume of commercial business is not big enough. Then, 
if ever the war ends, where are their distributors gone? They have 
all quit. The servicemen are out. They haven’t anything to do if 
we buy direct from the original manufacturer. That is what I was 
wondering about. 

Mr. Harpy. Maybe the Government is advocating a policy of sub- 
sidizing all of these people who are adversely affected by the war. 

Mr. Horrman. I never have, but your administration—your Gov- 
ernor—is down there now. “We want more jobs in Detroit.” Well, 
you can’t, if you cut out all these assembly plants and if all the 
prime producers are the only ones that are going to sell to the 
Government, have more jobs. 

Mr. Harpy. You would not object to that if it was for Allegan, 
would you? 

Mr. Horrman. My folks do not need any Government help. In 
two of my counties the board of supervisors said, “We don’t want 
it. If they will just let us alone and quit bleeding us white with 
their taxes we will get along.” 

Mr. Harpy. If we could get more counties like that, generally, I 
think we would be better off. 

Mr. Horrman. Indiana did it. Well, we are just fussing now. 
Let us get back to the basic question here: I go along with you on 
these fellows that do not render any service, these fellows that come in 
and get a contract, you know, the 5-percenters and t0-percenters and 
all. What about these others? That is what worries me a little bit. 

Mr. Harpy. Well, I think it is something that we have to worry 
about, and certainly this subcommittee does not want to quarrel 
about a reasonable profit for any segment of industry that is per- 
forming its service, a necessary service, but we have a lot of illustra- 
tions here—— 

Mr. Horrman. Yes; there are a lot of them. 

Mr. Harpy. Tiat do not supply any economic justification at all, 
and that is what we aim to explore. 

Mr. Horrman. You cannot put them out of business too soon to 
suit me. But I do not want to put a distributor or a repair shop or 
someone like that out of business, or fix it so that when it is over, my 
farmers cannot get replacements or parts for their agricultural imple- 
ments, 

Mr. Botiina. General, referring to this meeting that you had, it has 
already been developed that there were four so- -called unit manufac- 
turers there, and eleven assemblers, and I gather from what vou said 
that you had hoped to have more or less a cross-section of the industry 
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as a Whole there. I would like to have somebody who can do it more 
competent than I can, analyze what is produced by the unit manufac- 
turers who were there to see how good a cross-section of industry were 
actually present. 

There was Electric Auto-Lite, I think the Spicer division of Dana, 
Hercules, and Timken Detroit Axle. I would like to know what they 
produce in the way of units. : 

General Derrricx. Before I call on that gentleman, may I try to 
perhaps clarify something which maybe is not clear to you: These 
assemblers, as we call them, vary all the way, as your staff study shows, 
from those who buy 100 percent of the parts that enter into the vehicle 
which goes out of their delivery door, down through assemblers, or 
motor vehicle manufacturers as we call them, who will produce var- 
ious percentages of parts that go into the equipment that goes out of 
their door, clear on down to the basic manufacturer who makes every- 
thing that goes out of his door. 

Now, that range is brought all the way through here. If that is 
clear, I will then call on Colonel White. I believe Colonel White has 
a better picture of that. 

Mr. Botuine. The information I am specifically interested in is in 
line with what the general said: Electric Auto-Lite, Spicer division of 
Dana, Hercules, and Timken Detroit Axle; I am not clear, for example, 
as to whether these four unit manufacturers make everything that goes 
into the units that go out their door, whether they are in fact basic 
producers of all the parts that go into their assembly. 


TESTIMONY OF LT. COL. GEORGE W. WHITE, EXECUTIVE OFFICER, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Colonel Wurre. Yes, sir. For example, the Dana Corp., Spicer 
division, manufactures transmissions for almost the entire industry. 

They naturally, in making that transmission, I am sure, make gears, 
do the machining of the cases. On the other hand, they will buy items 
also, such as bearings or shafts possibly, various smaller components, 
bolts, nuts, and screws. 

The Hercule Motors Corp. manufactures engines largely. They 
will manufacture in their own shop the block, do the machining. They 
buy castings, of course, and forgings. Iam sure that they buy maybe 
water pumps, items of that nature that are made in other parts of the 
industry. 

Timken Detroit Axle Co. manufacture axles, as the name implies. 
They make, I am sure, the gears, the cases, many of the shafts, but they 
likewise also buy bearings and other smaller components. 

Mr. Boturne. Auto-Lite? 

Colonel Wuirr. Auto-Lite is largely in the electrical field. They 
make starters, generators, electrical equipment. But again, they will 
have many subcontractors in the field of bearings and wires and things 
of that nature. 

Mr. Botirnc. Well now, what about the initial manufacturer of 
items such as: Mufflers, radiators, carburetors, wheels, things like that! 
Would they be coming from somewhere else too ? 

Colonel Wuire. They would be coming from various other sources, 
undoubtedly. Now, it is true that within this list of vehicle manu- 
facturers, some of them, such as Chrysler and General Motors have, 
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within their corporation setup, the manufacture of many of those 
components. The Guide Lamp Division, for example, of General 
Motors, makes largely most of the lamp equipment for the corporation. 

Mr. Botiine. So, in effect, while representative in one sense, the 
meeting would not be representative of all the industry at all the 
levels of the industry ? 

Colonel Wuire. Not entirely, no, sir. You would have, I imagine, 
a cross-section of four or five hundred manufacturers if you were to 
go clear down into those lower level components. 

Mr. Botiine. And in effect, although four of them are unit manu- 
facturers, they are, at the same time, all of them assemblers too? 

Colonel Wurrr. They would be assemblers on those components that 
they manufacture. 

Mr. Casry. Assemblers of the units. 

Colonel Wuire. Yes, sir. 

Mr. Boturne. Thank you. 

Mr. Harpy. I think we have reached a good point to adjourn for the 
evening. ; 

I believe we can use this room tomorrow morning, so we will adjourn 
to reconvene in this room at 9: 30 tomorrow. 

(Whereupon, at 5:10 p. m., the hearing was adjourned until 9:30 
a.m. of the next day.) 




















INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES GOVERNMENT 


TUESDAY, DECEMBER 11, 1951 


House or RePresENTATIVES, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS, 
Detroit, Mich. 

The subcommittee met, pursuant to call, at 9:40 a. m., in room 859 
Federal Building, Representative Porter Hardy, Jr. (chairman) 
presiding. 

Present: Representative Porter Hardy (chairman), Richard Boll- 
ing, Clare Hoffman, and George omen 

Also present: Ralph Casey, counsel; and Edward P. Schaffer, staff 
member. 

Mr. Harpy. Let the subcommittee come to order. Let the record 
show the presence of Mr. Hoffman, Mr. Bolling and myself constitut- 
ingaquorum. [Mr. George Meader came in later. | 

Before we start, I want to make an announcement in connection 
with a question that has been raised many times as to whether members 
of industry would be brought in to testify. Prior to scheduling these 
hearings, we notified all of the members of the industry named in the 
case studies, and they were asked if they desired to testify. Some 
indicated that they did want to be heard, others indicated they did 
not, and still others requested permission to defer a decision until the 
hearings progressed. 

I would like to say that with respect. to those who have not previ- 
ously indicated a desire to be heard, if they wish to be heard, the sub- 
committee would like to be advised by noon tomorrow in order that 
we will know just how many and who will want to testify, and also, 
in the event the subcommittee should decide that it needs to hear 
other representatives of industry, it will have an opportunity to call 
them. 

Mr. Casey, how do you want to proceed this morning ? 

Mr. Horrman. Before you proceed, Mr. Chairman, may I put my 
position on the record ? 

Mr. Harpy. Yes. 

Mr. Horrman. I would like to put my position on the record with 
reference to what you just said. I agree wholeheartedly with you 
that the Government should not include in its purchasing agreements 
payments to anyone who does not render a worthwhile service. 

Now yesterday, when General Deitrick was testifying he read a 
list giving the names of several companies, or company representa- 
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tives with whom he had a conference with reference to purchasing 
direct, as I understand it. Since then I have talked with some of the 
ordnance people and it appears that—and if I do not state it cor- 
rectly they may correct me—that they prefer to buy, for some items 
at least, from, I think, they call them, assemblers. If I understand 
the staff’s position correctly, it is that all purchasers, unless it is 
where packaging is required, should be made from the producer, the 
manufacturer of the article purchased. 

I can illustrate perhaps clearly what I mean by this example: 
Grand Rapids may have a company which produces one item that goes 
into a tank. Allegan has a company which produces, and they do 
produce, universal joints—assume that item goes into the same tank. 
I cannot see as yet the advisability of purchasing that item from A|- 
legan and the other item from Grand Rapids, and perhaps 20 other 
items from other localities. Somebody has to render a service of 
getting those parts altogether. I can see why, if the only service ren- 
dered by an assembler is a paper service, perhaps that can be dis- 
pensed with, but if it means assembling these parts and getting it in 
one place, knowing exactly where it is, 1 can understand why industry 
might argue for it and render a service. 

I would like to have one of the—if there is such a thing—worst 
offenders, in the opinion of the staff, called in to tell us his reasons, if 
he has any, for justifying that process. I hate to see a group, just 
because there are some chiselers, all branded as profiteers. 

Mr. Harpy. I think my own reaction to what you have just said 
could be summed up like this: I do not think any of us can make any 
final conclusions as to what is wrong with this system until we have 
had all of the testimony. In the second place, until we have gotten 
the testimony in, personally, I feel undisposed to characterize anyone 
as the worst offender 

Mr. Horrman. One of the offenders then, not the worst one, just one 
of them. 

Mr. Harpy. What all of us are aiming towards, is to try to develop 
a system of procurement which will be the most economic system that 
can be devised 

Mr. Horrman. And efficient. 

Mr. Harpy. Economic and efficient. I said economic rather than 
economical, but you could use both of the words. Regardless of 
whether some of the items have to be procured from the basic manu- 
facturer or whether they have to be procured through the vehicle 
assemblers or whether they have to be manufactured by some com- 
pletely independent concern, I do not believe, on the basis of the infor- 
mation that is already in and has already been presented. that we 
can say that any specific channel of procurement is the most economical. 

Mr. Horrman. Yesterday, Mr. Schaffer testified, as I understand it, 
reading from the information the staff collected, that someone had 
spent $300,000,000, I think it was—in any event too much money in 
buying these things and that was waste. Someone had profited exces- 
sively by that. In that table it appeared that the Government had 
paid far in excess of the manufacturer’s price. In these particular 
cases, why not call the individual from whom the Government pur- 
chased at that so-called excessive price, and find out why it was? The 
claim is a reflection on the Ordnance Department. They have been 
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wasting that money, I would say to General Deitrick, if we just take 
the facts as they are here. 

Mr. Casey. Mr. Hoffman, that $305,000,000 figure was specifically 
called the additional costs over and above the cost of buying directly 
from the source manufacturer. 

Mr. Horrman. The inference was that it was an unnecessary waste 
of $300,000,000. The studies intimated that. 

Mr. Casey. It is the function of the subcommittee to decide whether 
it is necessary or unnecessary, after all the facts are in. 

Mr. Horrman. Why don’t we call the men responsible for anking 
that particular excessive price in, and ask them why they did it? 
Perhaps they have some good reason. 

Mr. Harpy. On that particular point, it occurred to me that any 
manufacturer who felt that he had a legitimate basis for the policy 
which he pursued and which we are going to discuss, would want 
to present such justification. 

Mr. Horrman. If he don’t want to—some of my folks might be 
stockholders in that company—I would like to have him subpenaed 
and asked to justify his position, if he can, whether he wants to or 
whether he does not want to makes no difference to me. If he has 
an explanation we should have it. What I want are the facts which 
will determine whether the Government is being overcharged. 

Mr. Harpy. Well, it might be that the subcommittee should call 
some of these people in if they do not voluntarily come in to justify 
their position. I think that is something we will have to decide after 
we can determine—— 

Mr. Horrman. After these hearings are closed ? 

Mr. Harpy. At noon tomorrow, after we determine who wants to 
be heard voluntarily. 

Mr. Horrman. Fine. 

Mr. Casry. I might say, Mr. Hoffman, some of those who have de- 
clined to come in have done so on the basis that they have already 
written the subcommittee a letter explaining their position. 

Mr. Horrman. I heard that letter read. I would like to have that 
gentleman called in and tell his story here, so that everyone knows 
about it, so he can be questioned. He may have something to add. 
His position may be correct. There is the Clark Equipment Co. in 
Buchanan, and in Allegan there is another, and in Grand Rapids 
there is another, and there are others in dozens of places. If I under- 
stand them correctly—Ordnance does not want to go around and buy 
everything that goes into this truck. If I have to go to Firestone to 
buy a tire and to the fellow that makes the batteries, I am sunk. 

Mr. Harpy. I think there is one other aspect of it, Mr. Hoffman, 
that perhaps has not been clearly understood by you, because I do 
not think you attended the sessions that we held in Washington. 

Mr. Horrman. I don’t know anything about it, except what occur- 
red here. 

Mr. Harpy. It might be a good idea for me to outline just what did 
transpire at that time. Some months back when most of these case 
studies had been prepared, but not all of them, we advised each of 
these manufacturers, or each of these contractors, let us put it that 
way, the type of information which the staff had gathered. We 
invited each of them to come in to discuss with us their company’s 
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position with respect to the information which the staff had gathered. 
A very few came in, others wrote us letters outlining their views and 
seeking to justify their position. All of the same companies were 
again invited to participate in this hearing, if they desired to do so, 
and some took a position that they did not care to testify because they 
had written us these letters and that they preferred to let the ex- 
planation made in those letters, stand. I believe that you did not at- 
tend the other session 

Mr. Horrman. Was it held in Washington ? 

Mr. Harpy. It was held in Washington. 

Mr. Horrman. Not abroad ? 

Mr. Harpy. It was held in Washington, and you were invited. 

Mr. Horrman. I was not at the session but I was in Washington, 
Of course, I am not finding any fault-—— 

Mr. Harpy. I understand that. I do think it is well for the record 
here to show what has been done in that connection. 

Mr. Horrman. I am not satisfied with that letter. 

Mr. Harpy. The letter you have reference to, Mr. Hoffman, is not 
the letter that I am referring to. These companies, most of them, 
who did not elect to come in to the other session, wrote a letter out- 
lining their reasons for the policies which they pursued. We have 
the letters on file. 

Mr. Horeman. Don’t you think it would be well for the press and 
people generally, through the press, to hear the reasons under oath 
here for the policy? The reasons why they did not comply with the 
request or follow the policy that the staff thinks they should? We 
should have a full statement, not just a part of the picture. 

Mr. Harpy. Well, I think maybe you have expressed it wrongly. 
The staff has not done anything more in that connection than to gather 
the facts surrounding the cases which they studied. Those essential 
facts were submitted to the companies. In our files are the replies 
from those companies who have not elected to come in and testify. 

Mr. Horrman. But those letters are not an answer to the situation— 
they do not give an answer or, in my opinion, a complete answer as 
to the reason for a policy which the staff seems to think is costing 
the Government an unnecessary $305 million. The record as made 
here yesterday goes out as indicating that some fellows who never 
rendered any service are parasites, and some other people who have 
been rendering certain services over the years, unjustly or justly, are 
classified not quite in the same category, but they do get a little 
of the smear. If they have any excuse or reason as to what they have 
been doing, in justice to them, to the stockholders, 1 would like them 
totellit. I would like them subpenaed. 

Mr. Harpy. In some cases their excuses are in the correspondence 
which we have received, and we can make that a part of the record. 
With respect to those who do not come in and testify, I do not want 
to make this a part of the record until we know just who is going to 
testify and what they are going to say. : 

Mr. Casey. General Deitrick, yesterday in your statement to the sub- 
committee you questioned the computation of this $305,000,000 figure, 
which, as I have just stated, represented the additional cost incurred 
by the Government in buying these parts, under the method which 
they bought them rather than direct from the basic source manufac- 
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turer. I would like to ask either you or some of your associates some 
questions about the criticism that you made of our computation in 
that regard. 

General Derrrick. May I please pass that on to Mr. Cary ? 

Mr. Casey. Yes, sir. 

Mr. Cary, in this statement with reference to the $305,000,000 figure, 
_ you state: 


This figure assumes that 100 percent of all parts procurement went to other 

than unit manufacturers, whereas the subcommittee’s staff study, in itself, based 

- ona 1,208-contract sample, states that 42 percent of all parts procurement went 

te unit manufacturers and 5S percent went to other than unit manufacturers. 

The replenishment figure should, therefore, based upon the subcommittee staff's 
~ own figue on dollar value involved, be discounted 42 percent. 


voor 


_ Mr. Cary, you and I have had some conversation prior to the open- 

ing of today’s session with reference to this statement, and for the 

purpose of the record, without questioning you, I'd like to have you 

- explain what we have more or less agreed upon as far as this statement 
is concerned, 


oo 


_ FURTHER TESTIMONY OF WILLIAM L. CARY, DEPUTY COUNSELOR, 
DEPARTMENT OF THE ARMY 


Mr. Cary. Our position, in connection with these figures, really 
ison two points. The one that is set forth here basically is this: 

Your proposition, as I understand it, is, and I think you just stated 
ita few moments ago this morning, that the $305,000,000 figure is the 


pica era isss 


» additional cost arising from buying from persons other than the unit 


Smanufacturer. That is my understanding of your statement of what 
~ the $805,000,000 figure is. 

Well now, as I understand it, your analysis proceeded this way: 
You took the 18 cases which Mr. Schaffer referred to yesterday, and 
from those 18 cases, you arrived at a factor—we can call it a mark-up— 
of 24.7 percent and applied that mark-up to all replenishment and con- 
current spare parts purchases, and so forth. 

Well now, our theory would be this: That your 18-case study is 
primarily based—and there is one exception, Braden is one—upon 
“situations in which the sale was made direct. This was on an adver- 
_tised transaction. The sale was made from the unit manufacturer to 
-a vehicle assembler, then to the Government. There may be more 
than one, or maybe instead of a vehicle assembler in one or two cases, 
“it was a distributor. 

Mr. Casey. You have started with the 18 cases that Mr. Schaffer 
explained yesterday, that those 18 cases merely represented the re- 
sult of the analysis that the staff made of 300 items which were picked 
at random from the stock control records at OTAC. Those 300 items 
-were not picked with reference to whether or not the purchase was 
-tmade from the unit manufacturer or from the assembler. They were 
‘picked completely at random. 

_ Now, this 24.7 figure was based upon the actual amount paid for 
_ those 800 items, and then taking the cost of those 300 items and adding 
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_ toit the profit, packaging, cost, and excise tax figure. 


__ Mr. Cary. I am not quite clear on that in this respect, Mr. Casey: 


It is my understanding that when you got down to arriving at that 
24.7 figure, it was based upon the alleged mark-up in connection with 
_the 18 cases, is that right? 
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Mr. Casey. The 24.7 figure was arrived at by taking the actual 
amount that you paid for the 300 items that we selected at random, 
and then going back and finding out what the price would have been 
for those 300 items if they had been procured direct from the source. 

Mr. Horrman. If they had been procured at the manufacturer's 
cost. 

Mr. Harpy. No. 

Mr. Horrman. Yes. 

Mr. Cary. We don’t say you are wrong and we certainly don’t say 
we are wrong at this point, because here is where we approached the 
problem from your statement in the staff study : You said “based upon 
the information contained in the case studies.” A calculation is made 
on a projected basis of the amount of unnecessary expense incurred 
by the Government in the procurement of automotive parts. 

Maybe you say that that isn’t the fact, but we assume, therefore, that 
your 24 percent was based on the case studies and, therefore, we assume 
the 18 case studies 

Mr. Horrman. Wasn't it based on the 18 cases? 

Mr. Casry. Yes. 

Mr. Harpy. Based on the 18 case studies. The 18 case studies were 
not picked out to select items which had gone through middlemen. 
They were picked out with respect to items. 

Mr. Horrman. Mr. Casey said they were picked according to items. 
Then you went through these cases, and isn’t it true that the 18 are 
cases where the spread is the widest ? 

Mr. Casey. No, sir. 

Mr. Horrman. Now show me some that are wider ? 

Mr. Casry. The 18 case studies represent the patterns that were 
typical of the procurement patterns on 300 of the fastest moving 
items, regardless of whether they were direct purchases, indirect pur- 
chases, or where they were bought. We just analyzed 300 items and 
wrote them up. 

Mr. Horrman. Have you got any instances where the Government 
paid more in your file? 

Mr. Casey. No, we took everything, whether more or less 

Mr. Horrman. You mean, only 18 cases in the whole outfit ? 

Mr. Casgey. Of course, the 18 cases represent more than 18 com- 
panies. 

Mr. Horrman. Sure they do. 

Mr. Casey. We didn’t put some of them in the 18 cases. 

Mr. Horrman. You didn’t put in the other companies? 

Mr. Casey. If they were representative of the procurement pat- 
terns we didn’t put them in. 

Mr. Horrman. Who decided whether they were representative of 
all outfits ? 

Mr. Casey. The staff, Mr. Schaffer and myself. 

Mr. Horrman. I am asking you to show me some of these other 
‘ases where other companies sold under the same circumstances, where 
the price was less. 

Mr. Casry. Mr. Hoffman, we furnished these 18 case studies to the 
Ordnance Department for the express purpose of having them look 
them over and tell us if our analysis was faulty. 

Mr. Horrman. You took some of the worst ones, didn’t you? 
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Mr. Casey. No, sir. We took everything whether good or bad. 

Mr. Horrman. Your 18, you mean? 

Mr. Casey. Yes, sir. 

Mr. Horrman. Didn’t you name to me one of them that was the 
worst one? 

Mr. Casey. We took them all. 

Mr. Horrman. Within a half-hour you named to me one of the 
cases which was the worst ? 

Mr. Casey. Yes. 

Mr. Botxinea. Id like to go back to the testimony of Mr. Schaffer. 
On page 2 of his testimony, it describes the basis for these case studies. 
I think it is worth repeating here. It says: 

As a starting point, approximately 300 items of automotive parts were se- 
lected from the stock records at OTAC. The guide to this selection was solely 
the frequency with which particular items were procured during the fiscal years 
1949 and 1950—in other words, the fast-moving parts. No attempt was made to 
single out parts which might have been procured indirectly, or not from the 
basic manufacturer. 

It seems to me that gives very clearly the basis for the study and 
that the study was based on the fastest moving parts, regardless of the 
conditions which surrounded their procurement. 

Mr. Harpy. Of course, Mr. Cary might have appropriately made a 
point that the fact that this group of parts, being the fastest moving 
parts, might not indicate that they represented an accurate cross 
section of total purchases. It might not, but it is about as good a basis 
as could be used for sampling purposes. 

Mr. Cary. There are roughly 80,000 parts from which the 300 were 
selected. We won’t go into that. This wasn’t planned to carry this 
too far. My point is this: The basis for the point that was made in 
General Deitrick’s opening statement was this: When you took the 18 
cases as representative, I think you must agree that almost all of those 
18 cases were ones in which there was a distribution from, as I say, the 
unit manufacturer to a third party, usually the vehicle manufacturer, 
und then ultimately to the Government. 

Now, therefore, It seems to me that when you arrive at a percentage 
mark-up, that mark-up must be based on all situations in which there 
was a distribution from the basic manufacturer to a third party, to 
the Government, and, therefore, I would raise a question as to whether 
or not you would apply a percentage like that to the other group of 
situations, or the group of transactions in which we did buy directly 
from unit manufacturers. That is the only point being made there. 

Mr. Harpy. I think your point is a valid point, but 1t could work 
both ways. Now, if in the purchases from unit manufacturers you 
made awards on the basis of bids which were comparable to bids which 
unit manufacturers submitted in these case studies, then your percent- 
age would be way above 24.7. 

Mr. Lazure. Seventeen of the eighteen cases were from other than 
unit manufacturers, and as to the other one—I won’t say it was se- 
lected—but it happened to come out of the 300 cases. Incidentally, 
there were 230 and not 300, according to our figures. What I am 
saying is that there were 80,000 samples, and when you take 230 items 
and you arrive at 18 cases, of which 17 are other than the unit manu- 
facturer and the 1 unit manufacturer which is in there is a high- 
profit manufacturer, we don’t think the equation is a fair one. 
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Mr. Harpy. I well argee with you, that no one can guarantee the 
accuracy of this projection. In my judgment it could conceivably be 
too low, just as easy as it could be too high. 

Mr. Cary. We were punter out a factor which indicated that it 
might be exaggerated as far as we have gone. 

Mr. Horrman. What you are trying “to say, if I understand you 
correctly, is that while you may have slipped : and had been trimmed on 
some of these, you haven't done so bad on the over-all picture and that 
the picture isn’t as bad as intimated yesterday. 

Mr. Cary. We certainly won't go this far, as to say there is not 
a substantial mark-up. As Mr. Bolling mentioned to me yesterday, 
no doubt there is a substantial amount which is involved and we are 
not questioning that, and one is a substantial amount which we regret 
paying in this replenishment spare-parts area, where we'd like to go 
directly to the unit manufacturer ourselves. The other is the one 
where we are consciously paying because of military policy, which 
we are going into later. 

Mr. Harpy. I think it should be obvious that you not necessarily are 
going to get low bids from the unit manufacturer on an invitation for 
bid basis, if there is no competition with that unit manufacturer. 

Mr. Cary. Then would you go so far as to say that the hearings, 
that is these hearings, would be in vain? In other words, do you 
mean to infer, then, even if we do get the unit manufacturer’s bid 
subsequent to these hearings, which we hope we will, that their prices 
will be excessive / 

Mr. Harpy. I do not mean to go so far as to say that if you are 
dealing directly with unit manuf: acturers, you would necessarily not 
get reasonable bids. But neither would I say that you would neces- 
sarily get reasonable bids if it is on an invitation for bid basis, where 
there is no competition. 

Now that is one of the things that I think we need to scrutinize 
more carefully; whether or not where there is no competition, a for- 
mal invitation for bid procedure is a logical and reasonable procedure. 

Mr. Cary. I certainly agree with you. ‘That is another separate 
question, a part of which has alres udy been discussed. 

Mr. Borie. Mr. Cary, it seems to me in view of this line of ar- 
gument, it might be well for the record to show at this point what 
would be the additional cost, if your argument was correct. I believe 
you wind up with a conclusion that the figure of $305,000,000 should 
be discounted 42 percent. Have you calculated what 42 percent on 

$305,000,000 would leave? 

Mr. C ARY. Roughly, $120,000,000, would it not, sir? It would leave 
about $185,000,000 that you would still have on that basis. As I say, 
we were not going, insofar as this point is concerned, to say there 
wasn’t a lot of money involved. 

Mr. Casey. I want to make one further point. It is to correct a 
wrong impression. It is the 1,203 contract samples that you refer 
to. General Deitrick refers to this in this statement. As I have 
explained, it is a completely different set of figures and completely 
different contracts than those that were involved in making up the 
vase studies. 

Mr. Cary. I am quite in agreement with that and understand that 
to be the case; yes. 
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Mr. Lazure. They do, however, give you a percentage figure which 
comes out to where we have purchased on your own figures, 42 percent 
from unit manufacturers. If that is the case, then the statement that 
has been made in the staff study is, to some extent, erroneous because 
you then infer on bid procurement, we have purchased on the basis of 
the 18-case pattern. 

Let me restate it this way: That we could take an 80,000 item 
program, and on the basis of an 80,000 item program and the num- 
ber of contracts which we have developed, come out and say that 
our best figures are that we get 70 percent of our procurement 
from unit manufacturers. You have taken a sample of 2,300 cases, or 
rather 1,200 cases, and on the basis of that you say we procure 42 
percent from direct manufacturers. 

Mr. Casey. Do you want us to explain where we got those 1,200 
contracts and how we got them? We asked Ordance to furnish a 
list of the contracts for automotive parts for the 6 month period from 
October 1, 1950, to March 31, 1951. Those figures came right out of 
your own shop. 

Mr. Lazure. I don’t disagree with that. Mr. Bolling’s point was 
admitting your staff study and discounting it 42 percent, we'd still 
have spent an unnecessary amount of money. On that point I wanted 
to raise this further question: That you have lumped into that, con- 
current spare parts procurement. 

Mr. Harpy. We are going to discuss that further. 

Mr. Lazure. Mr. Hoffman raised that point indirectly, and we 
stated yesterday that on concurrent spare parts purchasing, we can- 
not come into agreement with the staff study, that is, the best way to 
do it. So if you would deduct, then, from your own figures concur- 
rent spare parts, then the 42 percent discounted figure would be again 
discounted to the extent of the dollars in your own calculation that 
includes concurrent spare parts purchases. Now, as to that, we seem 
to be at an issue. 

Mr. Cary. As has been indicated by Mr. Casey, and I have dis- 
cussed this at length informally, we did raise the question of whether 
this figure should properly lump together the alleged savings or al- 
ledged markup on both concurrent and replenishment parts, because 
on the replenishment, we think that would be cut down, and then we 
think, with you then at that point—we are in complete agreement with 
the subcommittee—that we are attempting to deal directly with the 
unit manufacturer. On concurrent parts, we agree that there is a 
markup and we think that is a separate issue which we will face 
squarely as a position of the Army, that we think the cost is worth it. 

Mr. Harpy. We want to discuss that point now. I have just one 
other observation before we do, and that is to this effect, that we took 
one set of contracts which you supplied and we came up with a figure 
of 42 percent and a fraction procured from the unit manufacturer. 

You took another set of samples and came up with the figure of 
70 percent. 

Mr. Lazurr. Ours was later than yours, but since then and per- 
haps through the subcommittee’s own action, our contracts have re- 
flected more direct purchases. 

Mr. Harpy. Neither of these is infallible and I suppose that if you 
are going to follow a sampling method, it is about the only thing you 
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can do within the limitation of time and staff. If you are going to 
use a sampling method, it is recognized that different samples wil) 
produce different figures, so that it would be impossible to secure an 
absolute accurate figure unless each and every contract was analyzed 
to see just what the actual percentage was. 

Mr. Horrman. Mr. Chairman, isn’t this true, that Ordnance admits 
some moneys have been wasted and they say it isn’t as much as the 
staff says it is? 

Mr. Harpy. That is about the substance of it. Suppose we go on 
with the concurrent spare parts proposition and see if we can’t resolve 
that issue. 

Mr. Casry. Mr. Schaffer, will you take the witness stand and ex- 
plain the staff findings on the concurernt spare parts? 


FURTHER TESTIMONY OF EDWARD P. SCHAFFER, STAFF MEMBER, 
GOVERNMENT OPERATION SUBCOMMITTEE 


Mr. Casey. Mr. Schaffer, would you explain the facts and findings 
that are contained in this memorandum with respect to concurrent 
spare parts? 

Mr. Scuarrer (reading from exhibit 1) : “Concurrent spare parts” 
is a term applied to certain quantities of parts purchased concurrently 
with automotive vehicles. The quantities and types to be purchased 
are based upon an estimate of what will be “anid to maintain the 
vehicle for an initial period of the vehicle’s life, generally 1 year, plus 
quantities needed to initially fill stock requirements at the various 
repair centers and depots. 

In all instances, concurrent spare parts are procured from the 
vehicle assemblers without even the semblance of competition that 
exists in the procurement of replacement parts. It would follow, 
therefore, that everything previously said about procurement of re- 
placement parts applies to an even greater degree to concurrent spare 
parts. 

In addition to the same arguments advanced by Army Ordnance 
and industry, in favor of indirect procurement of replacement parts, 
it is claimed to be even more imperative in the case of concurrent 
spares to buy from the vehicle assemblers because of (1) engineering 
changes, and (2) the necessity for concurrent delivery of spare parts. 

The validity of these additional arguments has been examined and 
the following comments are made relative thereto: 


1. ENGINEERING CHANGES 


It has been claimed, “Whenever any new vehicle is designed and 
built, complications immediately arise. A large percentage of com- 
ponents and parts used to make these new vehicles are special. The 
manufacturer or assembler of the vehicle, through his normal trade 
channels, develops sources of supply for such special parts to meet 
these new requirements. Furthermore, since the initial production is 
not tried and proven, he will make many engineering changes to attain 
the standards required for combat use. Such changes are promptly 
passed on to his parts manufacturers in order to keep obsolescent parts 
out of his production line.” 
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Actually, it is well known that most vehicles are engineered and 
tested either through experimental orders or arsenal construction be- 
fore production orders are issued. The production contracts issued 
to vehicle assemblers merely require the assembler to order the parts 
and peform the assembly operations. It is not clear, at this point at 
least, why the Ordnance Department could not obtain parts to suit 
any engineering changes directly from the parts manufacturers pro- 
vided the assembler furnished appropriate blueprints of the changes 
as soon as they were made. 


2. CONCURRENT DELIVERY OF SPARE PARTS 


The claim has been made that “Ordnance at the same time must 
maintain a constant stream of spare parts and components flowing 
forward to the combat area so that parts and the vehicles they match 
will reach maintenance shops ponies Experience has proven that 
the only way we can assure the meeting in maintenance shops of 
vehicles and coordinating parts during a period of requent change 
is to obtain the parts from the same producer.” 

From the above an inference is gained that vehicles and sets of 
concurrent spares are delivered together and remain together. 

With the exception of an occasional emergency this is a falla- 
cious argument as in actual practice the vehicles and spares are not 
shipped together and the concurrent spare parts while assembled 
and shipped to the ordnance depots in so-called sets are then sepa- 
rated and stocked by item. Thus far, no reason has been found why 
replenishment parts could not be ordered directly from parts manu- 
facturers for delivery to depots and repair shops simultaneously (or 
reasonably so) with the new vehicle. 

A check of several recent contracts for vehicle procurement. re- 
veals that vehicle assemblers are purchasing from 95 to 100 per- 
cent of the parts actually assembled into the vehicles as well as the 
concurrent spare parts furnished under these contracts. 

A breakdown of a contract issued to Reo Motors, Inc., at Lansing, 
Mich., shows the price of vehicles as $72,486,706.76. Concurrent 
spare parts ordered with those vehicles, amounted to $18,035,000, 
and miscellaneous items of $56,650, brought the total to $90,578,- 
356.76. 

A breakdown of the cost of the vehicles cost showed a material 
cost of $36,404,989.95 of which parts totaling $53,285,880.84 were 
to be purchased or 94.4 percent of the total material cost. 

In other words, 94.4 percent of the material was purchased from 
the outside 

Mr. Casey. Is the purpose of each of these contracts that you have 
outlined here to show the percentage of parts that are purchased to 
go into the vehicle, as well as to be furnished as concurrent spares? 

Mr. Scuarrer. That is right. 

Mr. Casry. Suppose you just go through the rest of these con- 
tracts and indicate the percentages of parts in each instance. 

Mr. Scuarrer. All right. 

Mr. Harpy. Might I raise this question? These figures that you 
have just given in this particular contract show that 94.4 percent 
of the material including parts which went into a vehicle, was pur- 
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chased from some other unit manufacturer by the vehicle assem- 
bler. 

Mr. Scuarrer. That is right. 

Mr. Harpy. Does that mean then that 5.6 percent of the material 
costs of the vehicle were supplied or manufactured by the vehicle 
assembler ¢ 

Mr. Scuarrer. That is right. 

Mr. Horrman. Is that Reo in this case? You say “assembler.” 

Mr. Harpy. Yes. 

Mr. Scuarrer. As to the Mack Manufacturing Co. at Allentown, 
Pa., all parts or 100 percent of the parts for the vehicles and the con- 
current spares were purchased from unit manufacturers. 

Mr. Horrman. It is then true that the Mack Manufacturing Co. 
didn’t make anything ? 

Mr. Scuarrer. That is right. 

Mr. Horrman. They bought the parts and put them together ? 

Mr. Scuarrer. That is right. 

Mr. Horrman. What dothey sell? What is this contract for? 

Mr. Scuarrer. This is for trucks. 

Mr. Horrman. It is the contention of the staff then that if the 
Ordnance wants spare parts, they shonld go out to the people that 
Mack bought from and buy them direct ? 

Mr. Scuarrer. Right. 

Mr. Horrman. That would mean setting up in Ordance a staff or 
clerical force which would have to acquire information as to who 
made these parts, and the staff would have to take a Mack truck all 
to pieces and learn where each part was made and find out what was 
a fair price, wouldn’t they? And Ordnance would need an inspec- 
tion service ? 

Mr. Scuarrer. They would probably have to put on some more 
help. 

Mr. Horrman. They would have to have an office force which would 
know where every single part that went into a Mack truck was made, 
wouldn't they ¢ 

Mr. Scnarrer. They know that now, sir. 

Mr. Horrman. How do you know they do? 

Mr. Scnarrer. They should know if they are procuring automotive 
parts. 

Mr. Horrman. If they are not buying from all the different—— 

Mr. Scuarrer. They are. 

Mr. Horrman. It all boils down to this: That it is the staff's con- 
tention that the Ordnance Department could do that business more 
efliciently at less expense than the Mack Co. can do it ¢ 

Mr. Scuarrer. Right. 

Mr. Horrman. That isn’t my experience with Government agencies. 

Mr. Harpy. There is more than one side to it. 

Mr. Horrman. You can get a truck from Mack cheaper than I 
could buy it from Ordnance if Ordance had to buy the parts and 
assemble them. 

Mr. Harpy. There has been no contention advanced with respect 
to the purchase of the truck. The contention is advanced with re- 
spect to the parts that have to be bought to replace parts in the truck. 

Mr. Horrman. Yes, and Mack, I assume, has a force set up to know 
just what they ought to pay if they bought them on a competitive 
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basis and to see that the parts meet specifications and get to the right 

place on time. What the staff would do is have the Ordnance Depart- 

ment set up another organization with reference to every one of these 
urchases who would have to have all that same information that 
ack has and uses. 

Mr. Harpy. | don’t think that is quite correct, Mr. Hoffman. 

Mr. Horrman. Maybe it is not. If it is only part way I am doing 
pretty well. It is a darn sight better than the Government does 
generally. 

Mr. Harpy. I think the point at issue here is that in buying replace- 
ments parts, they request bids from the original unit manufacturer 
as well as to the vehicle assembler. Now, why is it necessary to buy 
concurrent spare parts Trom the vehicle assembler when they are 
buying replacement spare parts through competitive bidding from all 
possible sources anyway? Since Mack buys everything that goes into 
their truck from some unit manufacturer, and the people in Ordnance 
are doing business with those same unit manufacturers, or at least are 
trying to—— 

Mr. HorrmMan. Some of them sometimes. 

Mr. Harpy. So then, why is it necessary, that is, why buy concurrent 
spare parts indirectly which, in this case, costs between 20 and 25 per- 
cent of the cost of the vehicle? 

Mr. Horrman. You want me to answer that ? 

Mr. Harpy. If you can. 

Mr. HorrmMan. Suppose I want a Mack truck and I buy it from 
Mack. Now, I am making batteries or you are making batteries for 
the Mack people, and you have a steady market and if you sell to 
Ordnance you have a steady market only as long as the war is on and 
expanding. The minute the war stops or the minute the war is off, 
then you have no market because Ordnance doesn’t buy any more. 
We had it in 1935, 1936, and 1937. Claims went way back to the Civil 
War, and we had it with World War II. Government orders stopped 
and a fellow builds a factory, the war is over and the Government 
doesn’t want any more. 

Now, in the meantime, you have cut off Mack, which assembles and 
provides a market for all suppliers. I used to drive a Franklin auto- 
mobile, and I can only talk about my own experience and it applies to 
all of this stuff. The springs used to go bad and the ignition system 
went wrong. I could go to Franklin and I'd buy and carry some 
extra springs, but if I had to go to the fellow that made the springs, I 
didn’t know who he was. Nor whether l would get the right spring. 
You say that Ordnance knows ? 

Mr. Harpy. Ordnance knows. 

Mr. Horrman. Yes, but that little fellow isn’t going to make it for 
Ordnance when he has no assurance of the future business. Nor has 
Ordnance the same efficient organization that Mack has. Boiled down 
it amounts to the proposition of establishing a new force of experts 
in Ordnance, bureaucrats, to take over a service now rendered by Mack. 
You know how that would work just as well as I. 

Mr. Harpy. I don’t think you are going to find particularly little 
fellows mixed up in this. 

Mr. Horrman. Following out this argument, Mack happens to be 
the one. It is no good at all. Reo is only a 5 percent and some manu- 
facturer but evidently an efficient assembler. 
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Chairman Harpy. I don’t think that is a correct expression »f the 
problem at all. The question that is involved is as to whether they 
should serve as a middleman for the spare parts that have to be 
bought. Maybe they should. I am making no final conclusion as 
yet with respect to it. 

Mr. Horrman. I don’t know either. But I do know that when the 
Government does it it always costs more. 

Mr. Harpy. However, since Ordnance knows where these parts are 
made, and since Mack has to buy every part that goes into the vehicle 
that is produced and considering the volume that Ordnance has to buy, 
I am not convinced yet that that indirect purchasing is a proper pro- 
cedure, unless you want to adopt a governmental policy of subsidiz- 
ing these people to keep them in business. 

Mr. Horrman. We are subsidizing most everybody. Most of all 
Federal agencies and departments. 

Mr. Harpy. I am still not going to subscribe to that policy as being 
a desirable one, unless it has to be done. 

Mr. Horrman. Neither am I. On that same theory, we are put- 
ting Mack out of business and we are transferring this force of 
Mack’s which does assemble the stuff or a like force into a Govern- 
ment agency. Ordannce has to have experts and you will have to 
put somebody in Ordnance that has the same information and ability 
and give them the same information that Mack has and do the same 
thing that Mack does. Only do it through Federal employees— 
always more expensive and less eflicient than private operation. 

Mr. Harpy. They are supposed to have people in Ordnance that 
have that information now. 

Mr. Horrman. You know what they will say: “We don’t get money 
enough. You have got to give us some more money, more employees 
if you are going to shove this over on us.” 

Mr. Harpy. “Certainly there is no intimation on the part of any 
of us who are pursuing this study to try to recommend a course until 
all of the facts are known. The question that is involved is a basic and 
fundamental one, as to whether it should be the policy of the Gov- 
ernment to buy the concurrent parts from the unit or basic source 
manufacturer direct. 

Mr. Horrman. It boils down to a contention then that Ordnance 
can do 94.4 percent of it more efficiently at less cost than can, in this 
case, Reo or Mack. 

Mr. Casry. Is there any contention in this part of the memorandum, 
Mr. Schaffer, that the Ordnance Department should do any assem- 
bling of completed trucks? 

Mr. Scuarrer. No, sir. 

Mr. Horrman. Not assembling, but to buy them 

Mr. Harpy. No. 

Mr. Horrman. What you say about your daialine here is that 94 per- 
cent of that business can be done by the Ordnance, by purchasing 
direct ? 

Mr. Casey. Not the completed truck. 

Mr. Scuarrer. Ninety-four percent of the concurrent spare-parts 
figure only. 

“Mr. Harpy. We are talking only about parts that go for replace- 
ment, not about the vehicle. 
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Mr. Horrman. I want to apologize for attempting to defend the 
Ordnance Department under this administration. I didn’t intend to. 

Mr. Harpy. We are not, at the moment at least, criticizing Ord- 
nance or the vehicle assemblers either. We are trying to get the facts 
on the table so that we can arrive at a conclusion after all the facts 
are known. 

Mr. Horrman. You gentlemen know all about it. I haven’t been 
in here before. 

Mr. Harpy. We don’t know about it. We are trying to learn, too. 
I am trying to educate myself along with you. 

Mr. Scuarrer. On a similar contract with the Diamond T Motor 
Co., purchased parts that went into the assembled vehicles and the 
concurrent spare parts were all purchased 100 percent from the basic- 
source manufacturer. As to the Studebaker Corp., purchased parts 
that went into the assembled vehicles totaled 9514 percent. As to the 
concurrent spares that were furnished, 9514 percent were also pur- 
chased from basic sources. 

Mr. Casey. Before you go further in each of these contracts, you 
have in this memorandum set out the total dollar amount of the con- 
tract and split that up as between the amount paid for the completed 
vehicle and the amount included in that contract for concurrent spare 
parts ? 

Mr. Scuarrer. That is right. 

Mr. Casey. Is there any recognized percentage of the total dollar 
amount of the contract that is generally included for concurrent spare 
parts ? 

Mr. Scuarrer. No; there is no recognized percentage dollarwise, 
because the parts are selected as between industry and Ordnance, and 
they are selected on the basis of past experience as to which parts will 
need to be replaced over a certain period of time. 

Mr. Casey. That might vary according to the vehicle ? 

Mr. Scuarrer. That is right. A check of the concurrent spare 
parts furnished by Willys-Overland under contract W-20-089-ORD 
4758, dated May 31, 1949, for 4,000 M-38 jeeps and 40 sets of spare 
parts, showed the following: Standard hardware items common to 
military vehicles and supposed to be purchased in bulk, 437 items; 
parts common to all jeeps and already in stock, 208 items; other parts, 
including tires, tubes, and batteries, 1,015, or a total furnished under 
this contract of 1,660 items. The tires, tubes, and batteries are also 
supposed to be purchased on a national level. 

Mr. Casey. In this tabulation, you have broken down the con- 
current spares furnished under this particular contract into three 
categories, standard hardware items, common parts, and the miscel- 
laneous parts? 

Mr. Scuarrer. That is right. 

Mr. Casey. What are standard hardware items? 

Mr. Scuarrer. Standard hardware items are items such as door 
handles, screws, and washers that ordinarily would be procured in 
large bulk by the Ordnance Department and carried in all of their 
various depots, repair shops, and maintenance shops. 

Mr. Casey. What are parts common to all jeeps? Are those parts, 
as I understand it, that would not necessarily have to be purchased 
from this particular manufacturer for use on these particular ve- 


hicles? 
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Mr. Scuarrer. That is right. Those are parts which, regardless 
of the model number or the type of jeep that was ordered, w vould be 
common to that jeep as well as all other jeeps that had been ordered 
in the past, and I will bring out later that those have been purchased 
for some time on a replenishment-part basis and in large quantities. 

Mr. Harpy. Well, now, do I understand from this analy sis that the 
set of concurrent spare parts furnished on this contract comprised a 
total of 1,660 parts? 

Mr. Scuarrer. Yes, sir. 

Mr. Harpy. And there were no other parts other than these 1,660 
that you have received? The reason I raise that is that you show 437 
parts, which are standard hardware parts common to military ve- 
hicles. 

Mr. Scuarrer. That is it. 

Mr. Harpy. Then you show 208 parts, which are common to all 
jeeps. 

Mr. Scuarrer. That is right. 

Mr. Harpy. Then you show other parts, including tires, tubes, and 
batteries, of 1,015. Does that include also parts that are peculiar to 
this particular order of jeeps? 

Mr. Scuarrer. The 1,015 would; yes, that would include parts 
peculiar to that particular jeep. 

Mr. Harpy. You said they include tires, tubes, and batteries. What 
is the actual number of parts, if you have it, that are peculiar to 
that particular order of jeeps? 

Mr. Scuarrer. Well, it would be somewhere around 1,000. I don’t 
have the actual figure on that. But, if you eliminate tires, tubes, 
and batteries, it would come down to about 1,000 parts. 

Mr. Harpy. Well, now, would that mean that you would have 
1,000 parts in this concurrent purchase for which it would be unlikely 
that there were any already in inventory ¢ 

Mr. Scuarrer. Yes; on the basis of our check, those are parts which 
would not have been stocked previously by Ordnance. In other 
words, it is probably a new model. The parts were different, and 
they could only be used for this particular model of jeeps, and, of 
course, any subsequent models of the same type that might be 
purchased. 

Mr. Harpy. With respect to that, approximately 1,000 parts there, 
either a concurrent order had to be issued or direct’ procurement 
would have to be made for those 1,000 items in order to have some 
on hand to take care of repairs on these jeeps ¢ 

Mr. Scuarrer. That is right. Yes, sir. On July 26, 1950, Willys 
was awarded contract DA-20-089-ORD-9196, for 8,357 M-38 jeeps 
and 84 sets of spare parts. This time tires, tubes, and batteries 
were eliminated. However, the 645 standard hardware items and 
common parts were yee included. That is the figure of 437 and 
208. On October 6, 1950, Willys was awarded contract DA-20- 
089-ORDHIGO1FS, for 13.762 M-38 j jeeps and 138 sets of spare parts. 
In this contract all the hardware items with 12 minor exceptions 
were eliminated. The common items, however, were not eliminated, 
referring to the 208 items. Schedules have been prepared with com- 
parative prices paid under regular procurement as compared with 
prices allowed Willys-Overland on common jeep parts procured as 
concurrent spares. Schedules have also been prepared on the same 
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basis for concurrent spare-parts procurement from Chrysler Corp., 
Reo Motor Car Co., and International Harvester Co. 

The schedules, exhibits 21 to 24, indicate that the prices allowed 
under concurrent spare-parts procurement are considerably in excess 
of those paid by OTAC on replacement-parts procurement. 

I will read a few examples of the price comparison that was made. 
For example, on Ordnance contract No. 8615FS with the Chrysler 
Corp., one item, the concurrent spare-part unit cost was $3.74; the 
replacement part unit cost taken from the Ordnance records was 
$2.57 [exhibit 21]. Another item, $4.06—— 

Mr. Casey. Before you get to that second item, on that particular 
item, the price that was allowed in the contract with Chrysler for the 
~~ as a concurrent spare was $3.74, and that contract was dated 

ecember 6, 1950; whereas the $2.57 figure represented a purchase of 
that same part from Chrysler as a replacement, and was dated Feb- 
ruary 1950. Do you have a figure that is comparable as to the time 
in December 1950? 

Mr. Scuarrer. Yes. We have a figure that was taken—that is, a 
purchase that was made in December 1950 from the McQuay-Norris 
Co., and the cost. was $1.78. 

Mr. Harpy. For the same part ? 

Mr. Scuarrer. For the same part that Ordnance paid $3.74 to 
Chrysler for as a concurrent spare part. 

Mr. Harpy. At approximately the same time ? 

Mr. Scuarrer. At approximately the same time. 

Mr. Casey. In the other examples you give us, you should take the 
figure that is comparable as to time. 

Mr. Scnarrer. Item 2. The concurrent spare-part cost was $4.06; 
and in another purchase made during the same period of time, Decem- 
ber 1950, from McQuay-Norris, the cost was $1.86. 

Mr. Casey. Do you know whether McQuary-Norris actually was the 
unit manufacturer of that part? 

Mr. Scuarrer. To my knowledge, they are the unit-source manu- 
facturer. 

Another item was purchased in December 1950 as a concurrent spare 
part from Chrysler at $2.46; and in January of 1951, 1 month later, 
the same part was purchased from United Auto Service as a replace- 
ment part at $1.94. 

Another item was purchased as a concurrent spare part in December 
from Chrysler for $7.09, and in December of 1951 the same item was 
purchased from New Process Gear as a replacement part at $6.02. 

Mr. Casry. Will you give us the last item on page 2 of that exhibit / 

Mr. Scuarrer. That part was purchased at $6.18 as a concurrent 
spare part, and in November of 1950 the same part was purchased 
from Chrysler Corp. as a replacement part for $5.53. 

On exhibit 22, Contract Ordnance 9194, dated January 3, with the 
Reo Motor Car Co., an item was purchased as a concurrent spare part 
for 10 cents; and 1 month earlier, December 1950, the same item was 
purchased as a replacement part from the Accurate Parts Co. for 4 
cents. 

An item was purchased for $4.94 as a concurrent spare part in 
February 1951. On January 3, the same item was purchased as a re- 
placement part from United Motor Service for $3.43. 
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An item cost 9 cents as a concurrent spare part in January 1951; in 
February 1951, the same item was bought from the General Motors 
Corp., Guide Lamp Division, as a replacement part for 4 cents. 

Contract No. Ordnance 9196 with the Willys-Overland Motors, Inc. 
[exhibit 23], an item was purchased as a concurrent spare part for 
$0.52, and the same item was purchased in October 1950 as a replace- 
ment part from the Victory—that should be Victor Manufacturing 
& Gasket Co—for $0.26. 

An item was purchased in January as a concurrent spare part for 
15 cents. The same item was purchased in the same month from the 
same company, Willys-Overland, and cost 12 cents, as a replacement 
item. 

An item purchased as a concurrent spare part at a cost of $5.87 
was purchased as a replacement part in October 1950 from the Fed- 
eral Mogul Service at $1.60. 

An item purchased as a concurrent spare part cost $2.44 in November 
of 1950, and a cost of $1.26 as a replacement part from the Burd 
Piston Ring. 

An item costing $3.60 purchased from Willys-Overland as a con- 
current spare part was purchased in September 1950 from Willys- 
Overland as a replacement part for $2.36, 

Mr. Casey. I do not think we need any more. 

Mr. Horrman. Wait a minute. You had one from Willys-Over- 
land for $3.60. Wasthat January 3, 1951? 

Mr. Scuarrer. Yes; January 3, 1951. 

Mr. Horrman. You compared that with the price in September 
before ? 

Mr. Scuarrer. That’s right. 

Mr. Horrman. Was there any increase in wages and material cost? 

Mr. Scuarrer. There may have been. We took the nearest pur- 
chase—— 

Mr. Horrman. Would it be fair to figure that in if there had been? 

Mr. Scuarrer. Possibly. 

Mr. Horrman. Possibly? You mean surely; do you not?— 
certainly ? 

Mr. Scuarrer. I am merely taking the figures as they were quoted, 
and a know whether they had any increased cost during that 
period. 

Mr. Horrman. You are telling what the Government paid on Janu- 
ary 3, and then you are telling how much cheaper they got it in Sep- 
tember of 1950, before that time. 

Mr. Harpy. That is a 3-month differential. There could have been 
a price increase in that period of time. That was the closest date 
that was available for comparison. 

Mr. Horrman. It was the best the staff could do; I realize that. 
You know, you paid $1.92 for round steak in Washington the other 
day, and now you can get it for $0.89, just within a couple of weeks 

ere. 

Mr. Harpy. Those are conditions we have to take into account, and 
it is well to point out that there may be some variations in the costs. 

Mr. Horrman. So, we shouldn’t say 

Mr. Harpy. You cannot make a direct comparison. 

Mr. Horrman. No. 
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Mr. Harpy. Except on those items purchased during a comparable 
period of time. 2 - 

Mr. Horrman. Yes. What did this contract G—162 et cetera, et 
when you consider the difference between $3.60 and $2.36. 

Mr. Harpy. That is correct. You cannot make a flat finding on 
that particular item. 

Mr. Horrman. But somebody may jump to that conclusion. 

Mr. Casry. The item just above that one was purchased from 
Willys in January 1951, the same month. It was included in the 
contract of January 8, 1951, at 5 cents and purchased from Willys 
as a replacement part at 2 cents. 

Mr. Horrman. He did not read that one before. 

Mr. Scuarrer. No. I would like to read another item in answer 
to the Congressman’s question, and my reason for answering in such 
a manner. <A concurrent spare part that was purchased for $22.87, 
January 3, 1951, was purchased from Willys-Overland in November 
1950 for $20.03. In February of 1951, which is a month later, it was 
purchased at $20.51 as a replacement part, which would indicate on 
that particular part that there was not too much of an increase. 

Mr. Harpy. I think those are enough illustrations. 

Mr. Horrman. The only point I was trying to make is that you 
cannot take this thing and figure—— 

Mr. Harpy. It is not final; no. 

Mr. Horrman. No. 

Mr. Harpy. We all recognize that. 

Mr. Scmarrer. Shail I read International Harvester ? 

Mr. Harpy. Yes. 

Mr. Scnarrer. Contract Ordnance 9197, (exhibit 24), with Inter- 
national Harvester Co., in December 1950. A concurrent spare part 
was purchased for $0.38, the same part purchased in November 1950, 
from the Wagner Electric Corp., cost $0.30. 

Another item costing $3.90 as a concurrent spart part was bought 
a January 1951, and 1 month later from Bendix Westinghouse at 

2.29. 

Another item costing $0.91 as a concurrent spare part in December, 
purchased in the same month of December from the Dole Valve Co. 
as a replacement part for $0.38. 

An item costing $186.57 as a concurrent spare part in December 
1950, was purchased 6 months later in June 1951, from the Continental 
Motors as a replacement part at $130.65. 

Mr. Casey. Mr. Schaffer, do you know whether or not Continental 
Motors would be the manufacturer of that part ? 

Mr. Scuarrer. I am sure they would be in that instance. 

Mr. Cassy. They would be the manufacturer of the part? 

Mr. Scuarrer. Yes; that is right. 

, ane HorrmMan. Do you have any idea how many they bought for 

130% 

Mr. Scuarrer. No, sir; I have not. 

Mr. Horrman. Have you any idea the amount they got when they 
paid $186? 

Mr. Scnarrer. It might be in our work papers back in the office, 
but I do not have the quantities with me. 

Mr. Horrman. Of course, the size of the order might make some 
difference in the price. 
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Mr. Scuarrer. Pretty generally the replacement part might be 
higher, the quantities, I mean. 

There is an item on page 3 of exhibit 24, purchased in December 
of 1950 as a concurrent spare part for $3.37, and the same item was 
purchased in October of 1950 from Continental Motors as a replace- 
ment part at $1.91. 

The last item was purchased as a concurrent spare part in Decem- 
ber 1950, at $2.63, and was purchased during the same month as a 
replacement part from Continental Motors at $1.64. 

Returning now to the prepared statement (exhibit 1)—— 

Mr. Horrman. Before you go back to that, Mr. Chairman, this 
$2.63 item, was that for a spare part that came with the vehicle or 
motor or whatever it was? 

Mr. Harpy. That’s right. 

Mr. Horrman. From whom did the Ordnance buy that? What 
did they buy? 

Mr. Scuarrer. Which item is it? 

Mr. Harpy. The last item you read, on exhibit 24. 

Mr. Scuarrer. You are talking about the $2.63 cost ? 

Mr. Horrman. Yes. What did this contract G—162 et cetera, et 
cetera—what was that for? 

Mr. Scuarrer. For so many jeeps. 

Mr. Horrman. How many jeeps? 

Mr. Scuarrer. So many sets of spare parts. 

Mr. Horrman. For how many jeeps? 

Mr. Scuarrer. I don’t have that figure available, but it was for an 
original order of jeeps plus a certain quantity of concurrent spare 
parts. 

Mr. Horrman. We will say, so many wheels and let it go at that. 
A month later, Ordnance wanted to buy so many more wheels, we will 
say. 

Mr. Scuarrer. Right. 

Mr. Horrman. At that time it only cost them $1.64? 

Mr. Scuarrer. Right. During the same month they bought them as 
a replacement part to stock in the warehouses. 

Mr. Horrman. From whom did they buy the jeep? 

Mr. Scuarrer. The jeep was: bought—this is not a jeep in this 
particular instance but a truck, was bought from International Har- 
vester Co, 

Mr. Horrman. But International did not make it ? 

Mr. Scuarrer. I don’t know that they made it. 

Mr. Horrman. They did not make this spare part ? 

Mr. Scuarrer. I do not have the figures on this particular contract 
as to how many parts they made and how many were purchased from 
the outside. 

Mr. Horrman. Don’t you know how many of these trucks Inter- 
national made and how much they bought? For instance, like Mack 
trucks, they might have bought all of the parts that went into the 
truck ayd-just put it together. You do not know whether they did or 
did not ? 

Mr. Scuarrer. On International, I do not have the figures; no, sir. 
T have the figures on the other companies, such as Reo. 

Mr. Horrman. You do not know whether they made the truck or 
just assembled it ? 
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Mr. Scuarrer. I know that they are a vehicle assembler, I can say 
that. 

Mr. Horrman. You know International makes a lot of merchan- 
dise? 

Mr. Scuarrer. Most of the parts would be purchased the same as 
the other vehicle assemblers. 

Mr. Horrman. Doesn’t International Harvester Co. make things? 

Mr. Scuarrer. Yes, they do. That’s possibly in the same propor- 
tion that Chrysler or any other vehicle assembler of that nature might 
make. Pretty generally in the truck industry, most of the parts are 
purchased and they merely act as assemblers. 

Mr. Harpy. Let’s go back to exhibit 1. 

Mr. Scuarrer. The 208 parts common to all jeeps that were already 
in stock as replacement parts, and also procured from Willys-Over- 
land as concurrent spare parts, were checked to the OTAC stock con- 
trol records. The records showed no procurement for several years on 
96 of the items with large quantities on hand as of April 1949. 

Based on the highest years issued from 1946 to 1949 inclusive, the 
supply on hand as of April 1949, was sufficient to last from 1 to 104 
years. 

I refer now to exhibit 25, for a list of those items. We have the 96 
items listed, showing the inventory on hand as of April 1949, and 
the highest year’s issue and dividing those figures we get the year’s 
supply on hand. I will read typical examples from the list of 96 items. 

Mr. Casey. Before you get into reading the particular items, what 
are these parts? 

Mr. Scuarrer. These are parts that were common to all jeeps, re- 
gardless of the model. 

Mr. Casry. In other words, they were included as concurrent spares 
in contracts that were being executed currently, parts they already had 
a supply on hand of, and that is what this table attempts to do, namely, 
show how much they had on hand ? 

Mr. Scuarrer. That is right. 

Mr. Harpy. These are all relatively minor items; are they not? 

Mr. Casey. As far as cost is concerned ? 

Mr. Scuarrer. As faras cost is concerned ; yes. 

Mr. Harpy. They are all relatively minor items, but they are com- 
mon items which were on hand in the various depots? 

Mr. Scrarrer. Right. 

Mr. Harpy. In OTAC inventory ? 

Mr. Scuarrer. Yes. 

Mr. Casey. You might read the first 10 items. 

Mr. Scrarrer. Item No. 1: Inventory on hand as of April 1949 
was 531,224 items. The highest year’s issue in the 3 years was 15,258, 
which would indicate on the basis of that usage, 34.8 years’ supply 
on hand. 

Mr. Casty. What 3 years did you take for the usage figure ? 

Mr. Scrarrer. The years 1946 to 1949. 

Mr. Harpy. Of course, you have to bear in mind that those were 
nonwar years where your rate of issue would be low. 

Mr. Scuarrer. That’s right, Congressman, but the contract was 
also awarded before any particular emergency and we could not fore- 
see the Korean development at that time. 











432 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Harpy. That gives you a little better comparison when the 
contract was awarded during a so-called peacetime year and you 
compare it with similar years. 

Mr. Scuarrer. That is right. 

Item No. 2: Inventory on hand in April 1949, 685,504. The highest 
year’s issue was 19,079, which would indicate 35.9 years’ supply on 
hand. 

Item No. 3: There were 286,255 on hand, the highest year’s issue was 
15,271 or an indicated 18.7 years’ supply on hand. 

Mr. Harpy. I do not think you need to read any further. 

Mr. Horrman. Right there, you will recall that way back in 1935 
and 1936, along in there, we had saddles and bridles from World War 
I. Is it not true that you will always have surplus? Isn’t that one 
of the things that bothers us all the time? I would ask the witness, 
how much less surplus will we have on these various items he has 
indicated here if Ordnance buys direct from the producer rather than 
from the assembler ? 

Mr. Harpy. That is not the point involved, the amount of surplus. 

Mr. Horrman. He has a supply for one item of 18 years. Are we 
critical of that? 

Mr. Harpy. The point is that it is rather unusual when you have 
a heavy supply on hand, and then continue to buy them. 

Mr. Horrman. Would they buy any less if they bought direct from 
the manufacturer or assembler? 

Mr. Casry. No. 

Mr. Horrman. They would have just as much. 

“ Harpy. The question is whether they should have bought it 
at all. 

Mr. Horrman. We are not talking here about assembles and para- 
sites and so forth. We are talking about the Ordnance Department 
buying too much. 

Mr. Harpy. That is the point in this particular discussion. 

Mr. Horrman. I hope you gentlemen note that. 

Mr. Harpy. I do not think there is any need to read any more of 
these items. 

Mr. Horrman. You say that is 18 years’ supply ? 

Mr. Scuarrer. Yes. 

Mr. Horrman. Based on what? 

Mr. Scuarrer. Based on 

Mr. Horrman. How much they are using now ? 

Mr. Scuarrer. No. In 1949, at the time this concurrent spare 
parts contract was let and we compared what was purchased, or rather 
what was ordered in that contract, with the highest number of parts 
that had been used in any one of the 3 years from 1946 to 1949. 

Mr. Horrman. All right. Just let’s see where you get. They do 
not know and I assume you do not know, how long this war is going 
to last and what territory it is going to cover. If one of these con- 
tracts was for wheels on a truck, then you have Korea and you do 
not know whether you are going to have Suez, Iran, Indochina and 
the Armed Forces in Europe, do you! So you do not know whether 
it isan 18-year supply or whether it is not. 

Mr. Scuarrer. I explained to the Congressman previously as I 
already explained to the chairman, these figures were based on 
1949-——— 
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Mr. Horrman. That is not the proper basis at all, because nobody 
knows how many they are going to use. 

Mr. Harpy. The reason for it is this: When the contract was let, 
this contract buying these items was let prior to Korea also. 

Mr. Horrman. Yes. 

Mr. Harpy. In other words, the purchase was made during a so- 
called peacetime year of these additional parts, when the highest rate 
of issue during that similar period indicated that they had all those 
large quantities on hand. 

Mr. Horrman. Yes. We have more than $40 billion for defense 
now during peacetime years, and Congress is all the time appropriat- 
ing additional sums. We appropriated dollars enough for 30 years’ 
ordinary existence. 

Mr. Harpy. That still does not justify the procurement of items 
of which you have such a heavy supply on hand, when you can see no 
need for it. 

Mr. Horrman. We appropriated in the last Congress for one outfit 
that had $20 billion on hand they had not spent it and could not 
spend it during 1951, but we appropriated—how much was it? Any- 
way, we appropriated so much to them and they cannot spend it be- 
cause neither the facilities nor the raw material are available. The 
surplus dollars the Congress appropriates at the request of the Gov- 
ernment is more shocking than anything Ordnance does. 

Mr. Harpy. I am afraid you can find a lot of illustrations like that. 

Mr. Horrman. Yes. We should not be too hard on them. 

Mr. Harpy. We are not being too hard here. The fact that Con- 
gress permits a uct does not necessarily excuse the Ordnance De- 
partment. I am perfectly willing to take my share of the responsi- 
bility of the errors I make in Congress. 

Mr. Horrman. We gave them the money to buy the 18 years’ supply 
in the first place. 

Mr. Harpy. We did not tell them to buy this stuff. 

Mr. Horrman. We did not tell them what to buy, we left it to them. 
Maybe they thought we would be in a war all over the world. If they 
had not had it then, the papers would have said that a stingy Congress 
did not give them the money. 

Mr. Botiinc. Mr. Chairman, you brought out quite properly that 
the cost of most of the individual items was relatively low. However, 
I multiplied out one item, item 31 for a gasket, cover front axle hous- 
ing, at a cost of $0.056 with an inventory of 921,602 on hand, and the 
highest year’s issue 8,846, and the year’s supply on hand at 104.1— 
just for curiosity, I multiplied the inventory value of that out and 
it comes out to $51,000. So, despite the small cost of the individual 
a. there is a tremendous amount of inventory value represented in 
this list. 

Mr. Harpy. Quite obviously, unless this war goes on for a long 
period of time and we use these things at a much higher rate than we 
have in the past, we are going to have to dump some of this stuff at 
some time. It is pretty hard to see how you could use up 104 years 
supply, even on peacetime usage, they are going to have to be dumped, 
so, it does not make too much sense to keep on buying. That is the 
point at issue here. 

Mr. Meaper. Referring to this item 31 that Mr. Bolling just asked 
about, Mr. Schaffer, I want to be sure I understand this. Is it your 
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testimony that in April 1949, when the Ordnance had on hand 921,000 
of these items, they ordered additional gaskets, cover front axle 
housing ¢ 

Mr. Scuarrer. As a concurrent spare part. 

Mr. Meaper. How many did they order at that time? 

Mr. Scuarrer. I do not have the figure on that, but it was compar- 
able to whatever percentage of sets they would buy. 

Mr. Mpaper. What explanation can you give, out of your investi- 
ration in this matter, why they would buy additional parts when they 
had 104 years’ supply on hand based upon their peacetime experience / 

Mr. Harpy. I think you better let Ordnance do that. They are 
going to do that in a few minutes. 

Mr. Meaper. I thought perhaps he had some indication. I would 
like to know, in line with Mr. Hoffman’s remarks, whether Ordnance 
is going to take the position that this kind of purchasing is justified ? 

Mr. Harpy. Ordnance will answer that directly. 

Mr. Horrman. My comment is, that Ordnance is no more at fault 
than is Congress. We appropriated $90 billion in the last year, and 
$90 billion is something. 

Mr. Scuarrer. That concludes that portion of the report pertaining 
to the concurrent spare parts. 

Mr. Harpy. All right, Mr. Schaffer, you may step aside. 

Mr. Horrman. I would like to see the comparative percentage on 
unnecessary purchases by Ordnance and unnecessary appropriations 
that the Congress made. 

Mr. Harpy. That might be a very enlightening and interesting 
document. 

Off the record. 

(Discussion off the record.) 

Mr. Harpy. General, do you want to comment on this discussion or 
do you want to have somebody comment ¢ 

Mr. Cary. General Deitrick would like to make an opening state- 
ment, and Colonel Engler and Colonel White will primarily speak 
on this point. 


FURTHER TESTIMONY OF BRIG. GEN. CARROLL H. DEITRICK, 
COMMANDING OFFICER, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General Derrrick. Gentlemen of the subcommittee, we are not per- 
fect, we know. We make errors in our business and if we do, you 
and the public certainly have a right to know about it and we have 
the right to be very red-faced about it. We, in our operations, are not 
going to be hesitant about telling the public or telling you when we 
make errors, because it is their money, your money, and my money that 
has to pay for these errors. Some of these errors, however, might not 
be as bad as they look. Let’s admit that we make some, but the Army 
feels that the policy, as a policy, is good whether we fail sometimes in 
the exeeution of that policy or not. 


Mr. Harpy. You have gotten yourself new in the same situation, 


General, that the Congress is in, as Mr. Hoffman has indicated. We 
are not going to hold you to any unique position of being the only 
one that makes mistakes. We acknowledge that the Congress is not 
infallible. So, we are all in the same boat to a certain extent. How- 
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ever, that does not excuse us from seeking to avoid making mistakes 
and from trying to correct the ones we already made. 

Gen. Derrrick. That is quite correct. The general Ordnance 
policy with respect to the procurement of concurrent spare parts is 
to purchase along with the vehicle, a supply of parts for 1 year plus 
9 months to fill ‘the pipeline—21 months’ supply—from the vehicle 
manufacturer. Aside from the parts bought concurrently, a group 
of so-called “parts common,” including such items as batteries, tires 
and tubes, is lumped with replenishment spare parts and purchased 
directly from the basic manufacturer. Efforts are being made to de- 
crease further the number of parts which are purchased with the 
concurrent set. A great many items, however, are subject to engineer- 
ing changes, or new parts, and hence must be bought concurrently. 
Some, in fact, do not have detailed Government. specifications. 

The policy of buying spare parts concurrently with the vehicle is 
one which prevailed during World War I] and was a subject of 
inquiry by the ‘Truman- Mead committee in 1944. This system has 
been time tested and is not only sound, but absolutely essential to 
effective military procurement. In fact, there 1s an Army order 
stating that in some instances vehicles shall not even be accepted 
unless the assembler furnishes spare parts with them. The subcom- 
mittee staff has claimed that the Army could save a substantial mark- 
up by purchasing directly from the basic manufacturer of the spare 
parts. Yet, in connection with replenishment spare parts, the sub- 
committee studies have demonstrated the difficulty, if not impos- 
sibility, of dealing with the basic manufacturers directly. 

The Army recognizes the problem of proving with figures the wis- 
dom of its policy of buying spare parts concurrently with the vehicle. 
The subcommitiee claims that lar ge dollar savings could result if the 
Army could buy the parts directly from the basic manufacturer, 
which it cannot, in the light of industry practice. 

The Army must w eigh the additional dollar cost occasioned by pur. 
chasing indirectly, from the vehicle assembler, against the savings 
in costs of contract administration, plus the assurance of having en- 
gineering changes coordinated to match the vehicles being produc ed, 
and the further assurance of timely delivery, adequate inspection, and 
consistent quality. These intangible, but, nevertheless, paramount. 
advantages cannot be measured in 1 dollars and cents. 

Experience over many years has conclusively proven that it is nec- 
essary to procure concurrent spares along with the vehicle in order 
to insure that spare parts, matching the vehicle’s specifications, will 
be on hand when needed. These are called concurrent spare parts. 
Purchased from the vehicle manufacturer, they come from the same 
source as the parts in the vehicle, are properly inspected, and guaran- 
teed to perform. They provide insurance for continued operation of 
the vehicle until sufficient experience is gained upon which to base re- 
quirements for replenishment spares. 

Whenever any new vehicle is designed and built, complications 
immediately arise. A large percentage of components and parts used 
to make these new vehicles are speci al. The manufacturer or assem- 
bler of the vehicle, through his normal trade channels, develops sources 
of supply for such special parts to meet these new requirements. 
Furthermore, since the initial production is not tried and proven, he 

92669—52——29 





436 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


will make many engineering changes to attain the standards required 
for combat use. Such changes are promptly passed on to his parts 
manufacturers in order to keep obsolescent parts out of his produc- 
tion line. 

Ordnance, at the same time, must maintain a constant stream of 
spare parts and components flowing forward to the combat. areas so 
that parts and the vehicles they match will reach maintenance shops 
together. Experience has proven that the only way we can assure the 
meeting in maintenance shops of vehicles and coordinating parts 
during a vio of frequent changes is to obtain the parts from the 
same producer. 

The need of concurrent spares exists not only for the newly de 
signed but for continuing procurement of the same models. Engi- 
neering changes persist throughout the manufacture of the equip- 
ment, and synchronized scheduling of new parts is continually re- 
quired. Perhaps it is not realized that during World War II even 
the jeep underwent numerous engineering changes. Frequently these 
changes involve parts of the manufacturer’s own design, which could 
only be obtained from other sources with the greatest difficulty. Much 
of the inspection and administrative responsibility is left with the 
vehicle manufacturer. Only by requiring the vehicle assembler to 
furnish parts concurrently with the vehicle can we be assured of 
timely delivery, coordinated changes in parts, and guarantee of ‘ade- 
quate inspection and quality equal to the parts initially supplied as 
a part of the vehicle. The Army has but one contract to pti 
whereas we would have many hundreds of contracts if basic parts 
manufacturers alone were used as suppliers. We use the engineer- 
ing, purchasing, expediting, and inspection services of an organization 
whose competence has been proven in a highly competitive field. We 
believe this practice provides greater security and, in the long run, 
cheaper prices. 

In Detroit, at the tank-automotive center, a list of concurrent parts 
is developed that will meet our demands until our maintenance ex- 
perience has established a better basis. While there was a period after 
the Korea campaign opened when speed of procurement would not 
permit, normally such lists are carefully reviewed by Ordnance main- 
tenance and supply personnel before they are approved for procure- 
ment. This procurement from the vehicle producer is the only pro- 
cedure that has proven effective in solving our problem. 

Second year, and later, parts requirements for vehicles already in 
use are procured on a replenishment basis. These we are procuring 
today almost exclusively through formal advertising. 

In final summary then, some of the reasons for purchasing concur- 
rent spare parts from the vehicle manufacturer are: 

(a) Engineering changes, so coordinated that the spare parts will 
match the vehicles being produced at a given time. For maximum 
flexibility, when vehicle schedules or orders are changed, concurrent 
spare parts orders are automatically changed, and parts of the manu- 
facturer’s own design assured. 

(+) Timely delivery and scheduling, assured so that shortages and 
surpluses of spare parts are minimized. Possible refusal to accept 
vehicles unless concurrent with parts is a means of assuring that parts 
are delivered promptly. 
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(c) Adequate inspection and consistent quality: Ifthe vehicle man- 
ufacturer uses parts every day in vehicle as well as component assembly 
and subjects them to continuous inspection they should be uniform. 

(d) Utilization of vehicle manufacturers’ personnel, who are or- 
ganized, trained, and experienced in purchasing, subcontracting, ex- 
pediting, inspecting, and implementing engineering changes and thus 
can concentrate on a sudden military program far more quickly than 
Government can recruit, train, and organize for the same purpose. 

(¢) Simplification of contract administration: The multiplicity of 
contracts with a flood of unit manufacturers, and the high frequency 
of changes would constitute a severe administrative burden to assume 
when the need for parts suddenly balloons. 

(7) Simplification of controlled materials plan or other controls: 
A vehicle manufacturer can more easily secure allotment of materials 
for spare parts along with vehicles than the one manufacturer who 
apples only for vehicles and another for the spares. 

(g) Adequate facility capacity, established for the amount of every 
item required in the vehicle assembly line as well as the spare parts. 
Such capacity is essential in the initial procurement of new vehicles 
and spare parts where there may be inadequate commercial sources ; it 
is mandatory with respect to combat vehicles. 

The policy of depending upon the vehicle manufacturer for the 
concurrent delivery of initial stocks of parts to service the vehicles 
they manufacture is sound. Every major departure from this policy 
has resulted in an unsatisfactory supply of parts, abnormal quantities 
of deadlined vehicles and superhuman effort to return to procurement 
concurrent with vehicles. Even now the reports of officers returning 
from Korea are stressing the imperative necessity of receiving spare 
parts contemporaneously with the arriving vehicles. 

If you will permit me a few observations which you may call hear- 
say, but, these things were brought out to a lot of us so strongly during 
the early days of World War II, when we tried to buy vehicles and 
parts separately. We had fields of deadlined vehicles for lack of small 
parts, which had failed and there was no replacements for them. It 
was not until, as I recall, the time when concurrent spares were made 
a policy that the picture brightened., We have recently an example, 
over here in Ohio, where we had a field of several thousand trailers 
which, under our present contract terms, we would not move until the 
contractor furnished the concurrent parts with those trailers, which 
he was equipped to make. We knew if we took those trailers from 
him, we would get them down the road and they would break down 
and we would have nothing to fix them with. That was a lever on the 
contractor to force the production of spare parts. 

There is also, perhaps, a psychological phase of this in the matter 
of pride of achievement. A man likes to be able to say and to boast— 
perhaps I should not say “boast”’—would like to be proud of the fact 
that he produced so many thousand tanks because that is something to 
talk about that the world knows. He will do that subconsciously, I 
believe, to the detriment of the spare parts business. He would sooner 
put the part into something that runs, something that goes out on flat 
cars so people can see, that he can be proud of, than build 10,000 tons 
of spare parts. The man who does that is the man we would like to 
see with a star in his crown. 
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During an emergency or during most times, most any time, it is hard 
to get people to make something which cannot be identified and which 
they cannot boast about and which does not have a publicity reaction 
or a reaction from their own pride. That, I think, is one of the reasons 
perhaps that we have been unable to get parts separately and had to 
resort to the current method. 

During the course of this discussion, you will hear other reasons 
and other aspects of this situation. 

Mr. Harpy. ‘Thank you, General. Thank you very much. Are there 
any questions ? 

Mr. Bo.irna. I have some questions, General. I note that in the 
first page and one-half of the statement, you emphasized very strongly 
and in various ways, one of the underlined difficulties, which you say 
is the difficulty, if not the impossibility of dealing with basic manu- 
facturers directly. Then you reiterate that point in the first paragraph 
on page 2, when you say: 

The subcommittee claims that large dollar savings could result if the Army 
could buy the parts directly from the basic manufacturer, which it cannot, in 
the light of industry practice. 

You indicated that apparently the first great difficulty in this pro- 
gram is the unwillingness of the basic manufacturers to deal with the 
Ordnance Department in this field, if I understand you correctly. Is 
that correct ? 

General Derrrick. That is correct. 

Mr. Botirnc. Now, I am interested in finding out for myself the 
history of concurrent spare parts as a practice. I gather that in the 
early days of World War II, it was not the practice, and that some- 
what later you adopted the practice. It seems to me that in effect, 
taking into account the difficulties that you are confronted with in the 
attitude of industry, perhaps, that what you are saying is that admin- 
istratively it was not feasible or found impossible to purchase the 
parts cheaply, and at the same time concurrently with the vehicles 
instead of buying them from the assembler concurrently; buying 
them at the same time that you bought the vehicles from the assem- 
bler, from the basic manufacturer of the parts at perhaps a lower 
price. Am I correct in that administrative difficulty which made it 
impossible ? 

General Derrricx. Mr. Bolling, I am unable to answer that question 
because I was not directly involved in that business. The recitation 
that I gave just now is based on my association with people who were 
in that business during the war. I cannot give you personally the 
history that you ask for. 

Mr. Botiine. At least, in theory, however, it would appear that the 
dilemma was an administrative difficulty and it was not a physical 
impossibility to buy concurrently spare parts from one source, when 
you are getting the complete assembled vehicle from another source. 

General Derrricx. May I introduce Colonel Engler, who is pre- 
pared to answer the question ? 


FURTHER TESTIMONY OF COL. J. E. ENGLER, INDUSTRIAL DIVISION, 
OFFICE OF THE CHIEF OF ORDNANCE 


Colonel Encier. With regard to the history, I believe that since 
1916 it has been Ordnance practice and policy to procure concurrent 
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spare parts with the equipment for which they are responsible. Now, 
it is also true that: just prior to the start of World War II, the first 
large procurement of motor trucks was initiated by the military and 
by a service other than Ordnance. In the initiation of that large 
procurement, it is also true that spare parts were not procured con- 
currently with that initial procurement. 

Mr. Boturne. That is when the Quartermaster Corps had that re- 
sponsibility ¢ 

Colonel Eneter. That is when procurement was started. I might 
also point out that that lack of procurement of concurrent spare parts 
was, I might say, disastrous at the time because a very large-scale 
maneuver was under way in the South and was bogged down to a great 
extent because of inability to get spare parts into the field to maintain 
those vehicles. As a result, the military was forced to immediately 
turn to big assemblers. They rounded up spare parts as quickly as 
they could and put them on vans and carted them down to the maneu- 
ver area in order to try to make up for that lack of parts. At the 
same time, Mr. Patterson, then Secretary of War, appointed a com- 
mittee to investigate that maintenance trouble and the problem with 
regard to keeping the equipment moving. In his report, he did men- 
tion the fact that the lack of spare parts was a very contributing fac- 
tor to this inability to keep the vehicles moving. 

Major General Gregory, then Quartermaster General, replied to 
that report. I can quote, sir; it is about seven or eight sentences. 

Mr. Botuine. Go ahead. 

Colonel Enauer (reading) : 

The Army was mobilized rapidly. The War Department issued instructions 
that motor vehicles would be delivered on definite and specific basis, which re- 
quired maximum production in order to receive these deliveries. Experience 
With untrained personnel and lack of supervision, resulted in many accidents 
and premature maintenance problems. The failure to obtain parts with initial, 
new vehicles, resulted in inability to repair these vehicles expeditiously. Had 
parts been purchased with vehicles, a lesser number of vehicles would have been 
received. 

Now that approximately 85 percent of initial requirement of motor vehicles 
have been delivered, parts are being received expeditiously and this situation 
is rapidly being corrected. Parts are now being purchased on the same purchase 
order with motor vehicles. 

Mr. Boring. Do I summarize correctly when IT say, as a matter 
of fact, with the exception of that one very short period, no attempt 
since 1916 has been made to purchase parts on other than a concurrent 
basis? 

Colonel Eneirr. There was one other example in an Ordnance 
procurement of light tanks, which I believe was referred to in detail 
in the Mead report or the Mead hearing. I believe I can locate those 
portions. 

Mr. Botuina. We can cite that by reference unless you wish other- 
wise. 

Colonel Eneurr. I am not certain this report would be properly 
identifiable. The paragraph is relatively short. Would you like me 
to read it? 

Mr. Boturnc. How long is it ? 

Colonel Enevrr. Fifteen lines. T quote: 

The same difficulties were encountered in an attempt to depart from the basic 
policy in cases involving combat vehicle spare parts. For example, on April 4, 
1942, on a requisition for approximately $11,700,000 worth of replenishment parts 
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for light tanks, Philadelphia Ordnance District endeavored to save money by 
buying the parts direct instead of through American Car and Foundry Co., the 
manufacturer of the parts of the tanks. The District proceeded to break down 
that requisition into about 100 sources of supply and ultimately 143 separate 
contracts were let. As of October 19, 1942, when 50 percent of the parts were 
to have been delivered, investigation showed only 25 percent actual deliveries 
and ten percent of the items not yet contracted for. The results were so dis- 
couraging, and the multiplicity of administrative detail and follow-up so difficult, 
that such practices were discontinued. 

Mr. Bouirna. Then to revise the summary, there are two examples 
of an attempt to buy parts concurrently, but not from the assembler. 

Colonel Encier. Two recorded examples, sir. Those also are the 
only two of which I have any direct knowledge. 

Mr. Botuinc. Do you, for example, personally feel that those two 
examples demonstrate beyond a shadow of a doubt that the only way 
to do it is by buying it through the assembler? 

Colonel Encier. I feel personally, sir, that I would not want to take 
the responsibility of attempting to procure through a system which 
has not proven itself, with an end result that there are some problems 
and some doubt as to whether or not we would have the parts avail- 
able when we need them. Also, the breakdown in transportation that 
we might incur by that failure to get those parts. 

Mr. Botitine. How much would the situation be altered in your 
opinion, Colonel, if the whole problem were thoroughly understood 
by tho industry, and instead of their showing some reluctance to 
achieve, let us say, a common objective to get the parts at the right 
place at the right place with the vehicle as cheap as pean at a reason- 
able price—if there was complete cooperation on the part of industry 
and if they understood it and if they assisted in the coordination prob- 
lem, which I recognize is a very great one, how much would that alter 
the situation ? 

Colonel Ene er. In my opinion, the procurement of concurrent 
spare parts contains within that procurement certain variables which 
are directly tied in with the procurement and production of the vehi- 
cles. The only way in which we can be assured that we would get 
the vehicles on schedule plus concurrent parts on schedule, is to assign 
a single responsible person to see that the complete job is done. In 
other words, it is my opinion that the divided responsibility will lead 
to failure. In selecting a person singularly responsible for that job, 
I certainly believe that the Ordnance Corps should look towards the 
automotive industry to carry a job for which they are eminently suited. 

Mr. Boiiine. Now, Colonel, again this is partly theory and partly 
based on your actual practice. The industry is aware of the policy 
of your buying concurrent spare parts from the vehicle assemblers. 
They are, I suppose, increasingly aware that you feel that this policy 
is the only answer. Therefore, any given vehicle assembler is in a 
position of knowing that if he gets the vehicle contract, he does not 
have any particular competition on concurrent spare parts, is that not 
correct ¢. 

Colonel Eneier. That might be true. However, we believe that 
we have other procurement tools which we are always strengthening 
all the time which will assure us that we can more than compensate for 
that feeling on the part of industry. 

Mr. Botirne. How? 




























































































PROCUREMENT OF AUTOMOTIVE SPARE PARTS 441 


Colonel Ener. By procurement tools, I meant the use of the 
price redetermination article in our negotiated contracts with in- 
dustry, Which provides for repricing not only of the vehicles them- 
selves but of the spare parts. That repricing is obtained in the form 
of a regular contractual form that we use called Form 2-B, Price 
Redetermination Article. That means specifically, that when a manu- 
facturer has completed a set percentage of vehicles, not more than 40 
percent, we will say normally, at which period he should have gone 
through his starting up production and he should be in a position to 
relatively stabilize his cost at that point. We then have the benefit 
of an audit of the costs and negotiations between the contracting officer 
and contractor to determine what price the Government will pay 
for the end item and the parts. That price is retroactive and applies 
from that period back to the start of the contract, as well as to the 
next forward period. 

Mr. Botitine. Now, Colonel, I am a little concerned about how 
much that device was used. For example, in the items that were 
brought out in the comparative price statements of the staff, for 
example, it would seem to me very pertinent that any one of these 
examples where you have a specific month involved and you find a 
price—we will use the first one in the first exhibit, exhibit 22, $3.74 
for concurrent parts, unit cost and a replacement part unit cost of 
$1.78 in the same month, it seems to me that unless your price redeter- 
mination is taking into account these other prices, those being ex- 
tremely important indications of what the actual cost is, then redeter- 
mination is not working very well. The point that I am trying to 
make is despite your price redetermination clause and procedure, the 
vehicle assembler is in the position of knowing there is no competition 
on concurrent spare parts because of your enunciated, firm, 100-per- 
cent policy, if these tools available are not being used in the price re- 
determination process, then I still think that the policy in itself is 
creating additional cost, that is, the mere existence of the policy. 

Colonel Eneier. With regard to those particular examples that 
you have there, I believe that the price is used as the concurrent part 
price of the prices as established by the contractor for the initial ap- 
proval of the award and, no doubt, are the prices indicated by those 
particular contractors as the cost which they are listing as cost for the 
purpose of price redetermination. I must, however, at this point 
make it clear that we have not yet completed the price redetermination 
on any of those particular listings that you have there. 

Now, in the price redetermination, I also wish to point out that the 
contracting officer does not negotiate each individual item of spare 
parts, but he took into consideration the cost, the listed cost of those 
items and also, in comparison with other costs which he has available, 
to arrive at an over-all cost of the set. So he is actually negotiating 
a set cost rather than each individual line item of spare parts. 

Mr. Boing. Colonel, what is the usual percentage in price redeter- 
inination clauses, 5 up and 10 down? 

Colonel Eneuer. The normal percentage is unlimited downward 
in every instance. We set no limit on downward price revision—that 
is unlimited. The approved policy on the upward revision—the 
normal policy on upward revision—has a limitation of 25 percent up- 
ward, although there are exceptions. In other words, there are lesser 
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amounts than the redetermination or greater amounts, depending upon 
the particular contract and the particular conditions at the time. 
However, it is always unlimited downward. 

Mr. Botxine. In other words, it would be possible in these in- 
dividual items, although you handle them in bulk rather than as in- 
dividual items—it would be possible to take into account the percentage 
downward as a sample in dealing with the individual assembler on 
a price redetermination matter, and if you found the price should 
come down 50 percent, you would be in a position legally to bring it 
down? 

Colonel ENGLER. Thatis right. The answer is “Yes. 

Mr. Botuine. You do not feel that the knowledge on the part of the 
industry that you do not intend, under any condition, to veer from the 
concurrent purchase from the assembler has an effect on the price of 
the concurrent spare parts? 

Colonel Enever. It is hard for me to answer that question, because 
1 do not feel that I am qualified to say what the reaction of industry 
is to it. We do believe, in picking these men to do this job, we pick 
reliable, efficient management and we certainly—as an example, in 
those particular items it would be the first step that should be taken 
by the auditor or contracting officer in evaluating those particular 
costs, to compare the cost with a particular contract charge—that a 
particular contractor charges us for that part going into our vehicles 
as against the cost of that particular item going into his commercial 
production. Now I certainly-expect it should be no higher than that. 

Colonel Wurrr. May I add one point to that ? 

The ordnance district, the Fourteenth Ordnance Procurement Dis- 
trict, who have the administrative job of contracting for and nego- 
tiating these vehicles and concurrent spare parts contracts, conduct 
all these negotiations from OTAC. We furnish to them comparative 
pricing on the replenishment buying of common items that may be 
bought in the replenishment picture, so that the negotiator through 
the various phases of the price redetermination, has information on 
which to base those negotiations. 

Mr. Botiinc. I see. General, I have one question that bothers me a 
good deal and perhaps one that you would prefer not to answer. I 
would like to know whether your own attitude, whether the policy in 
this procurement is that the Government should get, No. 1, at least as 
good a price as any wholesale distributor, or No. 2, the best price. 
Now, my own feeling is that because of the volume of business and 
for a number of other reasons, that the Government should be able to 
expect voluntarily treatment from assemblers, from unit manufactur- 
ers, that was the best treatment they gave to anybody. I am curious 
to know what your own attitude is. If you wish not to answer the 
question, it is perfectly all right. 

I should also like to know what the policy of the Ordnance Depart- 
ment is with respect to these two policies. 

General Derrrick. You are still talking on concurrent spare parts? 

Mr. Botzrna. IT am talking about everything now. This is a broad 
question on all procurement. 

General Derrrick. My personal opinion is we should get prices 
which are as low prices as are given by the industry to its most- 
favored customers. 
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Mr. Botiinc. Does anybody have anything to add to that? Would 
that. be a fair statement of the Ordnance Department policy ? 

General Derrrick. Of course, that is my personal opinion and 
feeling. 

Mr. Boruc. Your feeling would be that it should be as low, but 
that the Government should not expect to get better treatment than 
the most-favored customer ¢ 

General Derrrick. I think we should try to, and we should at least 
get as low. That is my opinion. 

Mr. Botuine. At least as low, and we should try to get better 
treatment ¢ 

General Drrrrick. Yes. 

Mr. Botiine. I will follow up on that with the industry repre- 
sentatives. That is all I have. 

Mr. Harpy. Let the record show that Mr. Meader is present. I 
believe I failed to announce that earlier, after he came in during 
Mr. Schaffer’s testimony. 

Now, there are just one or two questions about this price- 
redetermination proposition. I would like to have supplied the 
number of contracts during the last 6 months of the last fiscal year 
for concurrent spare parts, which, in fact, did carry a_ price- 
redetermination clause [exhibit 57]. 

I would also like to have, in addition to the number, a statement 
as to the percentage of total contracts for concurrent spare parts 
which that represents | exhibit 57]. 

I would also like to know what action was taken with respect to 
price redetermination on those which did contain a clause permitting 
price redetermination [exhibit 57]. 

I believe, Colonel, that you said that you had not completed any 
price redeterminations under your contracts for spare parts. 

Colonel Eneuer. I referred to these examples which you gave here. 
I said that in those particular examples we have not completed price 
redeterminations on those particular items. We have the three 
district representatives here, and that can be verified by the three 
district representatives. I believe that the price redetermination 
has not been completed on any of these specified items on any of these 
contracts that you have used as examples. 

Mr. Harpy. Let me ask you this: Have you completed any price 
redeterminations on contracts entered into in the last 6 months of 
the last fiscal year, with respect to any single contract for concurrent 
spare parts ¢ 

Mr. Lazurr. We will have to look at the records for that. 

Mr. Harpy. Can you answer that? Do you have knowledge of 
having initiated price redeterminations on concurrent spare parts in 
any single contract entered into in the preceding fiscal year? 

Mr. Lazurr. I will have to check the record on that. 

Mr. Harpy. So, although you testified that you have a price-rede- 
termination clause, you have no knowledge, as of now, that it has been 
utilized in any single instance with respect to concurrent spare parts? 

Colonel Enever. It is being utilized right now. In fact, the price- 
redetermination process of making the price redetermination is now 
in process for many of our contracts. The Cleveland district, with 
regard to the Willys-Overland contract, is right now in the act of mak- 
ing the price redetermination. 
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Chairman Harpy. With respect to what contracts and when were 
they let ? 

Colonel Eneter. I will have to call on the Cleveland district. 

Mr. Lazure. Might I explain that the price redetermination, go 
article, as Colonel Engler pointed out, or ecine used is Form 2-B 
article, which prov ides that 40 percent—that at the 40-percent point of 
production we will then get the costs which are audited by the Army 
audit agency, which is not an Ordnance agency. At that time, the 
price goes backward on the contract to cover that 40-percent period, 
and we have a right to price forward for a 90-day period. 

Mr. Harpy. That is after 40 percent of the production on a par- 
ticular contract ? 

Mr. Lazure. Right. In these contracts, we have not reached that 
40-percent point. We are in the process of auditing or in one cf the 
phases of the price-redetermination action. 

Mr. Harpy. Do I understand then, with respect to the contracts 
entered into in 1949 and 1950, of which we have had examples here, 
that 40 percent of those contracts have not been filled ? 

Colonel Eneier. Forty percent may have been filled. The price- 
redetermination action includes it. The audit is lagging behind the 
40-percent point. In other words, at the exact 40-percent point we 
do not then have the exact figures to figure the prices, or fix the prices 
although they are based on that point to go back. Within each 90- 
day period subsequent to the 40-percent point, we can again reaudit 
it. Maybe the contracts in many cases will be almost completed before 
we will come up to the final prices; so, we provide to hold back certain 
funds to cover those situations where we are going to recoup money 
under that price-redetermination action. 

Mr. Casey. Mr. Lazure, do you know of your own knowledge that 
there is in existence any contract which covers a procurement of con- 
current spare parts that does, in fact, contain a price-redetermination 
clause ? 

Mr. Lazvre. I think the four examples the subcommittee mentioned 
all contain it, but the districts are represented here and they can state 
that asa fact. I cannot state it as a fact. I think, however, they all 
do. 

Mr. Harpy. Let us have the information requested as to the number 
of contracts for concurrent spare parts which do contain a price-re- 
determination clause, together with the percentage of the total number 
of contracts for concurrent spare parts during that particular period, 
and also a statement as to what action has been taken with respect to 
redetermination on the ones that do contain the clause and when that 
action was initiated [exhibit 57]. 

Mr. Casey. We might have now a statement from the gentleman 
from the Cleveland district as to whether these four contracts do, 
in fact, contain a price-redetermination clause. 


TESTIMONY OF FRED ORNSTEIN, CHIEF, TANK AUTOMOTIVE 
DEPARTMENT, CLEVELAND ORDNANCE DISTRICT 


Mr. Casry. What is your name? 

Mr. Ornsrery. Fred Ornstein. 

I can state, with respect to the Willys-Overland contract DA-20089 
or 9196, that it does contain the price-redetermination provision of 
the type that Colonel Engler mentioned. 
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Mr. Casry. What part did you play in the execution of this con- 
tract, Mr. Ornstein ? 

Mr. Ornsrern. The Cleveland Ordnance District did not negotiate 
the contract originally. I did play a part in the execution of a sup- 
plemental quantity that was placed on that contract. 

Mr. Harpy. Can you tell us what percentage of the contract is 
completed ? 

Mr. Ornstern. That contract is entirely completed now. 

Mr. Harpy. Can you tell us what action has been initiated with 
respect to price redetermination ¢ 

Mr. Ornstern. An audit it being performed by the Army audit 
agency. 

Mr. Casry. What significance has this 40-percent completion date 
if you do not get around to redetermining the price until after the 
contract is fully completed ? 

Mr. Ornstetn. The costs which we use are the costs incurred to the 
40-percent point. You can appreciate that an audit cannot be per- 
formed exactly at that point and be completed at that point. It takes 
considerable time. 

Mr. Casry. Do you ever get the cost for the other 60 percent of the 
contract 4 

Mr. Ornstern. We attempt to project them; yes. 

Mr. Casry. Is it not a fact that the costs for the first 40 percent 
of the contract can be expected to be higher than the cost for the last 
60 percent ? 

Mr. Ornstern. On a first order; yes. 

Mr. Casry. How do you explain the fact that you are projecting 
the cost over a period of the contract when the cost can be expected 
to be higher than the contract as a whole? 

Mr. Ornstein. The contract of which you are speaking there, 9196, 
happens to be the second contract that was placed with the Willys- 
Overland people for this vehicle. Under those circumstances, we 
do not expect too much variation between the last 60 and the first 
40 percent. 

Mr. Harpy. Did the first one have a redetermination clause in it? 

Mr. Ornstein. Yes. 

Mr. Harpy. Was there any price redetermination made on this 
contract ? 

Mr. Ornstein. The final negotiations have not been completed. 
The audit has been completed and negotiation conferences have taken 
place between the contractor and the district personnel. 

Mr. Harpy. Approximately when? Approximately what date did 
those negotiations begin ? 

Mr. Ornste1n. I believe the month was June of this year. 

Mr. Casey. In other words, price redetermination does not mean 
that the Ordnance Corps has the right to redetermine the price, but 
that it merely leaves the price open for negotiation at some later date 
between the Ordnance Department and the contractor. 

Mr. Ornstein. The negotiator does not fix the price: no, sir. He 
negotiates a new price based upon experience, based upon an audit 
of contractor costs. 

Mr. Casey. I believe Colonel White. testified that he furnishes, or 
that the Tank-Automotive Center furnishes, to each of the districts, 
costs on these items according to the replacement prices that are paid 
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for that item. In other words, he was attempting to show that these 
figures that we have on exhibits 21 to 24 for replacement parts unit 
cost would be furnished to the people who are redetermining the price 
and would be used as a lever to try to work a better price out for the 
Government on concurrent spares. 

Mr. Ornstern. That is correct. 

Mr. Casey. I would like to ask Colonel White, why weren't those 
figures used in negotiating this second Willys contract ? Why leave it 
for price redetermination ? 

Colonel Wuite. I think at the time 05 contract: was negotiated, 
sir—do you recall the date, the second one? 

Mr. Casey. It is dated January 3, 1951. 

Mr. Ornstein. That was dated June 26, 1950. 

Mr. Casey. The first contract. 

Mr. Ornsrern. 9196 contract. 

Colonel Wurre. At that time, we had relatively little accumulation 
of cost experience on replenishment parts. We had not yet started to 
get that tabulated in a form that could be sent to the various districts. 

Mr. Casry. Have you executed any further contracts at Willys- 
Overland along the same line as these two ? 

Mr. Ornstein. Yes. 

Mr. Casry. Have those costs been used as a basis for cutting the 
price on concurrent spares in the new contract ¢ 

Mr. Ornstein. Those costs were not available at the time these addi- 
tional contracts were executed. 

Mr. Casry. When did they first become available ? 

Colonel Wurrr. T would have to call on Mr. Jones or Mr. Sipe for 
the answer to that question. I do not recall the exact date. 

Mr. Ornsrern. I can answer for when they became available to us; 
perhaps that would answer your question. 

Mr. Casey. When did they become available to you? 

Mr. Ornsrern. In the latter part of August or the first part. of 
September 1951. 

Mr. CasEy. 1951 ? 

Mr. Ornstetn. Yes. 

Mr. Harpy. I believe then that this information must not have 
become available to you as early as it was available to me. 

Mr. Ornstern. That might be. I do not know. 

Mr. Casey. Who is in a position to say when this tabulated informa- 
tion was available to the Ordnance Corps or anyone in the Ordnance 
Corps! Do you know, Colonel White? 

Colonel Wuirr. We had, of course, in the contract files at OTAC, 
all awards made on IF B procurement. The problem we had, of course, 
was to get enough people to extract that, tabulate it and distribute it 
to the district. It was about the middle of last summer when we were 
able to get to that point. 

Mr. Casey. I am wondering whether or not the activity of our staff 
has had anything to do with the tabulation of this information ? 

Colonel Wurre. I think it helped in doing it; yes. 

Mr. Casry. Was it the practice of Ordnance to tabulate this kind of 
information before we went after it / 

Mr. Horrman. Before we went after whom ? 

Mr. Casey. After the information. 
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Colonel Wurre. I would have to call on Mr. Jones, I believe, for 
that answer. I feel sure, however, that we were doing some work in 
that direction at the time. 

Mr. Lazure. I would like to state generally for Ordnance that we 
did start the practice of getting price dissemination and instructed 
our centers to do so. However, the mechanics of doing it take quite 
a while in certain of these fields, and I do think the subcommittee’s 
action had an effect on speeding up some of this dissemination. We 
are not, by any means, in the position on 400,000 line items about which 
we have to disseminate costs, where all our cost data is out. However, 
we are working forward to it. I would not like to state unequivocally 
that is being done by all of our centers. I understand we are moving 
out inthe ammunition field to do it and moving in the tank-automotive 
field to do it. Whether we will ever get to the point where we can 
do it 100 percent, I do not know, but we are moving in that direction. 

Mr. Harpy. This leads me to ask one question which more or less is 
general in nature, but still applies to this question of concurrent spare 
parts. 

If you cannot have any comparison, what was the basis on which 
your people negotiated a price with the vehicle assemblers for the 
concurrent spare parts ¢ 

Mr. Lazurr. I think we are prepared to discuss that. They are 
general again and an estimated figure, which the contractor and our 
people utilize for the purpose of getting the contracts started. 

Mr. Harpy. But you must have some basis for an estimate ? 

Mr. Lazure. I think they can answer that specifically. 

Mr. Casey. Who is prepared to answer that ? 

Mr. Ornstein. We can answer that for the negotiations with 
Willys-Overland. 

Mr. Casey. Are you talking about the original contract negotiation 
or the price redetermination ¢ 

Mr. Ornstern. Both. 

Mr. Casry. Did you negotiate the original contract ? 

Mr. Ornstein. Under the current contracts that are being let, yes. 
I cannot speak for the No. 1 contract, which is contract 4758, nor 
ean I speak for the original letting of 9196. As to the other—as to 
the original basis of negotiations, I can only tell you what our prac- 
tice is. 

Mr. Harpy. Let us get that. Let us find out just what your basis 
is for trying to arrive at a reasonable and equitable price on con- 
current spare parts when you are negotating a contract. 

Mr. Ornsrein. I will be glad to answer that. 

Mr. Harpy. Go ahead. 

Mr. Horrman. On this M—20—— 

Mr. Harpy. He cannot speak on this particular contract. He did 
not negotiate that contract. He can give us the practice currently 
being followed. 

Mr. Ornsternxn. We, as I believe Colonel Engler indicated, negoti- 
ated the prices of these 1,200 to 1,500 line items that appear in the set 
of spare parts on the basis of the complete set. We do not attempt to 
negotiate each individual price. The basis of our negotiations with 
W illys- Overland has been that wherever a part costs them $1, we will 
pay them $1.40 for that part based “ge these considerations: The 
cost from a vendor to Willys-Overland, or the price, as you might 
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put it, which Willys-Overland has to pay to a supplier of that part, 
or in lieu of that, the factory costs where the part is manufactured by 
Willys-Overland. That represents this $1 for illustrative purposes. 
To this is added 2 cents, representing freight charges, and in addition 
to that, there is added a 5-cent administrative charge G. and A. In 
addition to that, there is added a handling charge of the parts depart- 
ment at Willys-Overland, which varies but which at the time of 
negotiations was running 16 percent. 

Mr. Harpy. Sixteen percent é 

Mr. Ornsrern. Sixteen cents, in this illustration. That totals $1.23. 
In addition to that, there is an excise tax which amounts to 5 percent 
of the price, or 7 cents on the price of $1.40, so that gives us $1.30. 

Mr. Harpy. One dollar and thirty cents against the price of $1.47? 
Did you add 7 cents to the $1.40? 

Mr. Ornstein. No, the 7 cents is included in the $1.40. I just 
wish to correct one statement I made, and that is with reference to 
the 16 percent for handling. That is figured at 16 percent of the 
sales dollar, which would be converted to $0.21 in our example, based 
upon the dollar of cost. So that brings us roughly to $1.28 exclusive 
of profit and exclusive of excise tax. Adding profit, which would 
run about 41% cents, would bring you to that figure of $1.40. 

Mr. Harpy. So you take the cost to the vehicle assembler and add 
40 percent to it to determine the price which the Government will 
pay‘ 

Mr. Ornstein. We accept that as a basis for negotiation in ad- 
vance of knowing—in advance of price redetermination. 

Mr. Harpy. You do that on an over-all basis for a set of spare 
parts ¢ 

Mr. Ornstein. Yes. 

Mr. Harpy. You cannot arrive at the price of that set of spare 
parts unless you know the cost of the components ? 

Mr. Ornsvtern. That is right. The components are priced based 
upon that formula. 

Mr. Cassy. May I ask 

Mr. Boitinc. Let me understand this. In the example using $1 
of cost, does that include the freight from the original manufacturer 
to the assembler ¢ 

Mr. Ornstern. No. 

Mr. Bourne. Two cents is then the cost of freight 

Mr. Ornstein. Incoming freight and handling. 

Mr. Boutine. There are a couple of things I would like to find out. 
Where is packaging! Where is freight from Willys to the point of 
destination? Does the Government pay the freight from Willys, 
or pick it up at Willys? 

Mr. Ornstein. Packaging is an addition to this basic price of $1.40. 

Mr. Bouturne. What is packaging on a percentage basis / 

Mr. Ornstein. Roughly, 35 percent. 

Mr. Botirne. On the final $1.40 you add 35 percent of the $1.40 
for packaging ? 

Mr. Ornstein. Yes, I could say that roughly, yes. 

Mr. Botting. That is taken into account in the negotiations? 

Mr. Ornstein. Yes. 

Mr. Botiixe. What about quantity? Who controls what is in a 
set of spare parts’ How is it done? 

















of 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 449 


Mr. Ornsrern. We obtain our authorization from the Ordnance 
Tank Automotive Center as to what quantity and what parts to buy. 
We do not determine that. 

Mr. Bouirne. I do not know who would be the right person to 
answer this—it may not be you—this question relates to the standard 
hardware items and parts common to all vehicles of a certain category 
such as tires, tubes, and batteries. How does it happen that we find in 
certain contracts for so-called concurrent spare parts that those items 
are included? We find, I gather, that progressively the practice has 
been minimized and there is less and less of that. 

General Derrrick. That is not within the tield of this gentleman. 
We have an expert on that, who can testify later, if you like, or I can 
call him now. 

Mr. Bouuine. 1 would like to have him now, I believe. 

Mr. Cary. Are we now on this next issue of the comparison with 
stock control ¢ 

Mr. Botuinc. No, I am curious on one simple thing. 1 want to find 
out who and how there is determined what concurrent spare parts 
there will be in a set of concurrent spare parts. 

General Derrrick. That could be answered by Colonel Connerat. 

Mr. Harpy. You have already been sworn? 


TESTIMONY OF LT. COL. W. H. CONNERAT, CHIEF, FIELD 
SERVICE, ORDNANCE TANK AUTOMOTIVE CENTER 


Colonel ConNerat. Yes. 

Mr. Botiinc. The thing I would like to get clear in my own mind is 
how there is a determination made on what will be in a set of con- 
current spare parts! Who makes that determination / 

Colonel Connerat. We do at the Ordnance Tank-Automotive Cen- 
ter determine what will be in the set of spare parts and the quantities 
of those particular items. It is determined as the result of experience 
supporting those particular vehicles. You can say it stems from the 
practices of the Army field forces in their maintenance operations to 
support the vehicles in the various echelons of maintenance. 

Mr. Botiinc. What items would be excluded and what items would 
be included ina set? I do not mean that you should list each item but 
what kind of items would be included and what kind of items excluded 
in a set of concurrent spare parts by policy and not by practice ? 

Colonel ConNERAT. By policy, tires, tubes, batteries—I should say 
by practice rather than policy—tires, tubes, batteries, electro-items 
and other items of that nature would be excluded and also standard 
hardware items that are not utilized by the vehicle manufacturer in 
the manufacture of the vehicle itself because of certain plating or 
protection that those items must have when they are sent to storage. 

Mr. Botiinc. What about parts common to that particular category 
of vehicles? I do not know whether I used the right word when I 
said, “category”—all jeeps. 

Colonel Connerat. No, sir. 

Mr. Bouirne. They are included in concurrent spare part sets? 

Colonel Connerat. That is right, that is true, with the exception 
of those items in long supplies. 

Mr. Botuine. This is practice? 

Colonel Connerat. This is practice. 








450 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Botitne. What is policy? 

Colonel Connerat. That is policy, I should say then. From Army 
regulations we can state that, “Parts already on hand or on procure- 
ment in sufficient quantity will not be procured concurrently with the 
end item.” However, I would like to explain our position as regards 
to the particular contracts to which you have referred. Before stock 
on hand can be determined as either in long or short supply, the obli- 
gation against those stocks must be calculated. The requirement for 
the Korean campaign, the military defense assistance program, and 
the rebuilding of approximately 250,000 combat vehicles and the 
greatly accelerated use of military vehicles created tremendous de- 
mands on our existing stocks. The extent of these demands could not 
be determined until the latter part of the fiscal year 1951. So, in order 
to assure support for the new vehicles during ‘that period, a manage- 
ment decision was made in July 1950 to buy all items required to sup- 
port the new vehicles until we could determine those items in long 
supply. This insurance to support the new vehicles cost the Govern- 
ment less than one-half of one percent of the price of the concurrent 
spares procured on contracts concerned. 

The items in long supply have now been deleted by engineering 
changes or are not being procured concurrently. We overbought only 
359 items that were in long supply out of approximately 120,000 line 
items that we had to review for stock activity in the fiscal year 1951. 
Of these 3 359 line items, 300 were less tena 50 cents each, 50 were less 
than $5 each, and only nine were over $5 each. 

In other words, we took out insurance. i the first part of the fiscal 
year, when we had so much activity to support in the existing fleet, 
that we could not take the risk of not supporting those new vehicles 
coming in—— 

Mr. Botiine. Colonel, I certainly agree with the approach to that. 
It ismy impression that the contracts we are discussing were let before 
Korea. 

Colonel Connerar. That is quite true, but for delivery probably 
after the Korean campaign started. 

Colonel Encier. As an example, in the case of the Willys-Overland 
contract, the contract was let very early-—I do not know the specific 
date—but they started production in 1950. 

Mr. Botuine. But the contract was let before Korea 

Colonel Encirr. For design, engineering and production at a later 
date. 

Mr. Botiinc. With no quantity involved? The quantity did not 
involve so many concurrent spare parts. 

Colonel Eneuier. The list of spare parts was not determined at this 
time. At that time, I imagine that an average percentage was used 
in order to get the contract moving and then, as the information was 
built up, then the contract was firm with a firm list of spare parts. 

Mr. Botuine. Let me understand. Was the contract let for a cer- 
tain number of vehicles as of a date prior to the beginning of the 
Korean conflict / 

Colonel Encier. Yes, that is correct. 

Mr. Botiine. And the firm-up on the sets of concurrent spare parts 
came presumably after Korea ? 

Colonel Encuer. I do not know the specific answer to that. 
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Mr. Bouuine. Is my point valid or not? The point that the colonel 
has made is an execellent point, so far as post-Korea is concerned, but 
1am talking about something now that was pre-Korea. 

Colonel Connerar. Post-Korean instructions only were to buy 
parts peculiar to that particular vehicle. We couldn’t take the chance 
when Korea started, knowing that we had those tremendous demands 
on existing stocks falling flat on our face and not being able to sup- 
port the new vehicles as they came up. 

Colonel Encier. He has stated the policy prior to Korea, the policy 
was to buy only parts peculiar. 

Mr. Casry. Let me ask: Is this statement that you have read, a 
justification for the buying of items as listed on the exhibits that 
have been read where they go up to 104 years supply on hand ¢ 

Colonel Connerar. Yes. I would like to state, not in comparison 
with what the subcommittee’s records indicate, in item 1, 1 believe 
that was a gasket and you indicated that the highest year’s issue— 
years you picked out—was 15,258; yet, in 1945, during the war year, 
we issued 174,727 of those particular items. 

Mr. Casey. These figures that we took were the inventory on hand 
in April 1949; is that not so / 

Colonel Connerat. That is right. 

Mr. Casry. The highest year’s issue we took at that time for the 
vear 1947 through the vear 1949. 

Colonel Connerat. Nonwar years. 

Mr. Casty. The contract that you bought these concurrent spare 
parts on was let in July 1950. 

Colonel Connerat. The parts were not determined at that time. 

Mr. Casey. July 1949. 

Colonel Connerar. Those parts were not determined at that par- 
ticular time. The vehicles had not been completely engineered nor 
spare-parts lists made at that particular time. 

Mr. Harpy. That is something we need to have, because if that state- 
ment is correct, then our record would lead us to a false assumption. 
If your list of spare parts was set up after Korea, that is one thing, 
but if you placed an order for spare parts, ordering items that you 
had a tremendous supply on and placed that order prior to the Korean 
incident, your whole argument with respect to insurance is invalid and 
the whole argument with respect to repeat orders on these items of 
which you had so many, is invalid. There is a question of timing 
there, that does play a significant part. The thing I am interested in 
knowing is whether or not your system absolutely broke down, or what 
was wrong. 

Colonel Connerat. No, sir. We did that absolutely from a manage- 
ment decision that came down from the Chief of Ordnance to protect 
or support new vehicles coming in, which we could not determine at 
that time. 

Mr. Harpy. Let us have the date on which these determinations 
were made, as to what these parts were to consist of in the pre-Korean 
contracts. 

Mr. Bourne. One other point which has not been answered as yet, 
and that is the question, Who determines what is going to be in a set 
of concurrent spare parts. 
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Mr. Lazure. May I raise a point? Supplemental No. 11 entered 
December 6, 1950, provides for spare parts in this particular contract. 

Mr. Casry. September 6, 1950? 

Mr, Lazure. December 6, 1950. 

Mr. Harpy. There are no concurrent spare parts contained in the 
original order ? 

Mr. Lazure. They had an amount for parts peculiar but we in- 
cluded in that contract—this is subject to correction by these people 
who put it in—an amount of money for parts peculiar but the firmed- 
up list of the concurrent parts was furnished that contractor in Sup- 
plemental No. 11 to the contract on December 6, 1950. 

Mr. Botzine. Then we should have not only known what happened 
then precisely, but also what was involved in the general estimate in 
the original contract. It seems to me that it would be very pertinent 
and the general estimate would be something that should be furnished 
as well as the firmed-up list. I would like to pursue this question. 

Colonel Connerat. Do you still want the list as to when these lists 
of parts were firmed-up? 

Mr. Harpy. In other words, this whole thing, this whole comparison 
is predicated on a time element. If the spare parts, the concurrent 
spare parts were bought at the time of the initial order, were ordered 
ut the time of the initial order, prior to the Korean outbreak, then it 
certainly indicates that a bad policy was in existence or it was not 
being followed, one or the other. The thing we are primarily in- 
terested in is whether or not it has to be corrected. If your coneur- 
rent spare parts were determined subsequent to the outbreak of the 
Korean situation, and were based on your estimate of needs from 
stock on hand because of the critical situation over there, that is an 
entirely different picture from what it would have meant if your order — 
had been placed earlier and had been just a haphazard proposition 
which, on the face of it, it appears to be. 

Mr. Horrman. There is one thing that comes right in there too. It 
is Just possible that some of these gentlemen in Ordnance making 
these purchases had the same idea that General Willoughby and some 
others did, namely, that there was going to be trouble and it was 
inevitable and they did not propose to be caught short. Some people 
knew that war was coming. Some people know now that we will be in 
it again if things keep on as they are—at least, they think they do. 
Maybe they were looking ahead. 

Mr. Harpy. I would be perfectly happy to give them credit for 
foresight. 

Mr. Horrman. I would rather have supplies for 100 years than have 
the men who do the fighting be short of something for 60 days. 

Mr. Harpy. You and [agree on that. 

Colonel Encirr. I wonder if, I could insert in the record certain 
pertinent policies from the higher echelons with regard to this con- 
current spare parts, and also a brief analysis of the situation which 
might in some instances clarify some of the points which we have now 
been discussing ? 

Mr. Harpy. Go right ahead, but bear in mind this policy does not 
mean too much unless it is followed. 

Colonel Encier. The basic policy with regard to first a definition 
of concurrent spare parts and general policy on concurrent spare parts 
is set forth by an Army regulation 700-70, dated June 25, 1951, 
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Mr. Harpy. Tell me if the policy coincides. It is considerably later 
than the contract we have been discussing. 

Colonel Encter. I was going back to the general concurrent spare 
parts situation in an attempt to clarify the part we missed to tie the 
thing together before we got into this particular detail again. 

A definition of “concurrent parts” is given in this Army regulation 
as follows: 

Parts procured to provide for initial issues to using and maintenance organ- 
izations, plus 1 year estimated base depot replenishment requirements for 
echelons, plus any additional distribution requirements applicable to the equip- 
nent Concerned. 

Then also in this particular document it sets forth the policy that 
Colonel Connerat has stated. Army Regulation 700-70 is by direction 
of the Chief of Staff. 

On January 5, 1951, a directive was issued by the Assistant Chief 
of Staff, G4, to all of the technical services, wherein he states: 

You are directed to coordinate the delivery of concurrent spare parts with the 
delivery of end items, particularly where the end item is a new one for which no 
spare parts are in stock. 

Experience in World War II showed a reluctance on the part of many con- 
tractors and in some cases of the Army, to produce the necessary concurrent spare 
parts. A natural desire to obtain early a high end-item production is one factor 
to be considered. Another factor is that the Army’s ratio of spare parts to end 
items is, of necessity, higher than commercial practices and the Army’s demands 
upset the normal practices and routines of industry. 

All products for end items and concurrent spare parts will contain a clause 
denying payments to the contractor, at the will of the Army, if he is behind in his 
deliveries of concurrent sets of spare parts. Further, it should be our normal 
practice to obtain the necessary concurrent sets of spare parts from the end-item 
contractor in order that the Army may be relieved of a large and expanding load 
of engineering, inspection, packaging, scheduling of spare parts, and other ad- 
ministration in this important field of activity. 

That is signed by Lt. Gen. T. B. Larkin, Assistant Chief of Staff, 
G—4, That is the policy sent down to us by G—4 and Ordnance fully 
subscribes to that. policy. 

I might say that the principal objective in the procurement of con- 
current spare parts is to obtain those parts at the right time and the 
right part at the right place and in the quantity required. We believe 
that any system which does not assure that those objectives are met 
is of no value to us, and in that instance, of course, costs become 
academic, 

From a military standpoint, the availability of spare parts spells the 
difference between operable and nonoperable transportation, the differ- 
ence between success and failure to our forces in combat. As Chief of 
Supply and Maintenance for the Far East Command, from 1945 to 
1948, I learned that you can do a fairly good job with weak mainte- 
nance support if you have the spare parts, but that without the parts, 
the job is hopeless, regardless of the skill and ability of maintenance 
personnel. 

At the present time we cannot regard combat usage of our new 
equipment as something to worry about in the future. Vehicles now 
coming from production will shortly be in combat and they must im- 
mediately be supported with spare parts. 

From a military standpoint, we stand firm in our belief that con- 
current spare parts should be produced from the vehicle man- 
ufacturers. 
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Since 1941 we have departed from this policy on two instances and 
both times produced completely unsatisfactory results. The Army 
and the Ordnance Corps believe that a departure from the present 
system of procuring concurrent spare parts would involve a risk far 
out of proportion to any possible savings in money. 

Before going further, I wish to refer to the subcommittee staff 
study, wherein reference is made to two points: One, that we are 
procuring essentially a finalized vehicle design and, No. 2, that con- 
current spare parts do not accompany the vehicle but rather, are 
stocked in depots by line item. I wish to apologize to Mr. Casey and 
the subcommittee for this failure on our part to clarify these particular 
points. 

With regard to finalization of design, the completion of develop- 
ments, production, and testing of development, pilot models must be 
followed by a second phase wherein the vehicle is engineered in detail 
for production; a process which normally involves a considerable 
variation between the finalized detailed engineering for mass produe- 
tion as compared with the rather general engineering necessary for 
the toolroom fabrication of pilots. Regardless of the fact that you 
produce your pilots and you test those pilots over a considerable 
period of time, at the time you think that particular vehicle is ready 
and converted into an engineering vehicle susceptible to mass produc- 
tion, vou are bound to run into a considerable quantity of engineering 
changes. They are the normal thing to expect, and they do happen, 
no matter how thorough your initial pilot development phases are. 

In addition to this normal expectancy of a considerable number of 
engineering changes, we have been faced with the necessity of tele- 
scoping this development phase into the production phase in order to 
get production at the earliest possible time, because we have needed 
vehicles and we have needed them badly. 

With regard to the distribution of parts, spare parts are not shipped 
physically with the vehicle, and if we conveyed such an impression, 
we were in error, because we did not mean to say that. However, the 
parts, the concurrent parts, must be started through the pipeline in 
order to arrive at the other end of the pipeline at the same time the 
vehicles do, in order to support the vehicles. By “pipeline,” I mean 
the spare parts must go to the warehousing depot, and from there to 
the distribution depot, and if they go overseas to the ports in transit 
and overseas to the base depots and into the field maintenance shop 
down into the organizational maintenance shops, and they must get 
down there at the same time that the vehicle gets there, or the vehicle 
is of no use at all to us. 

I would like now to very briefly analyze the present system of pro- 
curing spare parts from purely an industrial and economic standpoint. 
We have talked about it from a military standpoint. There are two 
very major and predominant variables which affect vehicles, as well as 
concurrent spare parts production: these are engineering change 
orders and the production coordination of our production scheduling. 
We do net believe that it is logical or reasonable to separate concur- 
rent spare parts, which is bound to the vehicle production by the same 
variables as an entity and attempt to handle it on a separate basis. 
In other words, what I am saying is, that we have a packaging re- 
sponsibility and we believe that one concern or one agency should be 
charged with the responsibility of delivering to us a complete vehicle 
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with the concurrent spare parts. A division of responsibility will be 
inviting failure. 

The variables which I mentioned are engineering change orders and 
the production scheduling. First, with regard to engineering change 
orders, I might say that such changes are very frequent. They are in 
terms, in some cases, of hundreds of changes a month and that is not 
an abnormal amount of changes for a new vehicle coming into 
production. 

Mr. Botirnc. Would you make it a little clearer, what an engineer- 
ing change order is, and how it works? 

Colonel Eneier. Engineering change orders are a change in the 
particular drawing or specifications which in effect makes a change in 
the manufacture of a specific part. 

Mr. Botting. Where does it originate ¢ 

Colonel Eneier. The engineering change orders, they originate in 
several different places. The contractor himself may initiate or re- 
quest an engineering change order by reason of the fact that by so 
changing it, he can effect more efficient production or it may be he 
desires to go to a material which is less scarce than one he is now 
using. Ordnance could issue to the contractor an engineering change 
order where we feel it is necessary or desirable to make a change in 
operational characteristics of the vehicle, or finally, when the vehicle 
gets out into the field and in use, engineering change orders could come 
about as the result of deficiencies which are uncovered in the field 
operations. 

Mr. Bottrne. Who authorizes it? 

Colonel Enoter. The Ordnance Department authorizes it. 

Mr. Botiina. In every case, whether they come up from the manu- 
facturer or from the field ? 

Colonel Eneter. They do authorize them except that we do have 
a short cut to expedite such engineering changes. We do that by sta- 
tioning at the various key facilities, an engineering officer who can 
approve an engineering change affecting only that vehicle on the spot 
without a good deal of horizontal and time-claiming coordination, 
with regard to engineering changes, but they are complex. In many 
cases, our contractors have several sources of supplying a single item. 
They have flexible arrangements insofar as contractual provisions are 
concerned, in order to get changes put into effect and made. In some 
instances, changes may require a change in source in order to make a 
change in a particular part. In other words, we might have to termi- 
nate one source—the contractor might have to pull out of one source 
and go to another source. An engineering change order on a par- 
ticular part may also affect matching parts. In many instances, con- 
tractors have had to establish sources for these matching parts to 
effect the engineering change orders, or may decide to fabricate it in 
their own facilities. That is, fabricate certain major parts to effect 
the change order more rapidly prior to their sources getting into pro- 
duction with the change. 

What I am merely pointing out is that the assembler has a degree 
of flexibility in the handling of engineering change orders, which 
is not normally available to Ordnance, and Ordnance would be 
hard put to keep up with the coordination that is required and to 
stay on top of the things in such a manner as to assure that we are 
continuing to pour out parts that cannot be used on vehicles, and 
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we do not turn off the faucets fast enough and go over to the new 
type of part. It is of particular concern to us. 

The other particular phase which I discussed briefly, was the 
the production coordination. I might point out that in that in 
stance contracts are placed with industry or various subcontractors 
through the various tiers, but those contracts are not forgotten for 
one instant. From the time that contract is placed, that assembler 
has procurement people, expeditors, helpers on the job, engineers, 
seeing whether that fellow is going to deliver the part on time, and 
perhaps, suggesting changes in production. He is watching mate 
rials, and in many instances our prime contractors. 

Also with regard to materials, we are operating at the present 
time under a controlled-materials plan whereby materials are con- 
trolled. We believe that in this particular field it is much more 
advantageous to be able to get your materials as a package for both 
your concurrent parts and your vehicles, otherwise what is involved 
is that Ordnance is going in with one set of requirements throug) 
the Munition Board to NPA for all the materials they need for 
parts, and through another channel getting the parts for vehicles. 

We might well be and have in the past been reduced in material 
allocations for parts and not for vehicles, or in some cases, for 
vehicles and not for parts. Gentlemen, if that happens it is a job 
to try to get it straightened out again. If you defend your parts 
as a pac kage, then you are sure that you will get exactly a balance 
of vehicles and parts. 

Mr. Horrman. Let me interrupt you there. You finished a moment 
ago telling us about all the services that the assembler performed 
and the people he must have. 

Colonel Enaier. Yes. 

Mr. Horrman. Is Ordnance equipped to put those individuals in 
there to take the place of the ones that the assembler has? 

Colonel Encier. We are not. 

Mr. HorrmMan. Do you have any idea what they require in the way 
of appropriations or personnel ¢ 

Colonel Eneter. I do not, sir. I do not have an estimate. 

Mr. Horrman. Where would you get the experts that the assembler 
has? 

Colonel Eneier. That would be a job, sir, to get the quality of 
people and the skills that these assemblers have, on our particular 
payroll. 

Mr. Horrman. That’s all. 

Colonel Enoeier. In summary, we conceed that concurrent spare 
parts will cost more than replenishment parts by reason of certain 
added elements of cost, such as was discussed briefly before, I believe, 
transportation, handling, and profit. However, we also believe that 
there are offsetting costs which Ordnance would have to bear directly, 
as well as provide the initial additional personnel in order to take care 
of the jobs which are represented by these offsetting costs. Again I 
mean the use of the engineering staff, the procurement staff, the | expe- 
ditors, inspectors, the travel of these members of these staffs between 
assembler and various subcontractors, in order to see that the job is 
being done and is being done well. I had mentioned in this particular 
discussion the repricing phase, but I believe that has been already 
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discussed and is in process of being discussed, so I do not believe that 
it is necessary to enlarge it. 

Mr. Harpy. I want to make just one or two observations about your 
presentation. In the first place, I know that this subcommittee sub- 
scribes completely to your objective of having the parts where they are 
needed in order to keep the vehicles in operation. 

Secondly, speaking for myself, and I believe voicing the sentiments 
of the subcommittee as a whole, there is complete agreement with your 
feeling that industry should be used to the maximum extent to provide 
the necessary engineering, technical experience that is required. I 
suspect, however, that in your discussion of your engineering change 
orders you have particular reference to an initial order for a new ve- 
hicle, or a vehicle which has been redesigned where there are consider- 
able changes. Is that not correct ? 

Colonel ENneier. Sir, at that particular phase, the engineering 
change orders are extremely numerous. However, engineering change 
orders, as such, will continue on through vehicle production, almost 
throughout the life of production. I cite as an example, the Ford tank 
engine, Which was used during World War II. Although we started 
in production on this particular power plant in about 1942, I believe, 
we were still undergoing numerous change orders by the end of the 
war. That is not abnormal. That was a good piece of equipment. 

Mr. Harpy. I think it is understandable that there are going to be 
change orders and improvements on all vehicles, and that happens 
even In our commercial operation but perhaps not to the extent it does 
in military vehicles. Certainly, improvements are continually being 
made, but those improvements involve a relatively small number of 
changes in any particular vehicle. Is that not correct? 

Colonel Eneuer. I think that is relatively small, but I will call on 
Colonel White, who may be able to give you more accurate statistics 
with regard to engineering change “orders, than I am prepared to 
give. 


TESTIMONY OF COL. GEORGE W. WHITE, IN CHARGE OF NATIONAL 
PRODUCTION CONTROL, ORDNANCE TANK AUTOMOTIVE CENTER 


Colonel Wurre. I think the answer to that would be to point out a 
specific instance. In the jeep right now, the jeep has been in produc- 
tion a little over a year, on this new design, postwar design, and there 
is now going into the production of that jeep a change, a complete 
change of the engine. It will be an entirely different engine. Prob- 
ably some items in it are common to the old engine when you get down 
to bearings and items of the bolt, nut and screw level. 

However, the parts in the concurrent list, ‘as the result of that 
engineer ing tooling change, all the way through the production pro- 
gram, will be changed as the result of those engineering changes. 

Mr. Harpy. That is correct, but your component parts, the parts 
that would normally be wearing out, will not be numerous in changes 
that are involved. Is that not correct? You might have a change i in 
the block or the head ? 

Colonel Wire. No, sir. It is entirely different—— 

Mr. Harpy. In the crankshaft which would constitute a new engine, 
but you still would have a substantial number of components in that 
original engine, which will perform in a new engine, have you not? 
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Colonel Wire. I do not believe so. I would suggest we call on 
Colonel Kinley for further details. 

Mr. Harpy. We need not go into too much detail. I wanted to 
explore that to a minor degree. I believe we will recess for lunch at 
this time. 

Mr. Horrman. I would like to have the gentleman who negotiated 
the Willys-Overland deal back on the stand after lunch. We did 
not finish with him. 

Mr. Harpy. Suppose we adjourn until 2: 30. 

(Whereupon, at 1 p. m., Tuesday, December 11, 1951, a recess was 
taken until 2:30 p. m., of the same day.) 


AFTERNOON SESSION 


(The subcommittee resumed hearings Tuesday, December 11, 1951, 
at 2:50 p.m., Chairman Hardy presiding.) 

Mr. Harpy. Let the meeting come to order. Now, Mr. Hoffman, 
you have some questions that you want to raise with Mr. Ornstein of 
the Cleveland office. 

Mr. Cary. We did want Colonel Kinley.to come up. We wanted 
to have him carry out the point on engineering change-orders. I 
thought we had a moderately clear presentation of some of those this 
morning. 

Mr. Harpy. If he can contribute anything to it, we will hear from 
him. 

Mr. Cary. I hope he can add to the clarification. 


FURTHER TESTIMONY OF FRED ORNSTEIN, CHIEF, TANK AUTO- 
MOTIVE DEPARTMENT, CLEVELAND ORDNANCE DISTRICT 


Fred Ornstein, called as a witness on behalf of the subcommittee, 
was examined and testified as follows: 

Mr. HorrmMan. You testified, did you not, that you negotiated the 
contract with Willys-Overland ? 

Mr. Ornstein. I’ve negotiated some. I did testify to that. 

Mr. Horrman. Here on exhibit 23, I find there are nine items with 
Willys-Overland. There are only five others. 

Mr. Ornstein. You are referring to the ones purchased from Willys 
as replacement spare parts / 

Mr. Horrman. I am referring to that exhibit which lists nine differ- 
ent items that were purchased from Willys-Overland. You had to do 
with those purchases ? 

Mr. Ornstein. No. 

Mr. Horrman. You don’t know anything about them ? 

Mr. Ornstein. That is correct. 

Mr. Horrman. What did the contract cover that you negotiated ? 

Mr. Ornstein. That covered the quarter-ton truck, 4 by 4, which 
is the jeep, and concurrent spare parts for that. 

Mr. Horrman. Does Willys-Overland make that ? 

Mr. Ornstein. Yes; they make the jeep. 

Mr. Horrman. Do they make the parts that go into the jeep? 

Mr. Ornstein. Part of them. 

Mr. Horrman. What I am getting at is this: We had some testi- 
mony a while ago with reference to Reo, and the testimony was, and 
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you heard it, 94 percent of the parts that went into a Reo were pur- 
chased. What percent does Willys purchase ? 

Mr. Ornsre1n. About 50 percent. 

Mr. Horrman. From whom did they purchase them ? 

Mr. Ornstein. From approximately 600 subcontractors. 

Mr. Horrman. Will you give us the names of some of them and the 
places where they are manufactured ? 

Mr. Ornstein. I willtry,sir. Electric Auto-Lite Co., Toledo, Ohio: 
the Dana Corp., Toledo, Ohio. 

Mr. HorrmMan. Give me those located farther away. 

Mr. Ornstein. Bendix Scintilla Co., which is located in the east, 
in the Rochester ordnance district. 

Mr. Horrman. Are there any west of the Mississippi River / 

Mr. Ornstein. I believe they go into St. Louis, but not beyond that. 

Mr. Horrman. Any south? 

Mr. Ornstern. Not in the South, sir. 

Mr. Horrman. What I am trying to learn is whether any of these 
parts come from the vicinity where Willys-Overland operates or 
whether they come from distant points. 

Mr. Ornstetn, I would say that they come from the east coast up 
to the Mississippi, and in the northern and central sections of that 
area. 

Mr. Horrman. Willys is assembled at Toledo? 

Mr. Ornstein. Yes, sir. 

Mr. Horrman. Have you any idea how many people Willys em- 
ploy at Toledo other than those who are engaged in manufacturing 
50 percent of the parts that go into the truck or jeep / 

Mr. Ornsrern. I’m afraid I can’t answer that. 

Mr. Horrman. Not even a percentage / 

Mr. Ornstein. I know they employ about 12,000 people. 

Mr. Horrman. Mr. Chairman, is there anyone from Willys who 
could tell us that? I want to ask that same question from other con- 
cerns; for instance, Mack, Reo, or International Harvester. 

Mr. Harpy. That type of question T think might be more appro- 
priately addressed to some of the industry representatives when they 
appear. 

Mr. Horrman. Will they be here? 

Mr. Harpy. Some of them will be here. 

Mr. Horrman. The point I am trying to make or to call to the at- 
tention of the subcommittee is how much of an organization, for ex- 
ample, in this case Willys and in the other case Reo, and International 
Harvester, they have to carry on their business of servicing for ord- 
nance; and you don’t know how many ? 

Mr. Ornstetn. I can say this, sir, that dollarwise, it represents 
about 26 percent in dollars for the handling of a part. 

Mr. Harpy. What does that represent / 

Mr. Ornsrein. The administration that Mr. Hoffman referred to. 

Mr. Horrman. Twenty-five percent of Reo’s payroll, as I under- 
stand his answer, goes to these people who are engaged in assembly. 

Mr. Harpy. That is not the way I understood it. 

Mr. Ornstein. I meant to say that out of every dollar that we buy 
from Willys, roughly 5 percent of that dollar is the administrative 
portion of their business, and another 21 percent is incurred in their 
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parts department in handling these parts, which I believe is what 
you wanted to know. 

Mr. Horrman. Mr. Chairman, I can see the difficulty of establish- 
ing the point that I am trying to make with him, which is this: For 
example, with Mack, they don’t make anything. They just buy and 
assemble. Now, they have an organization, and what I was trying to 
learn was how many people, for example, are employed by Mack who 
would be out of a job if ordnance purchases direct from the parts 
factory and how much tax Mack pays in the way of income on what 
it earns, which the Government would lose if they bought direct. Also, 
how much withholding-tax employees of Mack wouldn't pay if it 
went direct to the other people. 

I want to use that to offset this excessive cost that has been desig- 
nated, which is imposed on the Government. My point is if you just 
forget Harvester and Mack and all those people, you lose all that tax 
money. How much was the item in there of excise tax / 

Mr. OrnstTEIN. Five percent. 

Mr. HorrmMan. You cannot say that because that was added in and 
charged to the Government, the Government lost it because the Gov- 
ernment gets that tax money when Willys-Overland pays it. 

Mr. Harpy. You might have two or three factors involved in this. 
In the first place, your assumption apparently is that this is the 
only business which is performed by these assemblers, which is an 
erroneous assumption. 

Mr. Horrman. That is the case of Mack. It is 50 percent of 
Willvs-Overland. 

Mr. Harpy. I wouldn’t know what those percentages are. 

Mr. Horrman. He said so a minute ago, that they buy 50 percent 
of their parts. 

Mr. Ornstein. Might I amplify that? Out of a spare parts list, 
which consists of just under 1,300 items, separate items, the Willys- 
Overland Co. would manufacture in their own manufacturing plant 
just under 700 or just over 600 and they would purchase just under 
700. 

Mr. Harpy. That is in number of parts? 

Mr. Ornsterx. Number of parts. 

Mr. Harpy. Number of items? 

Mr. Ornsretn. Yes, sir. 

Mr. Harpy. Which does not necessarily reflect the dollar volume? 

Mr. Ornstetn. That is correct. I might say that the most expensive 
line item that we buy—the most expensive part that we buy—as a 
concurrent spare part is an engine which is made by Willys-Over- 
land. That engine procurement represents close to 20 percent of 
the total dollar value of an entire spare part set, that one item. 

Mr. Harpy. We are talking now strictly about parts, which is a 
fractional part of the total business of the assembler? 

Mr. Ornstein. Oh, yes. I have referred to the engine as being an 
element of a spare part set. 

Mr. Harpy. I understand that. So without attempting to indicate 
which items would be heavy in dollar volume, whether it is the ma- 
jority as manufactured by Willys or as purchased by Willys, your 
ratio between the number of parts which they make and the number 
which they buy, does not necessarily reflect the ratio of business? 
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Mr. Horrman. Not the dollar value. 

Mr. Harpy. Yes. 

Mr. Ornsvern. I have answered Mr. Hoffman’s question that it is 
about even on dollars as compared to the six-thirteenths and seven- 
thirteenths line items. 

Mr. Harpy. Now that relates to the relationship between the parts 
which they buy to put in the vehicles they assemble them with the 
parts they make that go into those vehicles ? 

Mr. Ornstetn. Yes, sir. 

Mr. Harpy. And the parts business as such that the Government 
does with Willys, or any other assembler, is a comparatively small 
portion of the total dollar business of that concern ? 

Mr. Horrman. It wouldn’t be with Mack—it would be all of it. 

Mr. Casrty. Do you know what percentage of dollar income Willys 
takes in as payment for completed vehicles and what dollar volume 
they take in as for parts? 

Mr. Ornstein. Yes: I believe 1 can answer that. 

Mr. Casey. In a percentage way. 

Mr. Ornstein. Ina general percentage way, the parts dollar value 
isaround 35 to 40 percent of the value of the vehicles purchased. 

Mr. Casry. Now, that is not exactly what I am getting at either. 
You are talking about concurrent parts—that the concurrent parts rep- 
resent 35 to 40 percent of the dollar value of the vehicle, so in the 
annual volume business of Willys, they take in 65 to 70 percent of their 
income in payment for completed vehicles, as distinguished from pay- 
ment for parts? 

Mr. Ornstern. T am afraid I am not prepared to answer that ques- 
tion. You are speaking about Willys commercial business ¢ 

Mr. HorrmMan. Going back just a moment, what does General 
Motors sell the Government ? 

Colone] Encirr. This witness is not in a position ‘o answer that 
question. We have got to get the Detroit district. 

Mr. Horrman. Are you going to put somebody on as to General 
Motors? 

Mr. Harpy. We will get it right now. 

Mr. HorrMan. I will just waive that part of it. I will ask this wit- 
ness if this is true: That Willys-Overland does render a service and 
they get, you said, 50 percent of these parts from the makers and they 
do render a service in getting the parts all together and completing 
the truck or jeep? 

Mr. Ornstein. Yes, sir. 

Mr. Horrman. If they buy direct—these parts—then the Ordnance 
has to locate each one and deal with each one? 

Mr. Ornstetn. In that instance, we'd have to enter into 600 separate 
contracts; ves, sir. 

Mr. Horrman. Sure. And has Ordnance a trained organization 
sufficient to deal with that situation ? 

Mr. Ornstern. At present, within our district office, we have neither 
the quantity nor quality of personnel to handle that. 

Mr. Horrman. As to those organizations, they do render an expert 
service ¢ 

Mr. Ornstetn. They do, as Colonel Engler testified yesterday. 

Mr. Horrman. If you buy all these parts direct, what will happen 
is that the trained organization in Willys just quits doing business 
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and you have to have in the Ordnance Department a new force equal 
to it; do you not ? 

Mr. Ornstern. We will have to replace by Government service the 
service that the contractor now gives us. 

Mr. Horrman. That means an extension of your bureau or agency ! 

Mr. Ornstein. Yes, sir, 


FURTHER TESTIMONY OF COL. J. E. ENGLER, INDUSTRIAL DIVISION, 
OFFICE OF THE CHIEF OF ORDNANCE 


Colonel Eneter. Our Ordnance—as far as Ordnance is concerned, 
and our general thinking on the subject is this: That we certainly 
agree with the subcommittee that we should not enter into a contract 
with a middleman or with a third party who contributes nothing to 
the contract. 

Mr. Horrman. There is no argument about that. 

Colonel Ener. In the case of an assembler, we can at least initially 
say that they are performing a service in the procurement they are 
doing. 

Mr. Horrman. It is an expert service; isn’t it? 

Colonel Eneier. Yes. 

Mr. Horrman. A service by experts who have experience? 

Colonel Encter. We think so, sir. 

Mr. Horrman. ‘They say it existed for 50 percent ? 

Colonel Exerer. We believe they go quite a bit beyond that in ren- 
dering a service. We also feel that our cost to that assembler should— 
or rather our contract with that assembler or our payments to that 
assembler—be commensurate with the service he renders to us. We 
certainly agree with that in principle. We attempt to negotiate what 
we consider is a reasonable sum for that service. 

Mr. Horrm.~. Are you prepared now to take over that service ¢ 

Colonel EnGurr. We are not, sir. 

Mr. Horrman. Have you any idea what it would cost if you did? 

Colonel Eneier. I do not, sir. 

Mr. Horrman. Where would you get the trained personnel to do it? 

Colonel Exeter. That would be very difficult. 

Mr. Horrman. If you did do it, you would put off the tax roll all 
those assemblers who now are doing a rather extensive business. For 
instance, there is Reo and Mack and International Harvester, to some 
degree. Wouldn't that result in a loss of taxes to the Government ? 
They pay taxes on their income; isn’t that true? 

Colonel Eneier. Yes, sir. 

Mr. Horrman. The employees that would lose jobs that pay 20- 
percent withholding tax. The Government loses that, does it not ? 

Mr. Harpy. Do you mean to say by your testimony that purchasing 
direct instead of purchasing concurrent parts through the assembler 
would put the vehicle assembler out of business? 

Colonel Eneter. No, sir. 

Mr. Horrman. It didn’t put Mack out of business. If you buy di- 
rect, every item that goes into a Mack truck, who is going to assemble 
the Mack truck? 

Mr. Harpy. It has nothing in the world to do with the Mack truck 
as such. It relates only to the parts that go into the repair of that 
truck. 
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Mr. Horrman. Do you think that the fellow who furnishes, for 
instance, universal joints or batteries to Mack is going to continue in 
business and manufacture those parts and stock them on the theory 
that he may get an order from the Government for them ¢ 

Mr. Harpy. I don’t think that is quite the point at all. 

Mr. Horrman. That is it. 

Mr. Harpy. I'd like to follow through on one question that you 
raised a minute ago. 

Mr. Horrman. Let me make the further point that these suppliers 
have a market now with the commercial concerns. It is up and down 
but it still goes on continuously and there is some volume of business 
there. The Government hasn’t any use for those parts, ordinarily, 
unless there is a war on. 

Mr. Harpy. Well, what if the Government buys direct from the 
unit manufacturer or through an assembler? There is no ultimate 
change at all in the total volume which will be made by the unit manu- 
facturer: is that correct / 

Colonel Encier. That is correct, sir. 

Mr. Harpy. Now, of course, somebody has to perform the service. 
[f you did decide that it was desirable to bypass the vehicle assemblers 
in the procurement of concurrent spare parts, then the functions which 
the assemblers now perform would have to be performed either by 
Ordnance or by the basic manufacturers ? 

Colonel Encier. I would say it would have to be performed by the 
Ordnance; essentially sir, that is correct—by either one. 

Mr. Harpy. That depends on the function we are talking about. 
Now, the procurement function would have to be performed by 
Ordnance / 

Colonel Encier. That is correct. 

Mr. Harpy. When you begin to purchase replenishment parts for 
these same vehicles, you have then got to negotiate through advertis- 
ing, or however your system works, for the procurement ‘of the same 
identical parts in your next order that you are buying from the as- 
semblers as concurrent parts when the vehicles are delivered; isn’t 
that correct? 

Mr. Horrman: Except there is no assurance there is going to be a 
next order. 

Mr. Harpy. If they are going to keep the vehicles operating, they 
have got to replenish the stock. 

Mr. Horrman. As long as you have got a war going on—after that, 
what ? 

Mr. Harpy. You are still going to have to keep those vehicles in 
operation as long as you use them. 

Mr. Horrman. The life of them, they said, is a vear on the replace- 
ment basis. 

Mr. Harpy. No, they buy parts concurrently to keep them in repair 
for the first year 

Colonel ENeirr. Sir, when you switch, as you say, and you pro- 
cure the replenishment parts direct from the unit assembler at that 
particular point, one of your most bothersome variables has been re- 
moved, because then at the time that you are buying replenishment 
parts, you are buying a specific, stabilized part for a specific vehicle 
that you have in operation. So there is one very important variable— 
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the engineering change-order variable. It is not applicable insofar 
as the replenishment spare parts are concerned. 

Mr. Harpy. You may have that factor in it, but ultimately you are 
going to try to buy that very same part—every one of them that is in 
the package of concurrent parts—from somebody other than that 
assembler, 

Colonel Encier. You will for those parts not manufactured by the 
assembler, sir. 

Mr. Harpy. You are going to try to buy it from somebody else 
anyhow, if you send out invitations to bid, even on the part that is 
produced by the assembler; isn’t that correct ? 

Colonel Eneier. That is right, sir. 

Mr. Harpy. So, it is just a matter of time as to whether you are 
going to buy that part from the vehicle assembler or whether you are 
going to open it up for the entire trade; is that right ¢ 

Colonel Enauer. It is a matter of time. It is also, as I pointed out 
before, sir, a fact that your supporting vehicles are already in opera- 
tion for which the design is stabilized. 

Mr. Harpy. I understand that, Colonel, but the fact is that the 
parts that you are buying initially from your vehicle assembler on 
your very next replenishment order is such that you are going to try 
to see whether you can buy that part less expensively from somebody 
else; aren't you ¢ 

Colonel EnGuirr. That is correct, sir. 

Mr. Harpy. So that within a relatively short time after your initia! 
procurement, you are going to be ordering that part either from some- 
body else or from the same concern at perhaps a lower price than you 
paid for it to start with. 

Colonel Encuer. Essentially that is correct, sir. 

Mr. Harpy. So it is primarily a question of timing and maybe a 
question of expediency to get the parts initially so they will meet the 
vehicle when the vehicle needs repair. 

Colonel Enc ier. You have one other element we haven't mentioned. 
That is, at the time you start buying the replenishment parts, you 
are then buying for a quantity of vehicles that are in operation; 
that is, a stabilized quantity. Therefore, you can: apply peur re- 
quired procurement ahead of time, knowing that they are obtaining 
that part for that stabilized quantity of vehicles. ‘So you are no 
longer in the problem of scheduling and expediting against sched- 
uling. 

Mr. Harpy. I am not trying to minimize those problems. I ree- 
ognize the existence of some of those problems. What I am trying 
to say to you is that eventually you are going to have to be buying 
that same part from another source of supply. 

Colonel Encier. That is correct, sir. 

Mr. Harpy. In most cases, it is going to be relatively a short time, 
and in fact sometimes concurrently with the procurement of the 
vehicle; is that correct ¢ 

Colonel Encuer. It could be; yes, sir. 

Mr. Harpy. Frequently it is concurrently because we have shown 
a good many illustrations where they are being brought from other 
sources, 

Colonel Encuer. That is correct, sir, except in our case or in the 
cases where we have shown replenishment parts where we are buying 
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parts in those instances for World War II vehicles, it so happens 
that the same part is applicable to both vehicles. 

Mr. Harpy. It would so happen that an awful lot of parts are 
applicable, not only to Willys vehicles but to a lot of other vehicles 
you are using in the field, if you had a proper indexing system. 

Colonel En6ier. Willys, probably a little more so than others by 
reason of the fact that the vehicle we have first gone into production on 
does not represent as much of a difference as it does in certain other 
vehicles that we are buying. 

Mr. Harpy. Well, some of the parts that you had in your World 
War II jeeps made by Ford and jeeps made by Willys were inter- 
changeable ¢ 

Colonel En ster. Yes, they were. 

Mr. Harpy. I suspect if you had a cross-indexing system that was 
accurate, you would find a good many parts used on jeeps might even 
be used on a Mack truck. 

Colonel Eneier. There were probably some few parts interchange- 
able. We try to maintain our interchangeability list and cross-indexes 
for that purpose. 

Mr. Harpy. That is beside the point. That is a point we are 
awfully weak on right now, and all of us recognize that. One other 
question I want to raise with Mr. Ornstein, which I don’t think he 
meant to convey 

Mr. Horrman. I want to come back to this fellow. 

Mr. Harpy. I will let you go back to him later. 

Mr. Ornstein, I believe you said that if you didn’t enter into this 
concurrent deal with Willys in this case, that you would have to have 
600 contracts; that is, separate contracts with other manufacturers. 
You didn’t mean that, did you ¢ 

Mr. Ornstein. I said there were 600 suppliers who supplied parts 
for that spare parts list. 

Mr. Harpy. I understood you to say there would be 600 parts that 
you would have to buy. 

Mr. Ornstern. I believe I indicated there were just under 700. 

Mr. Harpy. Just under 700 parts ? 

Mr. Ornstern. Subcontracted, represented by 600 suppliers. 

Mr. Harpy. Represented by 600 suppliers ¢ 

Mr. OrnsteIn. Yes, sir. 

Mr. Harpy. Well, now, my point was primarily this: When you 
submit an invitation to bid you have a good many different items on 
that invitation to bid and frequently one contractor will bid on quite 
2 number of items on that invitation; isn’t that correct ? 

Mr. Ornstein. If they are in his field, sure. 

Mr. Harpy. In all probability, on the 700 items you would have 
fewer than 600 contractors, wouldn’t you ? 

Mr. Ornstern. Well, our study doesn’t indicate that, sir. We have 
no reason to believe that we would be any more successful in decreasing 
the number of suppliers than the Willys-Overland people would be. 

Mr. Horrman. Then is this the situation: In this particular case, 
you buy a jeep of Willys-Overland and with it when you get it come 
certain parts, which experience has demonstrated are the ones that 
give way first. Now, there is a school of thought, as I get it, that 
argues that you shouldn’t buy those from Willys and you shouldn't 








466 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


buy subsequently through Willys, but you should go to the 600 manu- 
facturers and deal with them. 

Now, you haven’t the organization in the Ordnance to do that. That 
is my point of view. 

Colonel ENGLER. We do not, sir. 

Mr. Horrman. You don’t know where you'd get them, and if you 
did, the only result would be to put the W illys | organization, which 
has rendered that service, and I assume it has been fairly good, out 
cf business and start a new bunch doing the same work in Ordnance. 

Colonel ENGLER. Sir, I could not say we couldn't get the organiza- 
tion. It would be difficult to get the organization. 

Mr. Horrman. With an unlimited Federal appropriation, you can 
get them finally, but that is what it would be, wouldn't it—a new 
force ? 

Colonel Eneier. It would amount to us taking over that manage- 
ment responsibility which we now obtain from the vehicle assembler. 

Mr. Horrman. Which now, regardless of the cost, is acting very 
satisfactorily ? 

Colonel Encier. That is correct, sir. 

Mr. Horrman. That is, you are getting the parts now ? 

Colonel Encier. That is correct, sir. 

Mr. Horrman. One Senate committee says production is up to 
schedule and another says it isn’t. But we will let it go at that; I don’t 
know. 

Colonel Encirr. I wasn’t referring to the fact of the meeting of our 
schedules when I said we are getting the materials. I said that rather 
loosely. 

Mr. Horrman. Considering the demand, you are doing fairly well 
in getting what you want at the time you want it? 

Colonel Eneier. We are getting deliveries, sir. Where the sched- 
ules are not being met, the reasons are good and suflicient. 

Mr. Horrman. Some agency would have to take over that job under 
another plan ? 

Colonel Encuer. That is correct. 

Mr. Horrman. Then I suppose the next step would be to go back 
and have the Federal Government make the original part because they 
could do it cheaper ? 

Mr. Harpy. Youand I both will be fighting on that. 

Mr. Horrman. And the rest of the southerners. 

Mr. Harpy. Unless we get a reasonable arrangement. 

Colonel Enexer. I have Mr. Tobey here from the Detroit Ordnance 
District, if you desire to inquire into the General Motors end of this 
thing. 

Mr. Harpy. I think maybe we had better defer that until we get 
into some other aspects of the problem. 

Mr. Horrman. Off the record. 

( Discussion off the record.) 

Mr. Meaper. Mr. Chairman, I would like to ask a few questions to 
clarify the statement made. I think I should address them to General 
Deitrick, first, on the basis of his prepared statement. 
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FURTHER TESTIMONY OF BRIG. GEN. CARROLL H. DEITRICK, 
COMMANDING OFFICER, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. : 


Brig. Gen. Carroll H. Deitrick, having been recalled as a witness 
of the subcommittee, was examined and testified further as follows: 
Mr. Meaprer. General Deitrick, in your prepared statement there is 
a reference to the inquiry by the Truman-Mead committee of the 
Senate in 1944 into the procurement of automotive spare parts. 
That is followed by this statement: 


This system has been time tested and it is not only sound but absolutely 
essential to effective military procurement. 

Now, the fact that that statement follows a reference to the Truman- 
Mead committee inquiry leads me to wonder whether you meant to 
infer that the Truman-Mead committee approved the Army policy in 
this respect. 

General Drrrrick. It wasn’t intended to mean that, sir. 

Mr. Meaper. As far as you know, the Truman-Mead committee 
passed no judgment on the propriety of your practice in buying con- 
current spare parts ¢ 

General Derrrick. Not to my recollection, sir. 

Mr. Mrapver. It did inquire into it? 

General Derirrick. Inquired into it. 

Mr. Meaper. Your statement was not to infer your policy had re- 
ceived the approval of that committee ? 

General Derrrick. You are right. 

Mr. Horrman. I would like to interrupt here. You were on the 
staff and did the committee approve of it or did it not approve of it / 

Mr. Meaper. My recollection is that it did not say anything about 
the concurrent spare parts. 

Mr. Horrman. You mean they held that long investigation and 
didn’t say a word about it? 

Mr. Meaper. We said quite a lot about it and it doesn’t agree with 
what you said, either. 

Mr. Horrman. I say, vou didn’t come to any conclusion ? 

Mr. Mraper. Yes, we did. 

Mr. Horrman. Why didn’t you put it out for our guidance? What 
was it ¢ 

Mr. Meaper. The subcommittee has copies of the report and appar- 
ently they are not here today. 

Mr. Horrman. I understood you to say they didn’t pass on it— 
approve or disapprove of it. 

Mr. Mraper. You misunderstand what I am saying, because I am 
talking now on this statement of General Deitrick’s regarding con- 
current spare parts, which to me indicated that the Truman- “Mead 
committee had approved the policy which the Army had adopted with 
respect to the purchase of concurrent spare parts from the vehicle 
manufacturer. 

I wanted to clear the record only to show that that was not General 
Deitrick’s intention in making the statement. 

General Derrrick. That is correct. 

Mr. Horrman. I asked you whether the Truman-Mead committee 
did or did not approve. 


93669—52——31 








468 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Meaver. That isa report filed with the Senate. I don’t think I 
can quote it. 

Mr. Horrman. Did they or didn’t they? I am not fussy about it. 

Mr. Meaper? Of course, I don’t like to recollect something that is 
in a formal Senate document, because it is there for anyone to read, 
but my recollection is, in the report on accumulation of surpluses 
which was filed with the Senate December 19, 1944, no opinion was 
voiced by the committee as its own on the propriety of purchasing con- 
current parts from vehicle manufacturers rather than buying them 
from the unit manufacturers. 

Now, someone here may be more familiar and may have read it 
more recently than I did. That is my recollection. I wanted to clear 
up this point in the statement of General Deitrick. 

Now, similiarly, the last sentence in that paragraph, General, is 
the one I want to draw your attention to, as to the statement in con- 
nection with replenishment spare parts. I quote: “The subcommittee 
studies have demonstrated the difficulty if not the impossibility of 
dealing with a basic manufacturer directly.” Now, that is a character- 
ization of the staff memorandum in this matter, and I wonder if you 
could point out where the staff studies did anything more than point 
out that the practice was to buy from assemblers rather than unit 
manufacturers without arriving at a conclusion as to the possibility 
that more direct buying might be engaged in by the OTAC. 

General Derrrick. I am not completely sure I understand that, 
Mr. Meader. 

Mr. Meaper. I take your statement to indicate that it is impossible 
to deal directly with basic source manufacturers, using as the basis 
for your statement the studies of the staff. 

General Derrrick. If I understand you right, the staff study shows 
that we haven’t been able to do business in all cases with the basic 
manufacturer. We admit we haven't been able to do business with 
the basic manufacturer in a good portion of our business. We had 
no luck with a certain group of them. 

Now, we couldn't then rely on the procurement of what we now call 
concurrent spare parts. We would be denied those sources who have 
not opened themselves up to us. 


FURTHER TESTIMONY OF WILLIAM L. CARY, DEPUTY COUNSELOR, 
DEPARTMENT OF THE ARMY 


Mr. Cary. I suppose I should take responsibility for that point, 
since I wrote it. I would say that in respect to that specific point 
that the subcommittee and the staff made this statement, for example: 
“A review of the 18 case studies will indicate the existence of trade 
practices.” 

By the way, we are not in disagreement on that point at all, which 
coupled with the procurement methods employed by OTAC has re- 
sulted in excessive prices being paid by the Government for auto- 
motive spare parts. 

Now, the only point made here was merely an ancillary point. The 
point I think that should be brought to our attention is that, first 
of all, our general thesis is that it is effectively military procurement 
in the concurrent parts field to buy from vehicle assemblers even 
though we have to pay a higher price. 
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However, we should point out the theory which the subcommittee 
is taking on this point. It is only at this point in the concurrent 
spare parts field where we are in disagreement with the subcom- 
mittee, wherein the theory of the subcommittee is, “Look how much 
you could save if you bought directly from the basic manufacturers.” 

We just wanted to point out that you yourself with your 18 case 
studies have demonstrated the difficulty of dealing with them. There- 
fore, in a sense, your position in the first part is not wholly consistent 
with your position with the theory of saving in the second part. 

Mr. Meaper. That is what I wanted to clear up, because I was not 
aware that the subcommittee had come to any conclusion that it was 
impossible to buy direct from the basic source manufacturer. It 
sounds to me, the way that language is drafted, as though you were 
quoting the subcommittee staff memoranda as authority for the propo- 
sition that you could not do business with the basic source of manu- 
facture. 

[ think the subcommittee staff memoranda went only so far as to 
point out that you were in many cases dealing with the assembler, 
and that there appeared to be a reluctance on the part of the basic 
source manufacturer to bid in many instances. I don’t believe the 
subcommittee took the next step of saying that the Ordnance Depart- 
ment could not do more than it has done to do business direct. 

I think you are quoting the subcommittee staff study as going 
farther than it actually has gone, to my knowledge. 

Mr. Cary. We use the word “difficulty” perhaps because “impos- 
sibility” is not a wholly proper interpretation of the approach taken 
by the subcommittee. 

Mr. Meaper. I would like to ask at this point a rather blunt ques- 
tion. Is there any evidence in the files of the Ordnance Department 
that there is collusion between the assembler of the vehicle and the 
basic source manufacturer on the bidding of these parts? 

Mr. Cary. This is in respect to the replenishment spare parts area ? 

Mr. Meaper. I would like to change that. After the word “col- 
lusion” I’d like to insert this phrase: “or agreement, open or tacit.” 

Mr. Cary. I am not the competent one and I am not sure who will 
be the competent person, first of all, to answer that. If there were, 
we would feel bound to report it to the two people from the Federal 
Trade Commission here at our request in connection with this hearing. 

Now, as to the answer to that, we have not so reported because, to 
my knowledge, we haven’t found it. There may be others more 
competent to answer that. I do not believe we do have evidence of 
it. 

Mr. Harpy. I think you have answered it properly. If your answer 
were in the affirmative, then you would be subject to pretty sharp 
criticism for not having reported it. 

Mr. Cary. We should be reporting it. As a matter of fact, in my 
own conversations with the Federal Trade Commission on this subject, 
that question was asked and I at that time inquired around on that 
point. 

Mr. Harpy. There is one other aspect of the question which Mr. 
Meader raised, as he revised it. He said, “open or tacit,” I believe. 

Mr. Mraper. Yes. 

Mr. Harpy. Now, unless you have a basis which is more than just 
a tacit knowledge, you probably don’t have any basis to report it to 
the Department of Justice. 
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_ Mr. Cary. That is right. I mean that is the reason why the Federal! 
Frade Commission is here. It is with the idea to ascertain any facts 
which are brought out here, which might justify a possible claim of 
restraint of trade in this very area. 

Mr. Botting. Then, in your opinion and in the opinion of your 
associates, does the failure of the unit manufacturer to bid at all, or the 
fact that the bid when submitted is almost without exception higher 
than that of the assembler, represent a series of coincidences ? 

Mr. Cary. No. It may represent a prevalent trade practice, as you 
described it, and if that is subject to legal action, such legal action 
could be taken but not by us. 

_ Mr. Harpy. If that represents a trade practice, then it also is evi- 
dence of a tacit agreement, is it not? It may not stand up before the 
courts. We are talking now about what the practical considerations 
are, 

Mr. Cary. All right, if it is just a question of definition, I would 
agree with that, surely. 

Now, the next issue which would be the only issue that is important 
in the field, is what can we do about it? That is our problem. 

Mr. Harpy. You don’t mean to imply that that is the attitude of 
industry ? 

Mr. Cary. No. That is what we have got to do. I meant to say, 
whether you call it a tacit agreement or not, what I was thinking, Mr. 
Hardy, that really if we could conclude that is a tacit agreement, does 
that give us a powerful enough lever, shall we say—— 

Mr. Casry. What steps has the Ordnance Department taken to 
ascertain whether there was any legal basis or any legal steps that 
might be taken to break up that practice ¢ 

Mr. Cary. We did two things. I, as deputy department counselor, 
made my own and with the staff in our office, analysis—not an ex- 
tensive one—but some of them are somewhat experts in the field of 
Federal Trade Commission laws and so forth. It was to see whether 
or not in our opinion this was a clear case or clear situation in which 
some legal action could be taken, and then having arrived at the con- 
clusion, we couldn’t put our finger on a possible cause of action. Ob- 
viously, I consulted the Federal Trade Commission. 

Now, those are the two steps and then, thirdly, and though I have 
not made them available, I have available now a full photostated set 
of these letters and telephone conversations with the purpose of turn- 
ing them over to the Federal Trade Commission at the end of this 
hearing. 

Mr. Casry. These steps were taken comparatively recently ? 

Mr. Cary. That is correct. 

Mr. Casey. Nothing had been done prior to this time, as far as con- 
tacting the Federal Trade Commission is concerned 4 

Mr. Cary. I suspect the answer is nothing has been done. I am 
not competent to say one way or the other. I have only been associ- 
ated with the Army for 4 months. 

Mr. Casey. In the study made by the Ordnance Department, is 
there some distinction between a trade practice represented merely by 
a tacit agreement or by an understanding among assemblers and unit 
parts manufacturers? That is, a distinction between that situation 
and an open agreement, one that they both admit exists, and would 
the latter situation be illegal ? 
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Mr. Cary. I think that when you have got some kind of conspiracy 
in restraint of trade, you’d have a much clearer case in law. 

Mr. Casry. Well, would you consider that an open agreement be- 
tween a unit parts manufacturer and the assembler to whom he gen- 
erally and usually supphes parts to be in restraint of trade, if that 
agreement was that the unit parts manufcturer would not bid on Gov- 
ernment procurement 4 

Mr. Cary. They contracted to that effect openly. I would think 
that would be a very good basis. 

Mr. Harpy. You mean if you could prove the existence of such an 
agreement ¢ 

Mr. Cary. Yes. 

Mr. Harpy. So what you are saying, in effect, is that you recog- 
nize a reprehensible practice, and you find no legal way to cope 
with it 

Mr. Cary. At the moment, that is the case. 

Mr. Harpy. There might be a need, then, for a strengthening of 
the antitrust laws ¢ 

Mr. Cary. We hadn't carried it that far. That is a broader ques- 
tion, and I would assume that would follow, but I haven’t thought 
it through as to the amendment to the antitrust law. 

Mr. Harpy. Neither have I, and J hope it may not be necessary. 
If we have such practices going on generally, and if ethics are bad 
in industry as well as in Government, or at least as alleged in Gov- 
ernment, maybe we are going to have to try to find some way to get 
things straightened out if people won't do it voluntarily. 

Mr. Casey. I didn’t want to put you on the spot. The distinction 
between an open and expressed agreement and a tacit agreement 
isa matter of proof in the courts. 

Mr. Cary. That is my understanding. 

Mr. Casry. Either one would be in restraint of trade if it could 
be proven. 

Mr. Cary. I think that is true. I really cannot say that I am 
qualified in ability to speak on that, but that would be my reaction. 

Mr. Casey. That question will be left up to the Federal Trade 
Commission to study the transcript of these hearings. 

Mr. Cary. That is correct. 


FURTHER TESTIMONY OF AL C. LAZURE, CHIEF COUNSEL, 
ORDNANCE DEPARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazurr. May I address myself on that point? We have a 
reporting procedure in our ordnance procurement instructions and 
Army instructions under which we report through channels to the 
Department of Justice. About a year ago there were some cases of 
identical bids. I understood the Department of Justice was review- 
ing these identical bids in certain fields, to find out whether or not 
there existed any practices which might be better. 

Following the initial session of the subcommittee, we amplified 
that series of instructions in our ordnance procurement instructions 
to include, in addition to the reporting of identical bids, a reporting 
of practices which might occasion higher costs to the Government. 

Now, we have forwarded copies of these to the subcommittee, and I 
would like their reaction to it because in getting Mr. Cary in the posi- 
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tion of trying to go into antitrust violation or conspiracy or the Ord- 
nance to get into that position is a rather difficult position to be in. 

Mr. Harpy. We don’t mean to embarrass you people in that regard 
at all. We were trying to merely explore what the understanding is 
of the requisites to present a case for antitrust action. 

Mr. Lazure. I would like to add one further point, that the. trade 
practice might be such that a manufacturer or assembler might by 
reason of doing business the year round with a particular parts man, 
feel he should distribute that part in his own name. I think that in 
the main, the big automotive companies distribute parts under their 
own name through their own distributors. 

They carry that procedure, or I suppose try to, with all of their 
business of which ours is a part. As to the question of whether the 
trade practice is a practice in restraint of trade or a practice under 
which antitrust action might result, is a pretty good question. 

Mr. Casry. Prior to the initial session, as T understand, the only 
situations you were required to report to the Department of Justice 
were those in which identical bids were submitted and it was dis- 
closed, was it not, during the course of our studies, that came across 
a situation for example where one company bid $1,340 on a part or 
engine and another company bid $1,339.97. That situation, prior to 
the initial session, would not have been reported by Ordnance to the 
Department of Justice. 

Mr. Lazurr. No, that is right. 

Mr. Casry. You saw the light after the initial session. 

Mr. Lazurr. We reported them to you people. Whether they should 
be reported to the Department of Justice, we don’t know. As a matter 
of fact, in the 5,000 or better cases of identical bids, we have reported 
to the Department of Justicee—— 

Mr. Harpy. You still haven’t got any action? 

Mr. Lazvurr. No action on them. I think in the field of antitrust, 
it takes a long time to develop what might be called a conspiracy or 
restraint-of-trade action. 

Mr. Harpy. Let us hope that won’t be necessary to even consider 
that further. 

Mr. Lazurr. I think my feeling is that as yet we don’t feel that 
it is an illegal practice in that final sense. Now, that is about as far 
as we can go, but we don’t know the answer, either. 

Mr. Harpy. I am glad to get your reaction to it. I don’t know 
whether it is an illegal practice or not. I have my own ideas about 
the ethics involved in it. 

Mr. Meaper. Mr. Chairman, I would like to address another ques- 
tion to General Deitrick, if I may. As I understand it, the only point 
that seems to be in issue here between the Ordnance Department’s 
position and the memorandum drafted by the subcommittee staff 
refers to so-called concurrent spare parts? 

General Detrrick. Essentially, that is correct. 

Mr. Meaper. As to replenishment spare parts, replacement parts 
after the so-called first vear’s spares, the Ordnance Department is 
in full agreement that the best way to buy those parts is to go to 
the man that makes them? 

General Drrrrick. Yes, sir. 

Mr. Meaprr. Now, I assume that is based essentially upon the 
reasoning that has been developed in these previous hearings with the 
subcommittee. 
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General Derrrick. Yes, sir. 

Mr. Meaper. First, the item of cost and the elimination of any un- 
necessary middleman’s procedures and wasted transportation and per- 
haps even better identification of the parts that you buy. 

General Derrrrick. Our desire is to go straight to the unit 
manufacturer. 

Mr. Mraper. And there isn’t any disagreement at all or any hesi- 
tation on the part of Ordnance in that policy ? 

General Derrrick. No, sir. 

Mr. Meaper. Now, in reading your testimony of yesterday, I find 
this statement with reference to the concurrent spare parts, and I 
quote : 

This practice is applicable only to combat and tactical vehicles, not to com- 
mercial equipment. 

General Derrrick. That is correct. 

Mr. Meaper. Now, that leads me to inquire, and it may have been 
developed and I apologize if I am covering territory already covered : 
What is your distinction between a commercial-type vehicle and a 
combat or tactical vehicle? I will ask specifically, Do you include 
jeeps as combat vehicles, and trucks, or do you regard those as com- 
mercial equipment ? 


FURTHER TESTIMONY OF COL. J. E. ENGLER, INDUSTRIAL DIVISION, 
OFFICE OF THE CHIEF OF ORDNANCE 


Colonel Encier. We regard a jeep as a tactical or combat vehicle, 
sir. Essentially, we have a supply bulletin that defines them by type, 
and essentially we consider a commercial or administrative vehicle 
as an off-the-shelf type of vehicle that we can buy from a manu- 
facturer that he normally produces in his normal commercial business. 

We buy a great number of those vehicles for administrative vehicles 
in our posts, camps, and stations in the United States. 

Mr. Meaper. You are referring to sedans and regular trucks that 
are also sold to the civilian trade? 

Colonel Encuer. That is right. 

Mr. Meapver. The jeep has become pretty much of a commercial-type 
vehicle and the jeepster is well known. It has been manufactured 
certainly since the beginning of World War II. Isn’t that approach- 
ing the status of a commercial-type vehicle? 

Colonel Encier. Well, the difference in policy, sir, is this, that these 
commercial vehicles that we procure are such that we procure them on 
the basic policy that they will not leave the continental limits of the 
United States. 

We also procure them on a competitive basis, which means that we 
have all types of makes and models in existence in our system. We 
recognize that we could never hope to stock spare parts in our ordnance 
system to maintain those vehicles because we could completely over- 
load the system. So, instead of buying spare parts of those vehicles, 
we buy neither concurrent nor replenishment. We buy no parts for 
them from a bulk procurement standpoint. 

We use the vehicle manufacturer’s distribution systems in the local 
areas Where the vehicles are used by local procurement, and buy the 
parts to support those vehicles. 
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Mr. Meaper. Well now, that should certainly be qualified by the 
statement that there are a great many parts, particularly electrical 
parts, fast-moving parts, the same on commercial-type vehicles as on 
combat-type vehicles. 

Colonel ENGLER. Very few. We are now using a 24-volt electrical 
system on tactical vehicles, while all commercial systems are on a 
6-volt system. We have to do that now in order to operate the present 
Signal Corps communication system. 

Mr. Mraper. At any rate, jeeps are not included in the description 
of commercial vehicles nor are your other more or less standard trucks 
that have been manufactured without too many changes in design for 
quite some time. Is that true? 

Colonel ENcier. Yes, except that I must say our present fleet, our 
fleet of tactical vehicles we are now buying, represent major changes 
over World War II similar vehicles. 

Mr. Meaver. Then really your commercial equipment is limited to 
peacetime-type sedans and trucks? 

Colonel ENcier. Yes. I believe we procured somewhat in the 
neighborhood of 80,000 of those particular vehicles in the fiscal year 
1951 for administrative use. 

Mr. Meaper. There was a passage, Colonel Engler, that I wanted 
to clarify when Congressman Bolling was interrogating you, about 
the policy on concurrent spares. You read from a memorandum, I 
believe, a memorandum by General Gregory to Secretary of War Pat- 
terson. You read a paragraph or two. I wonder if you would iden- 
tify the date of that document. 

Colonel Encier. No; I have no date on this particular memo- 
randum. 

Mr. Meaprr. What was General Gregory at that time, Quarter- 
master / 

Colonel Encter. Quartermaster General. The date of this sum- 
mary, I have extracted from, is 1941. The specific month, I do not 
know. 

Mr. Meaper. I wanted to clarify something. As I understand it, 
the effect of your statement was that at one time the Army had de- 
parted from the policy of purchasing concurrent spare parts with 
the vehicles. Did I understand that correctly / 

Colonel Eneater. I do not think, insofar as the Army is concerned, 
in the procurement of transport vehicles—I am not certain it was 
a departure from policy, because I believe at that period of time it 

sally represented the first large, actually large scale procurement 
of motor vehicles. How the World War I vehicles were procured, 

I do not know. I have.no data on that, namely, from World War I 
ns World War II, but I believe there was relatively little activity in 
the procurement of motor transport for the Army. I believe there 
was some started in 1934 or 1933. 

Mr. Meaprer. Is it your understanding that the Army never departed 
from the practice of buying concurrent spare parts at the same time 
the vehicles were purch: ised or procured ? 

Colonel Eneirr. It is my wnderstanding, sir, that the Ordnance 
Corps adhered to the policy of buying concurrent spare parts with the 
vehicle from about 1916 on. What happened prior to that time, I 
do not know, sir. At that time, the essential extra part list was es- 
tablished. I mentioned the one case that was brought out in the Mead 
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committee hearing, which referred to a single departure with regard 
to the transport vehicles though I am not “certain that prior to the 
nonprocurement of concurrent parts, there was any policy prior to that 
which called for concurrent procurement. 

Mr. Meaper. I just wanted to clear that point up in the record, be- 
cause I was not exactly clear on the effect of the memorandum that 
you read from. It was not clear on its date. 

I would like to read from Administrative Order No. 51 of the War 
Department, Office of the Quartermaster General, Motor Transport 
Service, Washington, dated July 4, 1942. The subject is Parts Pro- 
curements. I wanted to read this paragraph with regard to so-called 
first year spares: 

First year spares will consist of sufficient amount and variety of parts, as- 
semblies, and component parts of assemblies to maintain vehicles for a period 
of 1 year. First year spares will be procured from the vehicle manufacturer and 
scheduled for delivery concurrently with the vehicle. 

I read that because it has been my understanding that it is con- 
cisely the policy, even before Ordnance took over, which was about a 
month after the date of this memorandum if I recall correctly, the 
ist of August 1942, that so-called first year spares were bought con- 
currently with the vehicle from the vehicle manufacturer. I do not 
know that there ever had been a departure from that policy. 

Colonel Eneurr. As I understand this memorandum which I read, 
sir, that the Quartermaster General indicated this change in policy, 
or whatever you might call it, where he makes the statement: “Parts 
are now being purchased on the same purchase order with vehicles,” 
that this preceded that directive that you just read. That was dated 
1942% 

Mr. Meaper. July 4, 1942. 

Colonel Encirr. I believe this occurred, sir, in 1940 or 1941. 

Mr. Meaper. Could you find the date of that memorandum so the 
subcommittee record will contain that date? 

Colonel Eneter. I do not have it here, but I will get that information 
and provide it to the committee. 

Mr. Meaper. Now, I would like to return to General Deitrick and 
just ask this question, which is kind of a summary question: The Ord- 
nance Corps has agreed that direct procurement of replenishment 
parts is the desirable method of procurement. Aside from the matter 
of engineering changes which Colonel Engler called attention to, 
is there any other difference between the procurement of concurrent 
spare parts and replenishment spare parts which would justify a dif- 
ferent policy? That is to say, indirect buying of concurrent spares 
as against direct buying? 


FURTHER TESTIMONY OF BRIG. GEN. CARROLL H. DEITRICK, 
COMMANDING OFFICER, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


General Derrick. One important feature is the timing. You in- 
sure yourself of getting a balanced set and a set supply of spare parts 
when you demand them from the vehicle manufacturer conc urrently 
with the vehicles that he produces. Your club there is that you will 
not pay him for his product until he produces the spare parts concur- 
rently with his major item. If we go out to buy individual items on 
a replenishment basis, perhaps we are flexible enough sometimes to 
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take up the slack of the variation perhaps of months in delay in the 
different dealers with whom we do business. 

Mr. Meapver. As I recall, at the beginning of World War II, these 
so-called concurrent spares were actually a variety of parts put to- 
gether in one big box; either one box went with each vehicle or each set 
of 10 vehicles; 1s that not true? 

General Drrrrick. No, sir; the concurrent spares that we buy— 

Mr. Meaper. I am talking about the beginning of World War II. 
I say originally concurrent spares was a set of parts, a variety of parts, 
boxed in one box which accompanied a vehicle or a given number of 
vehicles in the shipment overseas. 

General Derrrick. I seem to recall that perhaps that was true in 
some instances, but I could not say that for sure. 

Mr. Mraper. General Quinton, I know you are familiar with what 
happened in World War II. Isn’t that how the concurrent spares 
originated; as physically accompanying either a vehicle or a certain 
set of vehicles? 

General Quinton. I did not expect to be a witness and I have not 
been sworn. 

Mr. Harpy. This is not of sufficient gravity that you need to be 
sworn, 

General Quinton. When the Ordnance Department took over the 
furnishing of trucks to the Army, we followed the policy of con- 
currency of parts as it has been explained, but I do not recall that 
we made any attempt—and I can be in error—I do not recall from 
my recollection in the shipping—and I used to do a lot of shipping— 
that the parts went along with the vehicle. There has been some 
confusion about parts and tools. Tools have gone along with vehicles 
sometimes as vehicle equipment, but so far as the spare parts are con- 
cerned, I do not recall that we made an attempt to box the parts and 
send them along with the trucks, to my recollection. 

Mr. Horrman. May I ask the General one question? Did I under- 
stand you to say last night that while the tools went along, as when 
they used to give you a box of tools when you purchased an auto- 
mobile, but on the spare parts they did not and they came along later 
and the objective was to get them there at the same time as the vehicle / 

General Qurnron. They did not go with the vehicle itself. It 
went into the supply system. 

Mr. Harpy. Thank you, General. 

Mr. Meaper. Just one more question: Aside from this matter of 
timing, General, is that the only important distinction you can see 
between concurrent spares and replenishment parts? You mentioned 
the engineering changes that Colonel Engler mentioned ; you mention- 
ed the difficulty of getting deliveries on parts without the lever of not 
paying for the vehicle. 

General Derrrick. Yes. I will review part of the statement that 
I made this morning—inspection 








Mr. Meaper. That certainly is applicable to replenishment parts, is 
it not? You want your sebbonishiane parts inspected to be sure 
they are up to specifications ? 

General Derrrick. Yes. 

Mr. Meaper. What is the difference between replenishment and con- 
current spares insofar as inspection is concerned ? 
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General Derrrick. We do not have the number of inspectors to do 
that. ‘That goes back to Colonel Engler’s exposition, where we just 
do not have enough people to get all of this work done if we had to do 
it ourselves. We have to buy somebody’s services, and we prefer to 
buy the services of experts who have a background in this. 

Mr. Harpy. So a’ as inspection is concerned, actually that is not 
too big a problem. Perhaps you picked an unfortunate one because 
of the fact that you have to see that you get the particular part that 
you ordered. Your inspection factor is relatively insignificant be- 

cause of the fact that you have to inspect all parts ‘anyhow, and your 
percentage of concurrent is relatively small compared to total re- 
plenishment. 

General Derirrick. General Quinton lays a statistic down here 
which states that inspection is now 50 percent of the total district 
personnel, That is, we are still having more requirements, as I un- 
derstand it, for inspectors in districts than we have to handle the 
business that confronts us at the moment. 

Mr. Harpy. You are talking about the relationship of the inspectors 
with the other personnel, and I was not talking about that. IT was talk- 
ing about the amount of additional inspection they would have to per- 
form compared with the total volume, which would be relatively small. 

General Derrrick. I doubt that, Mr. Hardy, very much because your 
inspection is, in fact, directly proportionate to the amount 

Mr. Harpy. What is the proportionate relationship between con- 
current and total replenishment parts / 


FURTHER TESTIMONY OF AL C. LAZURE, CHIEF COUNSEL, 
ORDNANCE DEPARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazure. On 3 yee enpeaee parts contracts, you are buying 


against a drawing, and in this system on concurrent parts purchases, 
you are usually buying against the design or engineering development 
action which has taken place concurrent with the vehicle. So that 
the inspection that you get in one case is against the drawing and de- 
sign on replenishment parts generally. It could be partly that in the 
concurrent spares to the extent they are already in the design and 
drawing- 

Mr. Harpy. So that your inspection job with respect to a particular 
part is much more in detail at involved on a concurrent part ? 

Mr. Lazurr. Yes; you need a bigger organization. 

Mr. Harpy. Although your volume would be relatively small. 

Mr. Botirne. I would like to know at that point if I gather from this 
conversation that concurrent spare parts are not inspected by 
Ordnance? 

Mr. Lazure. Yes; we inspect the entire vehicle and check it from 
time to time, of course, and that includes those parts which are con- 
current with it and broken down, so that really we are buying an 
assembled vehicle and disassembled vehicle. The concurrent parts 
merely represent a number of sets which are disassembled. 

Mr. Bottrne. You have already inspected them ? 

Mr. Lazurr. Yes. 
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FURTHER TESTIMONY OF COL. J. E. ENGLER, INDUSTRIAL 
DIVISION, OFFICE OF THE CHIEF OF ORDNANCE 


Colonel Enctxer. We perform the final inspection, the in-process 
inspection is the responsibility of the contractors. 

Mr. Botiinc. Do you perform in-process inspection on replenish- 
ment parts? 

Colonel Eneuer. In the case of replenishment parts where we get 
the parts directly from a unit manufacturer, we might have inspection 
at that particular point, but in other instances, we Might have inspee- 
tion or not. We may pick them up at some final point insofar as 
inspection is concerned. 

Mr. Botiinc. Do you mean to say that as to inspection, the process 
of assembling a vehicle is less important from an inspection viewpoint 
during the process, than during the process of manufacturing an item / 

Colonel EncxER. I did not mean to say that. If you are referring 
to the assembly of a vehicle now, we might expect that the contractor 
will be responsible for his inspection through the procedure of as- 
sembling the vehicle. Our inspectors might spot-check his inspectors 
who are doing in-process inspection. The final inspection, so far as 
we are concerned, preceding acceptance, comes after the vehicle is 
completed, although we well know what is’ going on throughout the 
assembly process. 

Mr. Bottinc. You inspect in every recurring replenishment pro- 
curement; you do inspect ? 

Colonel Encier. We do inspect in some manner. 

Mr. Borurna. Then we are not talking about some inspection, or 
rather no inspection, but we are talking about some inspection and 
more inspection ? , 

Colonel EnGier. Yes; we are. 

Mr. Harpy. Iam sorry we got off on a tangent. 

Mr, Mraper. General Deitrick, I did not intend to have you go 
through the statement again. I just wanted to ask you to point out 
those factors which were present in the procurement of concurrent 
spares in this indirect way, as against those which were present in 
the procurement of replenishment spares which you agree should be 
done in the direct way. 

Mr. Harpy. Of course, I think the general would, in reply, go bac k 
over his total testimony this morning “because that, in a large part, is 
the distinction he was making this morning, if I recall correctly. 

General Derrrick. If you were to ask nfte my personal opinion, I 
would say the two most important things in buying concurrents is 1, 
the old chestnut of engineering changes and the other is the timing, 
the scheduling and delivery. 

Mr. Mraper. That is all I have. 

Mr. Casry. General, let us take these one at a time. Now, the de- 
livery, as I understand it, the key factor in that part of the reasons 
for buying these concurrently, is that you can refuse to take the vehicle 
unless it-is accompanied by the required number of concurrent spare 
parts. 

General Derrrick. Yes. 

Mr. Casry. And that policy, if I understand the testimony this 
morning to be correct, that was instituted in January of this year, 
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namely, that all future contracts would contain a provision giving the 
Government the right to refuse completed vehicles unless the concur- 
rent spares would accompany it on schedule, let us put it that way. 

General Derrrick. I cannot tell you the date. 

Colonel EnciER. The policy I quoted this morning isa recent policy : 
however, even during World War II, Ordnance had in its contract 
provisions, a clause whereby we could refuse to accept vehicles if the 
manufacturer was not delivering spare parts in accordance with the 
contract provisions, which meant, concurrently. 

Mr. Casey. Then that policy was not a new policy, but merely reaf- 
firming something already in existence ‘ 

Colonel Eneier. Yes. 

Mr. Casey. It has been the policy right along since World War IT, 
to have some contractual right to refuse to pay for vehicles unless you 
got the concurrent spare parts on schedule ? 

Colonel Eneirr. I am not certain the contract clause as such, says 
that in all our contracts since World War IT, but we have had a pro- 
vision for concurrent spare parts which gave to us some legal right to 
poli¢e the delivery of those concurrent spare parts. As to how each 
particular contract clause was written—how the particular contract 
clause prior to this was written, I do not know. I believe it had the 
same effect, but this particular memorandum that I read this morning 
established a standard clause for use by all of the technical services. 
Prior to that time, it was more or less up to the technical services to 
develop their own applicable contract clause in that regard. 

Mr. Casey. But whatever the form of the clause, it gave to the 
Ordnance Department some right to refuse to pay for completed 
vehicles unless they got concurrent spare parts. 

Colonel Encorer. It gave the right to police the delivery of con- 
current spare parts in accordance with the contract provisions. 

‘Mr. Casey. I do not mean the policing of it. You can police a con- 
tract even if you had unit manufacturers for these parts rather than 
the vehicle assembler. Did you have the right in all these contracts to 
refuse to pay for completed vehicles until you got the concurrent 
spares / 

Colonel Eneter. I am not certain in my own mind, sir, that the 
contract clause was exactly written in that manner. I do not know 
whether anyone here can answer that question or not. 

Mr. Casey. Is it not a crucial question, Mr. Cary / 

Mr. Cary. I am certainly not as competent in that way as,Colonel 
Engler is. That is one aspect of the whole matter of timely delivery 
and scheduling. I really do not think that I am competent to answer. 
It seems to me that this whole point is one of two major points, being 
two major points which General Deitrick and Colonel Engler have 
stressed. One is timely deliveries and scheduling. This is only one 
aspect of it, namely, this is carrying it one step further, with General 
Larkin’s memorandum that you shall refuse to accept deliveries until 
the component spare parts come with it. I am really not competent 
to go further than that. 
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FURTHER TESTIMONY OF AL C. LAZURE, CHIEF COUNSEL, 
ORDNANCE DEPARTMENT, DEPARTMENT OF THE ARMY 


Mr. Lazure. I can answer that a little better, although perhaps not 
wholly satisfactory to you. In 1946, 1947, and 1948 we did not have 
much procurement in combat or tactical vehicles. During the past 
year, the legal branch, which I head, made a study of clauses which 
were in effect during World War II. We suggested to our G—t, 
through our channels, inasmuch as these clauses are being unified, that 
a clause of this type be utilized. It was as a result of that, that this 
memorandum which they mentioned, came down. 

Now, up to that time, I think, in our various stations they were using 
clauses, but it was all dependent upon their particular application at 
that particular station. It was not a unified policy until this memo- 
randum that he mentioned came down. We did ourselves recognize 
that there was going to be that same trouble that we had during 
World War II, of contractors getting out the item itself and not 
giving us the concurrent spares and we put that clause in there. This 
is one thing that I think we anticipated the subcommittee on. We did 
have this up there before the initial session started. We were moving 
forward in this field. 

Mr. Casey. Is it in all the contracts now? Is this a standard clause 
that you recommended for all the contracts currently being negotiated 

Mr. Lazure. Instructions have gone out on this type of contract, but 
I do not know whether it is in all of them. It is in this type of 
contract. 

Mr. Casey. Again, on the question of timing—and I will direct this 
to Colonel Engler—I understood in the statement read this morning, 
that you referred to two situations where there was a breakdown, so 
to speak, by reason of not conforming to this policy of buying con- 
current spares along with vehicles. The one that sticks in my mind 
is the one where the Quartermaster Corps went out and bought the 
vehicles and there were maneuvers in the South early in the emer- 
gency of World War II, which disclosed a breakdown of vehicles 
by reason of a lack of spares. The impression that I personally gath 
ered was that the Quartermaster Corps not only failed to buy those 
spares concurrent with vehicles, but actually had not tried to buy 
those spares from the unit manufacturer to be delivered simultaneously 
with the vehicles. 


FURTHER TESTIMONY OF COL. J. E. ENGLER, INDUSTRIAL DIVISION, 
OFFICE OF THE CHIEF OF ORDNANCE 


Colonel Eneier. I cannot answer the question as to whether they 
actually did attempt to buy the spare parts separately from the ve- 
hicles and the spare parts were not delivered in time. I assume from 
the answer General Gregory made to the report and his last sentence, 
wherein he indicated he was now buying them on the same purchase 
order with vehicles, that he was in so many words saying that he 
recognized the reason for the difficulty was the fact that they did not 
buy them with the vehicle. I cannot go beyond that because I do not 
know the answer. 

Mr. Casry. At any rate, if they made no attempt to buy the spare 
parts from anyone, that was the reason for the breakdown and not 
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the reason for not buying them concurrently with the vehicles and 
buying from the unit manufacturer. 

Colonel Enetrer. They made no attempt to buy them whatsoever, 
that is true. It is a matter of opinion there. I cannot visualize no 
attempt to buy spare parts at all, but it could be so. 

Mr. CasEy. In order to have a true test of whether this concurrent 
spare parts policy is sound, you would have to have a situation where 
there was an obvious and intensive effort on the part of Ordnance 
Corps to so time their procurement of spare parts, that they will be 
delivered into the pipeline simultaneously with the vehicles, would 
you not ? 


FURTHER TESTIMONY OF COL. GEORGE W. WHITE, IN CHARGE OF 
NATIONAL PRODUCTION CONTROL, ORDNANCE TANK AUTOMO- 
TIVE CENTER 


Colonel Wutre. May I offer a point on that, sir? The vehicle re- 
quirement, of course, generates the first requirement for concurrent 
spare parts. When that vehicle requirement hits the OTAC and 
then goes to the district for placement with the contractor, if we were 
buying the concurrent spare parts separately, the procurement activity 
in OTAC would start at that time to make that buy for concurrent 
items. Our experience is that we have a 90-day cycle from the time 
we start a procurement until we complete that procurement. That 
would mean that 90 days, shall we say—the differential between the 
time that it takes the vehicle manufacturer to issue his purchase 
order—and in most cases that runs 30 days—to the 90-day period 
would be the lag in difference in the timing of the original placement 
of the order. That would mean that in the entire set-up of spare 
parts there would be some items—how many, I could not state—but 
some items which are the long lead time items, not available until 60 
days after the vehicle was available. 

Mr. Botutne. What is the assembly time ? 

Colonel Wurre. The vehicle assembly time ? 

Mr. Bouurne. Yes. 

Colonel Wurre. It never runs in excess of 30 days, usually less. 

Mr. Botting. Wouldn't vou have to add that factor too? 

Colonel Wuire. Yes, you would have to add a factor for that, 
although the lead time studies which we have made of most truck 
manufacturers indicates about 814 months from the initial placement 
of the order. On this basis, starting at the same time to place the 
replacement order, the concurrent order, if we were buying them 
separately, we would have then a total lead time to the delivery of 
the complete set of parts of about a month and a half to 3 months, 
depending upon the item, greater than the vehicles. 

Mr. Casey. In other words, no matter what you did you could not 
get the parts into the pipeline simultaneously with the delivery of the 
vehicle ¢ 

Colonel Wurrr. No, sir. The only possible way to do that would 
be to out-guess the future vehicle orders. 

Mr. Harpy. Those parts have got to be made by the unit manufac- 
turer and shipped to the vehicle assembler ? 

Colonel Wuirr. Yes. 

Mr. Harpy. It is a little difficult for me to understand why your 
lead time there should be greater on a procurement of parts than it 
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is on procurement of vehicles, because if the parts are going to be on 
the production line anyhow 

Colonel Wurre. Well, the invitation for bid operation and cycle 
through which we have to go to place a replenishment parts order is 
running about 90 days. That means that the truck manufacturer 
gets his order for the truck, and he turns right around, knows his 
sources, and places orders for those parts, for the vehicles and parts, at 
the same time. 

Mr. Harpy. Now, of course, you are negotiating your orders for 
your vehicles, is that not right ¢ 

Colonel Wuirr. Yes. 

Mr. Harpy. And you are going through your formal invitation for 
bid procedure on parts ¢ 

Colonel Wurrr. Yes. 

Mr. Harpy. I think when you take two different procurement sys- 
tems and try to weigh one against the other, you are bound to get an 
unbalance, are you not 4 

Colonel Wire. There is definitely a time differential in those two 
systems, that is true. There is, of course, this angle also, sir. The 
orders for the truck and concurrent parts are placed and then the 
engineering releases approving the manufacure of the vehicles as 
designed starts—this is on the initial order of the vehicles. ‘That 
means that we would have to wait until that was actually done before 
we could actually start procuring in that instance, the concurrent 
parts if we were to buy them separately. Se that would create an even 
greater lag time, at least of the initial order. 

Mr. Botuine. Colonel, in the initial statement before we got into 
this—not the initial statement, but the statement just before he last 
one Where you indicated a differential in time of a month and a half to 
3 months, before we got into the engineering changes—— 

Colonel Wurre. Yes. 

Mr. Botiine. I am curious, then, if I understood correctly, your 
concurrent parts program—you order 12 and 9 months. 

Colonel Wurrr. Yes, 21 months. 

Mr. Bouiine. Let us assume, just for the sake of discussion, that 
the differential that you indicated to begin with 114 to 3 months is, 
let us say, 3 months. Let us say that the early period of many engi- 
neering changes is a period of 6 months. After the assembled ve- 
hicle is made available, then it occurs to me it is conceivable, if vour 
thesis is correct, that you have to have concurrent spare parts, that 
then the period which they are designed to cover could be substantially 
less. 

For example, you do have to have some concurrent spare parts to 
meet the two problems that you raise: The question of different pro- 
curement procedures, the 3 months’ gap; the question of many engi- 
neering changes in the ants periods, then it would seem to me possi- 
ble that your initial order of concurrent spare parts could be held 
down to 6 months instead of 21 months. 

Colonel Enexer. If the initial order for concurrent spare parts 
were held down to 6 months, that would mean you would have to be 
buying replacement spare parts before you put in your order for 
vehicles many months 1n advance. 

Mr. Harpy. Perhaps we have to do something to speed up that 
process. 
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FURTHER TESTIMONY OF LT. COL. W. H. CONNERAT, CHIEF, FIELD 
SERVICE, ORDNANCE TANK AUTOMOTIVE CENTER 


Colonel Connerat. With the first 100 vehicles that come off the 
production line we then get the 21 months of parts at that particular 
Sean Now we are only buyi ing those parts to support those particular 
vehicles. Once they are in the system they do not change from engi- 
neering design and the parts that are supposed to sup port those 
vehicles. Do you follow me ¢ 

Mr. Bottine: Yes. 

Colonel ConNERAT. Suppose those vehicles go to Korea or overseas. 
We have to have the engines, transmissions and axles and things of 
that nature in the system, not only in the pipeline, but in turn- around 
from use to rebuild shops and back. We have got to have enough of 
those in the system and in the pipeline to support those 100 vehicles. 

Mr. Boutrwe. For how long ¢ 

Colonel ConNERAT. It isa year. We consider it a year and the pipe- 
line is 9 months or 75 percent. However, that does not mean that the 
quantity of spare parts that we buy therefore for the year is the actual 
mortality factor of those parts, but we have to have enough in the 
system on the first go-around in order to rebuild those vehicles and 
maintain them. 

Mr. Bouuine. Tam still at a loss, perhaps because we are changing 
from witness to witness and moving from a different set of premises. 

Colonel Connerat. The 21 months I think you refer to, of spare 
parts, would be coming from the contractor in 21 months and that is 
not true, sir. 

Mr. Botiine. No, I do not mean that. What I am trying to get at 
is, Whether the 21 months is a necessary supply—the 21 months is an 
amount, not a period of time. An amount of spare parts designed to 
take care of vehicles for 12 months and fill up the pipeline, which 
takes up 9 months of those parts. 

Colonel Connerat. That is right. 

Mr. Bottine. The question I am getting at, according to Colonel 
White’s approach, was that if there is this lag in potential procure- 
ment ability between the assembled vehicle and spare parts, 114 to 
3 months plus the dilemma of engineering changes, it may very well 
be the amount procured in the initial concurrent set is excessive, if the 
policy were reexamined. I have heard nothing to convince me other- 
wise. 

Colonel Connerat. There are no engineering changes necessarily on 
that first 100 vehicles once they are accepted. Then those parts we 
buy for that vehicle would support it. However, there is no indieca- 
tion that the same parts that we buy for that first 100 vehicles will 
fit the next 100 vehicles. 

Mr. Boiurnc. We are dealing with one set and I do not see where 
that would enter into the thing. 

Colonel ConnerAtT. No, sir, that set is continually changing. 

Mr. Botirne. Not that 100. 

Colonel Connerat. Not on that 100: no. 

Mr. Botta. I am talking about the 100. 

Colonel:ConneraT. There we think, to support that 100 vehicles 
that comes into the system, we have to have enough parts in there, first 

93669—52——82 








484 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


to fill up the pipeline and also to take care of the rebuild and the turn- 
around of those vehicles. 

Mr. Botxinc. All I am saying is that perhaps you could get by 
with 6 months plus 9 months instead of 12 months plus 9 months 
I think it is perfectly possible, but I will drop the subject. 

Mr. Harpy. All of us would prefer to have a margin of safety. If 
you mention the difficulty, the major difficulty is because of the 
length of time it takes in your procurement system. Perhaps we need 
to revise that. 

Mr. Horeman. Am I right about this. When you buy, we will say, 
a truck, yeu get these concurrent parts, as you call them at the same 
time ? 

General Derrrick. Yes. 

Mr. Hovrman. Then later on you must buy some other spare parts 
to replace the worn-out ones, and there is one school of thought here 
that says you should buy those from the basic producer. Is that 
right ¢ 

‘General Derrrick. That is the replenishment parts; yes. 

Mr. Horrman. In Washington, some of us do not have time and 
are not so situated geographically that we can buy from the original 
producer. So, in my own case I go to Kroger, or to the A. & P., or any 
one of those big chain stores, and there I buy an order which may 
include meat, butter, flour, salt, and all those things that my good 
wife thinks she needs to satisfy me. However, I find a little later 
on in the week that I did not get enough butter, or I did not get enough 
eggs. Now, as I understand this school of thought, they are arguing 
that I should go to the fellow who makes the butter, who produces 
the eggs, and that I should not go back to the store which assembles 
all this merchandise. Now, is there any similarity between my own 
situation and that of Ordnance? 

General Derrrick. You did not go to the hen. 

Mr. Horrman. No; I go to the A. & P. or to Kroger, or any one of 
a dozen chain stores, and I get everything I want. I did not get 
enough the first time. Mr. Hardy would send me to Virginia for 
milk—they bring it in; they have an exclusive market there on milk 
in Washington. Isn’t that somewhat similar? 

General Derrrick. There is a point of similarity there. 

Mr. Harpy. My point is simply this: If we were buying more eggs 
than Kroger Store was buying, you would not go to Kroger; would 
you? 

Mr. Horrman. No; but, if I have to travel over to Virginia to get 
me a dozen eggs, and T had a chance to go to the Kroger next door 
or in the next block, I would go to Kroger, even if I had to pay 
cents more, because I wanted the eggs then. 

Mr. Bortrnc. You would not avoid an opportunity, however, if you 
could buy, conveniently, as good or better a product at a lower price 
in the same area. You would not hesitate to buy it then; would 
vou?! 

Mr. Horrman. I would hesitate a little if T had to spend $1 worth 
of gasoline with wear and tear on my automobile and tires to go down 
to Norfolk to buy that article. I would think about it a little, even 
if I didn’t have to pay a sales tax in Virginia. 

Mr. Harpy. I might even contrive to send it up to you. 
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Mr. Horrman. You can start now and I will pay the postage. 

Mr. Casey. I have one question with reference veilinaliea ‘ly “to 
what we have been discussing in connection with these common items 
and these hardware items and tires and tubes and batteries which 
our study disclosed in certain contracts were being procured as 
concurrent spare parts. 

Is it consistent with Ordnance policy to buy those parts that way 4 

Mr. Cary. Again I think Colonel Engler would be the appropriate 
person to answer. ; 

Colonel ENGirr. Those particular parts are not now being bought 
concurrently. That was a departure based on this decision from the 
Chief of Ordnance: that we would buy all parts for a = of time 
only on those contracts until that policy was changed over 

Vir. Casey. Even on tires and tubes and batteries # 

Colonel ENGuiEer. Yes, even on that. 

Colonel Connerat. They were knocked off quickly after that. Your 
study shows that. 

Mr. Casry. Certainly, recently you have screened some of those 
contracts and eliminated 340 items from the list of concurrent spares. 

Colonel Connerat. That is right, and we are continuing to do that, 
which is Army policy, in the Army regulations. 

Mr. Casey. Colonel Engler, who decides what parts will be included 
as concurrent spare parts in a contract 

Colonel Encirr. Colenel Connerat could answer that, but the Auto- 
tive and Tank Center decides it. Colonel Connerat could answer it 
in detail. 

Mr. Casry. Colonel, do you make the decision as to what parts will 
be included as concurrent spare parts ¢ 

Colonel Connerar. Our organization does, sir. 

Mr. Casry. What part does industry play in that decision ? 

Colonel Connerat. Industry plays a big part in that decision inas- 
much as we give them at first, on a new designed vehicle, a guide list 
and liaison personnel and other assistants in the very first part of the 
engineering of that particular vehicle; and, in order to determine what 
those spare parts should be, they use that initial guide list and such 
help as we can provide for them to come up with their best engineering 
estimate of the spare parts that will be required to support that vehicle, 
Now, I say those guide lists of ours are computed from experience on 
similar types of vehicles as the result of World War II experience. 
When the manufacturer comes up with his recommended list to us, 
they come through our system for stock numbering and interchange- 
wbility information. In order that we will not hold up the procure- 
ment of spare parts at that particular time, we usually give the manu- 
facturer the right to order the spare parts and his production material 
simultaneously. However, as soon as his release comes out on that 
particular part, we review it in detail and study those parts with the 
maintenance practices in detail that we worked up from World War II 
experience and our present experience. 

Mr, Casry. Now, when you give him a design for a new vehicle, he 
is the one that actually engineers the vehicle; is he not? 

Colonel Connerat. Against specifications that are given to him. 
In other words, Colonel Engler can better answer what “specifications 
are given for the operation of the vehicle itself. 
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Colonel Eneirr. At the present time in the vehicle field we give him 
general-performance specifications; but, essentially, he engineers the 
vehicle. 

Mr. Casry. In other words, he is in the best position to decide what 
spare parts will be needed to service that vehicle in the first 21 months 
of its life. 

Colonel Enauer. He is in a good position, I would say, to give us 
his ideas as to what parts are required. Iam not certain that he could 
do it by himself without being guided by our experience, because in 
his commercial manufacture he is faced with entirely different propo- 
sitions as to the type of operation that our combat vehicles must under- 
go. I would say that he would not be able to do it without its being 
a coordinated action between Ordnance and the manufacturer. 

Mr. Casey. I understand you give him some guide list, which is, in 
essence, your practical experience under war conditions with a similar 
type of vehicle. 

Colonel Encier. With the assistance of that guide list, he gives us 
his estimate on what parts would be needed to service that vehicle 
during the first 21 months of its life. 

Colonel Connerat. And, in addition, when we take his list and 
review it in detail, from maintenance experience, from the various 
echelons of those particular parts to support that vehicle in the field, 
from the skilled mechanics that will have to support that vehicle, and 
tools available at the various echelons for the support of it—— 

Mr. Casry. In other words, Colonel, you review that list thoroughly 
so that the determination becomes your determination if that list is 
proper ? 

Colonel Connerat. Very definitely so, and we request the engineer- 
ing department to write engineering changes, deleting or adding spare 
parts to the list that the vehicle manufacturer recommends to us from 
our guide list. 

Mr. Casty. Do your records reflect that substantial changes in that 
list are made by you people from time to time ? 

Colonel Connerat. 1 would not say necessarily it is by us solely; 
it is by an agreement between the manufacturer, the engineering de- 
partment, and the ordnance department. We can show in many cases, 
however, where we have changed quantities of spare parts; we have 
deleted items and added items, and the manufacturer has also done it 
in some cases because of production requirements, and so forth. He 
has made certain recommendations for changes in production of the 
vehicle itself, which would affect the supporting spare parts. 

Mr. Casry. Then would it be a fair statement to say that the vehicle 
assemblers dictate to a large degree and primarily the parts that are 
included as concurrent spare parts? 

Colonel Connerat. I do not think they dictate at all. They as- 
sist us. 

Mr. Casey. They assist you, but they have the inside on how that 
vehicle is going to be designed and engineered. 

Colonel Connerat. True. 

Mr. Harpy. Under your policy of reviewing these suggested lists, 
I believe you said they are reviewed in detail ? 

Colonel Connerat. Yes. 

Mr. Harpy. Is it your policy to delete from those lists items which 
are normally and currently carried in inventory ? 
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Colonel Connerar. No, sir; not unless we are in long supply on 
those items, with the exception of tires, tubes, batteries, Electro-Lites, 
and those types of items, and standard hardware items which are not 
normally used by the manufacturer in the manufacture of his vehicle. 

Mr. Harpy. Of course, when you talk about “long supply,” we get 
back to the list of items we had here awhile ago, which may or may 
not be significant. But just take any item. I will take an item, which 
Iam looking at right here now, that cost $22.87 and during the follow- 
ing month—during both the preceding and following months—was 
an item of concurrent procurement. Now, why should an item like 
that, which is being currently procured as a replacement item, be in- 
cluded in concurrent procurement / 

Colonel Connerar. I think the preceding and subsequent months 
were against the date of the contract, and not against the delivery of 
the vehicle or the spare parts. If it applies to the contract, for in- 
stance, on the first list that was made up for the supporting parts for 
that particular vehicle, we probably did not have that list compiled 
or engineered until many months after those two items that you re- 
ferred to there are bought under replenishment spares. Do you fol- 
low me ¢ 

Mr. Harpy. I follow you, but I do not know whether it has any 
particular significance if this is the date the order was placed. 

Colonel Conneratr. That was the date for the vehicles. 

Mr. Harpy. It is the date the vehicle order was placed, January in 
one case, and you had current procurement showing up the preceding 
November, and in another case on the same item in the following 
February. One case, 2 months ahead of the order for the velicle, 
you were procuring that part asa part of your replenishment program. 

Colonel Connerar. Until such time as that engineering was firm 
and the list of spare parts was firm, we did not know that that par- 
ticular part would be in the new vehicle. 

Mr. Harpy. But at the time you got your list and it showed that 
part was in the vehicle and you made your detailed study, which vou 
just referred to, and if it showed that it was an item normally carried 
in stock, was an item which was currently being procured as a re- 
plenishment item, why should that be included in concurrent ¢ 

Colonel Connerat. Why? 

Mr. Harpy. Yes. 

Colonel Connerar. Because I didn’t know at that particular time 
What my obligation against those stocks would be, and until such time 
as we could firm up all of our requirements for rebuild, as I said 
before, of approximately 250,000 vehicles, we didn’t know what the 
obligations of those stocks would be until that was firm. In the last 
part of the fiscal year 1951, I think we got our last firm requirement 
for rebuild of approximately 20,000 trucks, which included a great 
portion of jeeps. 

Mr. Harpy. But you procured this item in November. You placed 
your order for your trucks or jeeps in January. This item was cur- 
rently procured in November. You were ordering it in as a replenish- 
ment item presumably to take care of what your estimated require- 
ments were. 

Colonel Connerat. Excluding the new vehicle density. 

Mr. Harpy. Well, it still does not make too much sense to me. I do 
not know why it should be necessary to carry that item in the con- 
current parts list. In any event, we will pass it up. 
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Mr. Lazure. May I comment ? 

Mr. Harpy. You may. 

Mr. Lazvure. The subcommittee got together a list showing pur- 
chases of replenishment parts on a certain date, and against that list 
they showed the date of an original contract. Colonel Connerat’s point 
and our point is that the parts that they paralleled together there 
was done by the subcommittee long after the two actions happened, 
so that we do not know—we did not know at the time the original 
contract was made—that that particular part number and part was 
going to be part of the concurrent spare list of this procurement, be- 

cause all the contract said was “spare parts.” | Reading: | 

For the purpose of this contract, a contingency fund is hereby established and 
included in the total contract amount for procurement of spare parts of descrip- 
tion, and in quantity and at places to be determined by the parties hereto at a 
later date, and to be incorporated in the contract by supplement. 

Mr. Harpy. Do I understand from your reply that this detailed 
analysis which the colonel referred to does not include a check against 
the stock records and inventory and demand against that inventory ‘ 

Mr. Lazure. On new vehicles—against that it might well be that 
way, but I am subject to correction. 

Colonel Connerat. Once that list is made out, we have determined 
our obligations against that particular stockpile of existing materials. 

Mr. Boruane. Isn't the mere fact that it could be true that you 
wouldn't know that you were putting in a big replenishment orde: 
at the same time you were putting in a concurrent parts order which 
included that particular item, be quite a commentary on the con- 
current technique / 

Colonel Connerat. The replenishment order is for buying parts 
to support vehicles that are already in the system. The concurrent 
requirements are for vehicles that are to come into the system. 

Mr. Botuinc. The thing that disturbs me is that if you are so 
inflexible in your approach to your concurrent spare parts in their 
relationship to those vehicles now coming into the system, that 
you do not recognize that advantage which can be obtained by get- 
ting those parts through replenishment procurement. In that you 
are being a little dictatorial in your attitude toward your concurrent 
spare parts. 

It seems to me this is one time where a system has kicked back out 
of your own mouths. 

Colonel Connerat. No, sir; I don’t agree with you. 

Mr. Lazure. We do have parts common and to the extent that we 
have parts common, we attempt to procure those as such on a re- 
plenishment basis. 

What we are saying here is that these are new design and until 
we get the design completed, we may not know all the parts, or whether 
they are concurrent or replenishment i in the system. 

Mr. Borxine. I think the point still stands that there can be 
as many examples as are cited here where a larger cost is paid for the 
same item on a concurrent basis than is paid for at the same time 
on a replenishment basis and that the system does need some exami- 
nation. 

Colonel Connerat. We don’t indicate it was the same time, sir. 

Mr. Botuinc. I don’t see how you are going to get away from the 
dates. 
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Colonel Connerat. As to the date the contract was let for the 
vehicle, that doesn’t mean we are going to have the same date we will 
have delivery of spare parts, nor does it indicate we are going to 
determine what spare parts are required to support a new vehicle. 

Mr. Boturnc. Granted the latter point, it still seems to me that 
there is an opportunity for examination of the policy, unless I com- 
pletely misunderstand it. I see you may not even know what parts 
you are going to have to have at the time you let the contract. That 
isa determination made some months later, is that correct / 

Colonel Connerat. That is correct. 

Mr. Botirne. It seems to me very clear, however, that if the 
system leads you down this particular path as often as it seems to 
have been done under the examples cited in these staff studies, then 
the system requires a very extensive examination. 

Colonel ConneRAT. We concede, sir, that we had so much work to 
do with regard to supporting our old World War II fleet of vehicles 
that as soon as we got the opportunity to scrutinize these particular 
items and we found those in which we were in long stock, we deleted 
them at the earliest opportunity. 

Mr. Botuine. What I am concerned about is the future. It seems 
to me there still remains substantial weaknesses in the system and 
that the same thing will repeat itself over and over again, regardless 
of your good intentions. 

Now, moving from that, I would like to get into this question, if 
this is the right time, as to engineering changes. I am still confused 
as to What an engineering change is. 

Colonel Eneter. Can we get Colonel Kinley now, sir? 

Mr. Bourne. Please. 

Colonel Exeter. He is the Deputy Chief of Development and En- 
gineering at the Detroit Arsenal. 


TESTIMONY OF LT. COL. M. A. KINLEY, DEPUTY CHIEF OF DEVELOP- 
MENT AND ENGINEERING, DETROIT ARSENAL 


Mr. Botirne. Colonel, as a person who is not an expert in this field, 
I would have the impression that an engineering change has something 
to do with engineering. 

Colonel Kiniry. That is correct. 

Mr. Bontine. It would have something to do with the specific 
change in a specific part ? 

Colonel Kintey. That is right. 

Mr. Bouirne. I gather that is an erroneous impression. What are 

the four categories? I think IT saw them a little earlier. That is, as 
to engineering changes. What do they mean ? 
_ Colonel Krxiry. Let me first define what we mean by an engineer- 
ing change in our system. Any given part which goes into a vehicle 
must be authorized by the Engineering Department before it is 
official and consequently can be contracted for by the contracting 
officer and paid for. 

Now, by the same token, any change which occurs in that part must 
also be authorized in that same manner. Those changes can be changes 
of physical characteristics of the piece in question. They can be the 
addition of a new piece. They can be the deletion of a piece which 
already exists in the system. 
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We can change the estimate of quantity of parts which may be 
needed, or we can change the specifications of the manner in which 
that part will be repaired and packed for shipment to the field. Al] 
of those classifications must be covered by engineering change order 
action. 

Mr. Botting. In other words, a change in a part which remains 
substantially the same but is changed ? 

Lieutenant Colonel Kintey. That is right. 

Mr. Botiinc. The addition of an entirely new part and the elimina- 
tion of a part that was originally planned for? 

Lieutenant Colonel Kintry. That is correct. 

Mr. Botiine. A change in quantity of parts in a concurrent set, is 
that right? 

Lieutenant Colonel Kintry. That is right. 

Mr. Boutiinc. On the question of packaging? 

Lieutenant Colonel Kintey. That is right. You must realize this 
change-order does not apply to the part itself. It applies to the 
vehicle. That is why changes of quantity, additions, and deletions 
come in under engineering change-orders. 

The engineering change-order is a piece of paper which starts out 
by saying relative to vehicle such and such and gives a description of 
the vehicle, the following changes will be made. 

Mr. Bottinc. Am I correct in understanding you to mean that it 
applies to the vehicle and the concurrent set as well? 

Lieutenant Colonel Kinuey. The spares, whether they be concur- 
rent or replenishment, refer to that specific vehicle. 

Mr. Botting. How do you tie the thing down in terms of time and 
quantity? Do you, for example, buy a quarter of an engine a year for 
a certain vehicle? How do you tie it down ¢ 

Lieutenant Colonel Kintey. The engineering release—the original 
engineering release of the vehicle carries on it an estimate of the num- 
ber of parts which will be consumed per 100 vehicles during the first 
vear of their life in the field. It has added to it then what the field 
service calls the pipeline quantity, so the release also carries the infor- 
mation as to the total of the first year’s estimated mortality and the 
amount necessary to fill the pipeline. 

There is an additional figure which is the total procurement neces- 
sary on the part. That includes the number necessary for the manu- 
facturer of the vehicle, as distinguished from the spares. 

Mr. Botting. Well now, a good deal has been said to the effect that 
the reason that it was impossible to handle any of the concerns set on 
the replenishment basis, in other words, by going to the unit manu- 
facturer rather than to the assembler, is that there are so many 
of these engineering changes which are extremely difficult to coordi- 
nate and tie down. I can understand why that would be very impor- 
tant with regard to the first two items—a change in a particular part 
and the addition of a new part—but I have great difficulty in under- 
standing why that argument would hold for those other engineering 
changes, which, one, include the deletions of parts which change the 
quantities and which have to do with packaging. 

My impression from the glance that I had at analysis of engineer- 
ing changes, I presume on the contract for certain new vehicles, 
indicated that the number of engineering changes, or total number, 
would be tremendously reduced. Hence, the argument in support 
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of concurrent is substantially reduced, if you eliminated the last three 
items and only considered the first two, which as far as I understand to 
date, are the ones that are applicable. Do I make myself clear ¢ 

Lieutenant Colonel Kintey. Yes, sir. I would like, in answering 
that, to clarify one point which I suspect may be the cause of a certain 
amount of misunderstanding. 

Thoughout the discussion I have heard today, I heard constant 
references to vehicle assemblers. Gentlemen, that is a misconception 
of the function that these manufacturing companies perform for the 
Ordnance Department. Now, the development and engineering de- 
partment has a basic mission and responsibility which makes them 
responsible for the design and complete engineering of these vehicles. 

We have nowhere near the number of personnel necessary to physi- 
cally accomplish that design within our own shop with our own 
personnel. Consequently, we farm outa large part of that engineering 
work to these vehicle manufacturers, and that work is performed 
under our supervision and with our concurrence on all of their legal 
actions. 

For that reason, there are many, many cases where the actual identity 
of a particular part, as well as the quantity, is an unknown quantity at 
the time that a contract is let. When we award a contract to a vehicle 
manufacturer, what we are awarding is an idea. True, we have a 
picture of what we want. We lay down the basic specifications. 

Mr. Botting. In terms of performance / 

Lieutenant Colonel Kiniey. Generally in terms of performance and 
in general in terms of what kind of vehicle—whether we want six 
wheels, eight wheels, dual wheels, or what have you. We also lay down 
certain specifications relative to interchangeability of parts, usage of 
certain types of materials and things of that nature. 

However, essentially, the contract award is made on the basis of an 
oral description of the end product supported by such detailed specifi- 
cations and designs as we are able to furnish at the time. The vehicle 
manufacturer is given the opportunity to bid on the basis of that invi- 
tation. To accomplish that bid, he must do a certain amount of 
engineering design, and that, as Colonel Connerat pointed out, is done 
in conjunction with personnel both from the field service and from 
development and engineering. 

When he gets his design far enough advanced, so that he feels he 
can make a rough estimate of the bid price, he then comes in with his 
bid, but actually at that time, the vehicle is nowhere near completion 
as far as detailed production design is concerned. The normal course 
of business then calls for that manufacturer to build a certain number 
of pilots. Those pilots must be completed, must be delivered to the 
Ordnance Department and are tested by the Ordnance Department 
for a period of months. 

At the end of the tests, they are either accepted or accepted with 
certain exceptions or the manufacturer is asked to redo certain por- 
lions and submit those for test again. You must realize throughout 
the period of time, there are inevitably any number of changes of all 
of these categories. 

Mr. Casry. Is the Ordnance Department notified of these changes 
as soon as they are made ? 

Lieutenant Colonel Kinutey. It depends on the nature of the change. 
If it is strictly an internal change which does not affect the function of 
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the vehicle or the crew safety or the spare parts situation, they may or 
may not call our attention to it immediately, depending on whether 
they feel it would be important to us. If we later learn it is a change 
which the manufacturer feels, in consultation with our representative 
at his plant, may be of interest to us, it will be called to our attention. 

Mr. Boturne. The thing you have been describing is the process of 
developing a new vehicle / 

Lieutenant Colonel Kiniry. Right. 

Mr. Botuine. This has no security angle, but what percentage of 
the total procurement in any given fiscal year would fall into that 
rategory ? 

Lieutenant Colonel Kintry. Our current fleet of tactical vehicles 
is a new fleet since World War IT. 

Mr. Bottrne. You would consider this jeep that was mentioned as 
being included ? 

Lieutenant Colonel Kintry. Correct. 

Mr. Boring. That is, as a new—entirely new—vehicle. You have 
to go through this whole engineering process because a motor is being 
replaced ? 

Lieutenant Colonel Krxiry. It has been sufficiently redesigned since 
World War IT in that it is essentially a new vehicle. 


FURTHER TESTIMONY OF COL. J. E. ENGLER, INDUSTRIAL DIVISION, 
OFFICE OF THE CHIEF OF ORDNANCE 


Colonel Eneurr. I think, sir, I can take these four types of vehicles 
and very rapidly analyze them for you. Inthe case of the quarter ton, 
the three-quarter ton, and the 214 ton of Reo design, those vehicles 
were placed on contract for production with the provision that the 
manufacturer would preproduce a certain number of models which 
would be tested prior to the complete release of the vehicle for 
production. 

In the case of the 5 ton, and in the case of the 214 ton of General 
Motors’ design, due to the urgency of getting those vehicles into pro- 
duction, those vehicles were placed on contract without that provision 
for the testing of preproduction models prior to the release of the 
full vehicle for production. 

In other words, the operation in regards to those two vehicles was 
that the first vehicles from production would be tested, but that the 
manufacturer was released to produce. I think that, in general, covers 
the tactical field, sir. 

Mr. Botiinc. Now, do I gather, then, as to the 214-ton I drove 
during 1941, it is a substantially different truck ? 

Colonel Eneter. Substantially different. The Army Field Forces 
felt in that particular type of vehicle, they wanted a power plant of 
greater horsepower. They believe that primarily because of the fact 
that although the particular engine in the World War IT vehicle did 
yeoman service, nevertheless it did require what the field forces con- 
sidered too rapid rebuilding or repair. In other words, its life was too 
short for their particular type of operation. 

They also felt that they wanted to go into a vehicle of generally 
heavier and more rugged characteristics in order to permit it to carry 
in over-the-road operations greater cargo capacity than was allowed 
on the vehicle for World War II. This particular vehicle has a horse- 
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power engine which delivers 50 percent more horsepower than the 


W orld War II vehicle. 

Of course, what follows from that is you have a heavier power train 
in general all the way through your system. In the case of the 5-ton, 
the: present 5-ton was designed with a contemplated elimination of the 
4-ton of World War 11—4- to 5-ton of World War II, 5- to 6-ton 
of World War II, and in some operational uses the 6-ton of World 
War II. 

In other words, we have now one vehicle in that class to replace 
four to five vehicles of World War II, so it is a new design. 

Mr. Botting. How long does it take to stabilize a design like that ? 
J know it varies a great deal. Does it take 1, 2, or 10 years, and is it 
ever stabilized ¢ 

Colonel Eneuer. By stabilizing I assume that you mean that your 
engineering change-orders, that is, sure enough changes in parts, not 
correct ¢ 

Mr. Boturne. That would be about the idea. I mean, the pertinent 
engineering change-orders, that is ssure enough changes in parts, not 
quantity or packaging—changes or additions of new parts. 

Mr. Harpy. | think if you ever get standardized, you will admit we 
do not believe in progress and improvement. 

Lieutenant Colonel Kintry. That is correct, sir. 

Mr. Botrine. That is a happier medium, however. 

Colonel Eneirr. I can give you one example: that is, that the new 
quarter ton, 4 by 4 was started into production with a different power 
plant than is now being put into production on that vehicle. 

Mr. Botnine. The only point there would be that you'd have to 
make a decision as to when you are going to stabilize so you can get 
a greater amount of production out of certain facilities at a given 
time than if you do not stabilize and you are always doing that on 
weapons and everything else. 

Colonel Eneuer. That is right, sir. 

Mr. Botuine. So that there must be some sort of a median point 
which you aim for, wherein you are constantly striving for progress 
at the same time trying to simplify design and get production. 

Colonel Encirr. That is right, sir. In that respect, in the automo- 
tive industry the change-or ders are more or less accepted by that 
industry as long as the change- order is put into effect so that the con- 
tractor is able all the w ay down through his subcontractors to have 
the new parts flowing up to the system so yhe i is not at any point stopped 
from production. 

Theoretically, he can maintain production through the engineering 
change-order system without actually losing: 

Mr. Bourne. After listening to this discussion, it surprises me that 
you buy any replenishment spare parts at all. 

Colonel Eneuer. The reason you can buy replenishment spare parts 
at all, as an example—we will assume before this new engine went in 
on the quarter ton, + by 4, prior to that time, 2,000 vehic ‘les had been 
built and sent out to the field for our operation. Well, it is perfectly 
feasible to buy as replenishment parts, the parts to support 2,000 en- 
gines of that design, even though a new design is coming in under the 
engineering change- order system. That is a stabilized design, and 
as long as the vehicles are in the field parts will have to be procured 
to maintain them. 











494 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Harpy. Let us make this observation, that I hope it has not ap- 
peered at any time during this hearing that there was any inclination 
on the part of this subcommittee to minimize any contribution which 
the vehicle assemblers make to this operation. I think that this de- 
scription which we have just had of the process of vehicle procure- 
ment, has helped to shed considerable light on the contribution which 
industry makes to our local procurement picture. 

I do think, nevertheless, that there is somewhere in here a distinction 
between the contribution which the vehicle assembler makes in con- 
nection with the procurement of a vehicle and the contribution which 
he makes in connection with the procurement of spare parts. That is 
a distinction that seems to me we need to keep pretty clear in our 
minds. 


FURTHER TESTIMONY OF LT. COL. M. A. KINLEY, DEPUTY CHIEF 
OF DEVELOPMENT AND ENGINEERING, DETROIT ARSENAL 


Lieutenant Colonel Kinney. That ties in with the question Mr. 
Bolling asked, which I started to answer, and that is when these 
engineering change-orders taper down to what you call a stabilized 
vehicle, the actual point that I believe is pertinent in this particular 

case is whether they stabilize down to that point within the time limit 
covered by this concurrent procurement. 

In connection with that, I have these figures which you took a brief 
glance at. I'd like to give one particular case history. Here is a 
vehicle on which the first release of individual spare parts was made 
on the 12th of January 1951. That first release covers 1,400 individual 
spare parts. Now, that first release was supplemented by succeeding 
initial releases of parts which eventually totaled 2,119 on the 20th of 
November 1951. In other words, the basic spare parts which must 
be ordered for this vehicle were released over a period of time extend- 
ing from January 12 to the 20th of November. 

It wasn’t until the 20th of November that we completed the first 
go-around on what spare parts were going to be on this vehicle. 

However, due to the natural flow of changes of design and changes 
of ideas as you start to put the pilot vehicles together and as you 
test them, we found it necessary to make changes “beginning shortly 
after the initial release and carrying through to the. present, which 
consisted of the deletion of 829 of those first 2,119 parts; in heu of 
those 829, we added 1,486 parts. 

Along with those deletions and additions, we had 1,104 redeter- 
minations of quantities involved, which is highly important to the 
people who are procuring these ‘parts, whether it be the Ordnance 
Department direct or whether it be the manufacurer. We had 40 
packaging changes, which again may be of such a nature as to affect 
the manufacturer's planning operations and his purchasing of mate- 
rial tremendously. 

There was a total of 3,459 changes applied to 2.119 parts, and the 
most recent change applicable to that data took place on the 20th of 
November 1951. 

Mr. Botte. Is that the norm? 

Lieutenant Colonel Kintry. That is the worst of these five batches. 

Mr. Casey. You mean the one with the most changes? 
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Lieutenant Colonel Kintry. The greatest number of changes. We 
don’t like the changes. 

Mr. Harpy. That is one of the things that impressed me—the num- 
ber you had on packaging. Now, it certainly seems to me that that 
ought not to involve so much foresight that it would require as many 
packaging changes as you have indicated. 

Lieutenant Colonel Krntry. Sometimes, sir, the change in the 
nature of the part may require a change in the method or type of 
packaging. : 

Mr. Boturne. Which was the most efficient operation ? 

Lieutenant Colonel Krniry. I believe you will find that this is about 
the best picture of the group. The first release was on the 13th of 
February in a quantity of 59 parts. The completion of the release 
November 1 had a total of 3,459 parts; deletions were 521, additions 
590, quantity changes 231 and packaging changes 525 for a total 
of 1.867. 

Mr. Boring. Did I use the right word on that when I said the 
most efficient operation ? 

Lieutenant Colonel Kintey. Not necessarily, sir. 

Mr. Harpy. The thing that impresses me about all these figures 
is what a tremendous headache the poor vehicle assembler goes 
through when he has to put up with all those changes. 

I have had so little contact on this packaging proposition 
that you bring up, and of course when you get into real engineer- 
ing changes that require a change in a part to meet a particular re- 
quirement which hadn't been anticipated, whether it be production 
line requirement or operational requirement, I know you are going 
to run into a certain number of those. However, to find this many 
raises some serious question in my mind as to whether you may not 
have some overenergetic people who think they are not accomplish- 
ing anything if they don’t make some changes for somebody to fret 
with. 

Lieutenant Colonel Kintey. I think possibly you are mislead by 
the terminology of “deletion.” 

Mr. Harpy. [am wondering if a whole lot of that might not be due 
to somebody’s brain child who feels he is not accomplishing anything 
if he doesn’t make some changes in the work he has already done. 
That is just one of these problems that we run into in other fields. 
Frankly, we are getting a little bit off of base right here, but we 
found architectural changes and constructional changes in public 
works activities—changes to suit the particular whim of some new 
fellow who happened to be assigned to a job, and I don’t know whether 
you have got any of those in this thing or not. If you have, we ought 
to get them out. 

Lieutenant Colonel Kintey. When we make a change which is predi- 
cated upon a deficiency in the vehicle, that will in a great majority of 
cases result in additions and deletions. The matter of terminology 
may be confusing because of the fact we must index all these parts by 
part number. We have a basic rule which requires that any time we 
change a part in such a way as to affect either its interchangeability 
or its functioning, it must have a new part number. 

We must release a new drawing with a new part number. Conse- 
quently, that results in the deletion of the old part and the addition 
of the new part. 








496 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Harpy. The new criterion then is whether or not the part will 
function properly, isn’t it ¢ 

Lieutenant Colonel Kixtry. And whether it is interchangeable. 

Mr. Harpy. Whether it functions properly and whether | it is inter- 
changeable, and you might have minor variation in your specifica- 
tions of a particular part without affecting its function. Is that right / 

Lieutenant Colonel Kiniey. Such changes are not included in this 
tabulation. This tabulation includes only figures applicable to 
changes in the spare parts. 

Mr. Harpy. Thank you very much for that presentation. I think 
we have learned a great deal about this process. Is there anything 
further that we can go ahead with / 

I think we have probably reached about as good a stopping point 
as we will find, and at a reasonable hour, and I expect you people out 
there are getting about as restless as we are. So we will recess now 
and reconvene at 9:30 tomorrow morning. 

(Whereupon, at 5 p. m., the hearing was adjourned until 9:30 
a.m. of the next day.) 
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INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES GOVERNMENT 


WEDNESDAY, DECEMBER 12, 1951 


House or REepreseNTATIVES, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 
or THE COMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS 
Detroit, Mich. 
The subcommittee met, pursuant to call, at 9:45 a. m., in Room 859, 
Federal Building, Representative Porter Hardy, Jr., (chairman) 
presiding. 
Present: Representatives Porter Hardy, Jr. (chairman), Richard 
Bolling, Clare Hoffman, Walter Riehlman, and George Meader. 
Also present: Ralph Casey, counsel; and Edward P. Schaffer, staff 
member. 
Mr. Harpy. The subcommittee will come to order. 
Mr. Casey, you may proceed. 
Mr. Casry. Mr. Schaffer. 


FURTHER STATEMENT OF EDWARD P. SCHAFFER, STAFF MEMBER,. 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


Mr. Casry. Mr. Schaffer, in connection with the study which has 
heen made on the procurement of automotive parts, did you make 
some study of the companies, which from all outward appearances, 
were selling direct to the Government? 

Mr. Scuarrer. Yes, sir, we did. 

Mr. Casey. Would you summarize for the subcommittee the find- 
ings on that aspect of the matter ? 

Mr. Scuarrer. Reading from the prepared statement [exhibit 1]: 

Certain officials in the Ordnance Department have contended that 
the indirect procurement of automotive parts forms but a small seg- 
ment of the entire program. In fact, in a published report dated July 
23, 1951, issued by OTAC, chart No. 11 in the section describing the 
activities of the procurement division would indicate that during the 
fiscal year 1951 78.1 percent of the dollar volume of tank automotive 
spare parts was purchased from unit or basic source manufacturers, 
and that but 16.4 percent was purchased from vehicle manufacturers, 
with more than half of these items being proprietary, the balance of 
0) percent being purchased from dealers. 

However, at the request of the subcommittee, the Ordnance Depart- 
ment furnished a listing of all contracts let by OTAC for automotive 
replacement spare parts for the period October 1, 1950, to March 31, 
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1951 (contracts under $5,000 for the period October 1, 1950, to Decem,. 
ber 31, 1950, and contracts under $10,000 for the period January 1, 
1951, to March 31, 1951, were not included). From this listing it shows 
that 1.203 contracts were let of which 1,129 were advertised. ‘Total 
value of the 1,203 contracts was $57,152,091 of which 521 contracts 
with a total value of $30,098,441 were procured from vehicle as- 
semblers and parts dealers. These 521 contracts represent 45.52 per- 
cent of the total contracts let and 52.68 percent of the total dollar value 
let during the 6-month period. Adding the 50 contracts let to Genera| 
Motors manufacturing divisions, Bendix divisions, and the new 
Process-Gear Co. to the contracts awarded to parts dealers and vehicle 
assemblers, the total procured from other than independent basic 
manufacturing sources amounts to 47.47 percent of the total contracts 
and 58 percent of the total contract amounts (see exhibit 26). 

It is interesting to compare the picture represented by this 6-month 
period of procurement with that existing in the 7-month period from 
April to October 1944, which was referred to by General Boatwright 
in the hearing before the Mead committee. It will be recalled that 
according to his testimony, 59 percent of the dollar volume of replen- 
ishment spare parts were purchased from unit manufacturers and 41 
percent from vehicle manufacturers, approximately one-half of the 
latter being proprietary. In other words, not much of any progress 
has been made by the Ordnance Department during the past 7 years 
toward elimination of the unnecessary costs involved in the indirect 
buying of automotive parts. The remaining 632 contracts of the 1,203 
contracts let during the period from October 1, 1950, to Mareh 31, 1951, 
were awarded to basic-source manufacturers. These procurements 
were examined with a different purpose in mind. It had come to the 
attention of the staff that there were many fly-by-night outfits spring- 
ing up in the Detroit area, many of whom were employing 5-per- 
centers, and others possessing little or no plant or equipment, who were 
participating to a considerable extent in the automotive-parts pro- 
gram. Consequently, the staff directed its attention to determining 
the soundness of the procedures being followed in the awarding of 
contracts to these companies. 

This phase of the study involved 266 companies of which 121 ap- 
parently had a substantial capital investment in the form of plant and 
equipment according to Dun & Bradstreet. The study was con 
centrated on the remaining 145 companies of which only 37 were listed 
in the List of Manufacturers and Their Symbols put out by the 
Ordnance Department. 

The files of OTAC were checked in detail to ascertain the nature of 
the information, if any, available as to the nature and financial sta- 
bility of the company prior to the award of contracts. This examina- 
tion proceeded on the assumption that, generally speaking, a contract 
should be awarded to a bidder only after a determination that the bid- 
der is qualified to perform the work and that this determination 
should be based upon: (1) A preaward survey, in other words, a physi- 
cal chieck of the plant facilities and personnel of the bidder; (2) a 
credit rating report: (3) a financial statement; and (4) a price analy- 
sis of the amount of the bid. In connection with the 145 companies 
studied, the files of OTAC revealed the following with respect to the 
above-cited criteria. 
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In the case of preaward surveys, we found, according to the files and 
the information that we examined, 45 had been made and that 100 
were not made. 

In the case of credit rating reports, we found 88 reports, and with 
»7 of the companies, we found no credit rating report. 

Financial statements of the companies: We found only 17 in the 
files, and on 128 of the companies who had been awarded contracts 
there were no financial statements in the file. 

In checking the files on the price analysis reports, we found 71, and 
on 74 companies, we found none. [{ Reading :] 

It should be stated that the staff experienced considerable difficulty 
in collecting the information relative to these criteria. The informa- 
tion was not contained in a central file but was scattered throughout 
the organization, in most instances attached to individual bid files. 
Apparently this deficiency has been recognized by officials of OTAC 
as attempts were instituted about April 1, 1951, to centralize the in- 
formation. However, no attempt was made to go back and collect the 
information already on hand and consolidate it into a central file. 

Moreover, much of the information was incomplete and inadequate 
asa basis for a contract award. In many instances a preaward survey 
disclosed that the lowest bidder did not have the necessary facilities, 
was a 5-percenter, or was unsound financially, and yet the contract was 
awarded. The price analysis reports in particular were deficient; 
in most cases, the report consisted merely of a comparison with a pre- 
vious price for the same product paid by the Government. No at- 
tempt was made to break down the bid into an itemization of legit- 
imate cost and profit. 

Of the 145 companies, 68 were located in the Detroit area. Repre- 
sentatives of the staff and GAO made a visual inspection of the facili- 
ties of these companies and found that 47 did have a plant, some equip- 
ment, and apparently were otherwise qualified to perform the work 
called for by the contract. Nine of the 47, however, were paying com- 
missions to 5-percenters, the remaining 21 companies in the Detroit 
area either had no facilities and were entirely subcontracting the work, 
were securing awards in the names of other companies for a fee or a 
percentage of the profits, or were otherwise unqualified to perform the 
contract by reason of inadequate facilities, capital, ete. 

No visual inspection was made of the remaining 77 companies lo- 
cated outside of the Detroit area. From information of record in the 
files, however, there is serious question as to whether 33 of them are 
qualified, 

Mr. Casey. Mr. Schaffer, on these 68 companies that you actually 
made a physical check of, how did you determine whether or not the 
equipment, if they did have equipment, was satisfactory to perform 
the work called for under the contract ? 

Mr. Scuarrer. In that particular instance, Mr. Casey, we did not 
examine the machinery to see whether it would perform a particular 
operation. What we did was to go out and see whether they had 
any machinery at all, or whether they had a plant. If we found any 
machinery or plant, no matter how small it was, we gave them credit 
for having a plant. We made no attempt to determine whether the 
machinery would do the work or not, but we did want to see whether 
they had machinery ora plant as such. 

93669—52——33 
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Mr. Casey. Now, this list that you referred to as the list of manu- 
facturers and their symbols which is put out by the Ordnance Depart- 
ment, do you know the significance of that list ¢ 

Mr. Scuarrer. The significance of that list, in my opinion, was the 
fact that Ordnance had recognized them, or those people that were 
on that list as regular manufacturers of a product which they were 
buying. 

Mr. Harpy. I think that is probably something we ought to ask 
Ordnance about rather than Mr. Schaffer. 

I have one question: I want to see if I understood the statement 
that you made. You said, “In many instances a preaward survey 
disclosed that the lowest bidder did not have the necessary facilities, 

yas a 5-percenter, or was unsound financially, and yet the contract 
was awarded.” 

Do I understand from that that the files in OTAC disclosed that the 
bidder did not have the facilities, or was a 5-percenter, or was unsound 
financially ? 

Mr. Scuarrer. That is right. 

Mr. Harpy. That does not refer to your findings by visual inspec- 
Om but that refers to what the files contained ? 

r. Scuarrer. That’s right. That was from scanning the infor- 
sation that was in the file, which indicated that a company did not 
have the necessary facilities. But the contract was awarded 
nevertheless. 

Mr. Boturne. Mr. Chairman, I have a question. 

You mentioned that those files were somewhat difficult; they were 
not centralized and somewhat difficult to locate. 

Mr. Scuarrer. That’s right. 

Mr. Botxiine. Is it possible in some cases that the information you 
found in those scattered files might not have been available to the 
person letting the contract ? 

Mr. Scuarrer. The way the files were set up, that might have been 
possible. In other words, in the case of one contract, there may have 
been a report issued, and that report would be attached to the con- 
tract information which would be filed numerically rather than by 
contractor. 

The next contract to come through, there would be no information 
in the file under the name of the particular contractor, and they 
might not have gone back—— 

Mr. Harpy. If the files were in that sort of shape, you don’t know 
whether you really found all the information that OTAC had or not, 
do you? 

Mr. Scuarrer. We took precautions, Mr. Chairman. We checked, 
and everything we could find on the particular companies, we obtained 
copies of. And then, to make certain that we had everything, we had 
the Ordnance people go behind us and submit a statement that, “This 
is all we found in the record,” and on those companies, we have the 
Ordnance statements in the files. 

Mr. Harpy. In any event, it would be a reasonable assumption tliat 
if you couldn’t find it with the help of Ordnance, their officials couldnt 
find it either. 

Mr. Scuarrer. That’s right. 

Mr. Horraan. Has he read the next paragraph? I would like to 
ask him some questions about the next paragraph, starting, “This 
practices * ° *” 














pl 
na 
th 
ne 


se} 


of 


vo 


ot] 


PROCUREMENT OF AUTOMOTIVE SPARE PARTS 501 


Mr. Scuarrer. That is another section, Mr. Congressman, to be 
covered later. 

Mr. HorrMan. I want to ask you some questions before you get 
into your specific cases. The questions I have relate to what you said 
just now. 

Mr. Harpy. Go ahead. 

Mr. Horrman. You have told us somewhat in detail and in an evi- 
dently factual manner about the way Ordnance has been purchasing. 
Now, the very next paragraph—all you have said there gives us a 
picture of Ordnance purchasing from people who had no facilities to 
perform; is that right? 

Mr. Scuarrer. That is right. 

Mr. Horrman. Yes. Now look, the next paragraph: 

This practice— 

and you are referring to what you just said in those preceding two or 
three pages— 
This practice of procuring automotive parts from other than basic manufac- 
turer has, aS previously indicated, existed for years. Both Army Ordnance and 
all segments of the automotive industry are fully cognizant of its existence. 
And both Army Ordnance and segments of the industry have contended that 
these procurement practices are in the interest of the Government, and as sup- 
port for that contention have put forward several reasons— 

Now, do you mean by that that Ordnance and the automotive in- 
dustry have been cognizant of the practice of the 5-percenters—we 
will call them that for short—and have approved of it? 

Mr. Scuarrer. Mr. Congressman, that particular paragraph does 
not relate to the information which I have just read insofar as the 
Tank and Automotive Center files were concerned. That refers, if you 
will read it again, to the indirect purchasing aspects which we have 
already covered insofar as buying from other than the basic source 
manufacturer. 

Mr. HorrMan. But you say, “This practice * * *,” That para- 
graph which I quote follows what you just read and you go on with 
that whole pafagraph there which conveys the idea—to me, at least— 
and I think to the average reader—— 

Mr. Scnarrer. Now, if you will read—— 

Mr. HorrMan. Just wait a minute. Let me ask the question, then 
you can say anything you wish. It conveys the idea to the general 
public, if it is presented the way you have put it down, that Ord- 
nance and the automotive industry have approved of the practice 
there of giving some of these contracts to fellows who haven’t a plant, 
no ability to perform. Now, you don’t intend to convey that, do you? 

Mr. Scuarrer. I don’t intend to convey that connotation. 

Mr. Horrman. That is what I want for the record. 

Mr. Scwarrer. If you wil) read on through the rest of the 
sentence—— 

Mr. Harpy. Just a minute. This particular section, Mr. Hoffman, 
of the paragraph which you are reading—— 

Mr. Horrman. Yes? 

Mr. Harpy. Is not in the record. It has not been released until 
you just read it in. That relates to another section of the report. 

This is a practice of procuring—which you referred to—parts from 
other than basic manufacturers. 

Mr. Horrman. So far, it is good. 
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Mr. Harpy. Wait a minute. But the opening sentence in that para- 
graph which you just read, refers to a practice of procuring parts 
from other than the basic manufacturer. It does not deal specifically 
with these items Mr. Schaffer has just testified about, unless you read 
it inconnection with it, which we were trying to avoid. 

Mr. HorrmMan. Do you agree with Mr. Hardy’s statement that that 
next paragraph does not have a thing to do with the five-percenters / 
With the preceding paragraphs? 

Mr. Scuarrer. Right. 

Mr. Horrman. That is all I wanted on the record. This booklet 
here is what they gave me. This paragraph follows right along after 
the others. 

Mr. Harpy. That is right. 

Mr. Horrman. All right. 

Mr. Harpy. But that paragraph opens the next section which deals 
with another point. 

Mr. Horrman. That is all right with me. All I am trying to fore- 
close and avoid is that sometime the papers will not come along—or 
anyone else, radio commentators—and say that the subcommittee 
staff testified that the Ordnance and the automotive industry knew and 
approved of this 5-percenter business. 

Mr. Casey. Mr. Hoffman, we changed the order of this proceeding 
after the memorandum had been drafted, and we had originally in- 
tended to put this part that you read this morning in after 

Mr. Horrman. Somewhere else. 

Mr. Casey. After the replenishment parts, instead of 

Mr. Horrman. These have been released, haven’t they ¢ 

Mr. Harpy. No; they haven’t been in the record until you put it in 
a minute ago. 

Mr. Horrman. All right. I just don’t like—well, you know what 
I am getting at. 

Mr. Harpy. This is for your use until such parts of it as are perti- 
nent and proper are put into the record. 

Mr. HorrMan. You can see how it deceived me, just like a statement 
here from the general the other day apparently had Mr. Meader 
guessing as to what that paragraph had to do with 

Mr. Meaper. Yes. 

Mr. Casey. Mr. Schaffer, at some time, did you request the Ordnance 
to furnish you a list of contractors who were delinquent in their con- 
tracts as of June 30, 1951? 

Mr. Scuarrer. Yes, I did, Mr. Casey. 

Mr. Casry. How many contractors were delinquent as of that time! 

Mr. Scnarrer. At that date, the list furnished to me showed that 
53 contractors were delinquent in their contracts—there were a number 
of contracts—but there were 53 contractors. I took that list and 
checked it against the companies which I mentioned as not having 
facilities, and it was of interest to note that 23 of the companies listed 
on the delinquent contract list were the same companies that showed 
up on our list as not having the necessary facilities. 

Mr. Rreniman. Mr. Chairman, can I ask a question ? 

Do you have any idea as to the volume of business that was con- 
tracted with these companies who were delinquent and did not have 
the facilities to produce with? 
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Mr. Scuarrer. I don’t have those particular contracts listed at the 
present time. I mean we have them in our files in Washington, the 
amount of the contract and the contract award, but I don’t have them 
with me. 

Mr. RrenmumMan. You don’t have any idea what the volume of busi- 
ness was in percentage to what was procured through the other 
sources ¢ 

Mr. Scuarrer. No, sir; I don’t. 

Mr. Casey. I believe that is all. 

Mr. Scuarrer. That concludes this part of the study; yes. 

(Witness excused.) 

Mr. Casey. Mr. Cary, do you have someone from the Ordnance 
Department ¢ 

Mr. Cary. We have Colonel White, this morning. 


FURTHER TESTIMONY OF COL. GEORGE W. WHITE, IN CHARGE 
OF NATIONAL PRODUCTION CONTROL, ORDNANCE TANK AUTO- 
MOTIVE CENTER 


Mr. Harpy. Colonel, you have a statement you want to make in con- 
nection with this presentation ? 

Colonel Wurre. Yes, sir. 

At the beginning of the fiscal year, 1951, the procurement job to be 
done was staggering. Almost $4 billion of vehicles and concurrent 
parts plus approximately $1 billion of replenishment parts, miscel- 
laneous items and tools and equipment had to be placed on order. 
Two major urgencies stood out as emphasized by Washington: 

First, parts for rebuilding and maintenance of World War IT 
vehicles ; 

And second, getting the new vehicle program started and estab- 
lishing a base to meet all-out production if required. 

Available to accomplish this task were approximately 190 people 
from the Detroit Ordnance District, and about a dozen people from 
the Detroit Arsenal when OTAC was activated in September 1950. 
There were two possible courses: First, take no chances, avoid mak- 
ing some mistakes and fail in the job. Or second, meet the timetable 
in getting the job done, thereby taking some calculated chances on 
making some mistakes. The latter course was taken, which I believe 
you will agree, was the only proper one. I believe that any cases of 
lack of pre-award surveys are due to this situation. As General 
Deitrick has previously testified, having gone through the first bulge 
and started the program, we then started tightening the procedures, 
adding to our staff, and polishing the operation to the degree of 
efficiency required. 

Mr. Botting. Do you happen to have the comparable figures as of 
now for the number of people 

Colonel Wurre. Yes, sir. Today in our procurement division we 
have 350 people, and we are endeavoring to add to that certain 
additional specialists at the present time. 

Mr. Botxine. How does that relate? You had a figure of 190 in 
the Detroit district, as I understood it ? 

Colonel Wuire. Yes, sir. 

Mr. Botiine. And about a dozen from the arsenal / 

Colonel Wurrr. From the arsenal, yes, sir. 
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Mr. Botiine. And that figure is the one that compares now to thie 
350? 

Colonel Wuire. Yes, sir. 

Mr. Boxing. Those two combined, 203 to 350? 

Colonel Wurre. Yes. 

Mr. Bouiine. You state you are trying to get additional qualified 
personnel ¢ 

Colonel Wuire. Yes, sir. 

Mr. Boturna. Where would you like to go in terms of strength? 

Colonel Wurrr. We would like to add roughly 100 people to that. 
We believe that is required to handle the job 100 percent, and a big- 
ger percentage of those people are specialists classes such as good 
buyers and trained personnel in the procurement field. 

Mr. Botiinc. Now, your situation with regard to the additional 
100, do you have the appropriations available to hire them if you can 
find them ? 

Colonel Wurre. I would have to check with one of the people from 
OTAC on that. 

Colonel Davisson. As of the present time, to the best of my know!- 
edge, we do not have the authorized ceiling for the additional 100 
people requested. 

Mr. Harpy. But that is an administrative matter that can be 
straightened out within the department, and it doesn’t require any 
congressional action, does it ? 

Colonel Davisson. I don’t know the answer to that question. 

Lieutenant Colonel Jounston. The only thing is, Mr. Hardy, that 
there is a ceiling in the recent appropriation bill which has been given 
to the department. 

Mr. Harpy. That is right. But it does not specify the services to 
which that ceiling shall apply. 

Lieutenant-Colonel Jounsron. That is correct. 

Mr. Bouiine. Colonel, I have a few more questions along the same 
hne: Has substantial difficulty been experienced in obtaining the 
buildup from 202 to 350? 

Colonel Wurre. Yes, sir. 

Mr. Boturne. You are trying to obtain qualified experts ? 

Colonel Wurtre. Yes, sir. 

Mr. Botting. Is there in process now a personnel procurement 
program ¢ 

Colonel Wurre. Yes, sir. 

Mr. Boring. And you are continuing to have the same difficulty ? 

Colonel Wurre. Yes, sir. 

Mr. Botting. What are the reasons for the difficulty ? 

Colonel Wuire. Well, I think the biggest single reason is the fact 
that the class of experts required is not available, in the first place, in 
too great a quantity to the industry. They are all apparently well 
employed and busy in that field. 

Mr. Boutrne. Can the Ordnance Department compete salarywise 
with industry for this type of person? 

Colonel Wurre. No, sir. I think, in general, the industry salaries 
are higher than we can normally pay for the comparable class of 
specialist. 

Mr. Boriine. Thank you. 
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Mr. Harpy. Colonel, you heard Mr. Schaffer enumerate several 
criteria With respect to awarding contracts to unqualified bidders. 
What is the position of the Ordnance Department with respect to 
those criteria ¢ 

Colonel Wutre. We are following those criteria. In other words, 
we do make a preaward survey as indicated in the data read by Mr. 
Schaffer. There were preaward services made in 45 out of the 145 
cases, and the preaward survey covers the plant and facilities and 
personnel, the credit rating and the financial status of the bidder. 

Mr. Casey. In other words, the words, “preaward survey” really 
should be, “physical check” if it is to mean what it is intended to mean 
inthismemorandum? In other words, the words, “preaward survey” 
encompass more than a look-see at the plant and equipment ¢ 

Colonel Wurre. Yes, sir. 

Mr. Harpy. It requires some knowledge of the credibilities of the 
bidder rather, that may necessitate a physical inspection of the plant 
every time a bidder submits a bid? At least, it requires a knowledge 
of what that bidder is capable of doing? 

Colonel Wurrr. Yes. It might be of assistance at this point, Mr. 
Chairman, to ask Colonel Davisson to give in some detail the basis 
on which the center determines whether we will ask for a preaward 
survey from the ordnance district or not. 


FURTHER TESTIMONY OF COL. HORACE G. DAVISSON, CHIEF, PRO- 
CUREMENT DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, 
DETROIT, MICH. 


Colonel Davisson. I believe, Colonel, that Mr. Hardy’s question was 
what the Ordnance criteria is in arriving at the qualifications of the 
bidder. Is that it? 

Mr. Harpy. That is substantially what I want to find out. 

Colonel Davisson. That is right. Our present policy is to conduct 
a preaward survey in any case of doubt as to the responsibility of the 
proposed contractors, 

Mr. Harpy. Now, wait a minute. Let us qualify that before you 
go any further. What do you mean by, “in any case of doubt”? Do 
you mean in the mind of the contracting officer / 

Colonel Davisson. Yes. 

Mr. Harpy. Or do you mean a lack of information of record to 
indicate the eredibilities of the bidder / 

Colonel Davisson. Well, presumably, sir, the contracting officer 
will take into account the record in arriving at his determination as 
to whether or not he considers the proposed bidder qualified. 

Mr. Harpy. Well, suppose there is nothing in the record to establish 
the qualifications of the bidder. 

Colonel Davisson. If there is nothing in the record to establish the 
qualifications of the bidder, then the contracting officer will ask for a 
preaward survey. 

Mr. Harpy. Well, now, that is just the point that I want to clear 
up. Is there any assurance that the contratcing officer will do that if 
there is nothing to support a finding that the bidder is well qualified ? 

Colonel Davisson. I have issued instructions to that effect. 

Mr. Harpy. Now, we are getting somewhere. 

Mr. Casey. When were those instructions issued ? 
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Colonel Davisson. On the 4th day of December. 

Mr. Casry. This year? 

Colonel Dav ews My instructions were issued on the 4th day of 
December, this year, yes, sir. 

Mr. Casey. Did ne instructions supersede some similar instruc 
tions? 

Colonel Davisson. My understanding is that that was the policy 
for some time. 

Mr. Harpy. I think you understand the reason why I want to get 
at this, and that is because quite obviously that policy was not followed 
at the time the contracts in question were awarded. 

Colonel Wuire. I am sure that is right. The policy was being 
followed, may I say, Mr. Chairman, but as indicated in my opening 
statement, we were faced with such a volume that possibly there were 

‘ases where the error of the contracting officer skipped up on missing 
some cases. 

Mr. Casry. Well, Colonel, do you mean that the contracting officer, 
in these cases that have been related by Mr. Schaffer, had some doubt 
about the qualification of the bidder, asked for a preaward survey 
and you were told that you were so low in personnel that you couldn't 
make it ? 

Colonel Wuire. No, sir. 

Mr. Casry. In these cases, the contracting officer didn’t have any 
doubt ? 

Colonel Wurre. I wouldn't say as to that either. 

Mr. Casey. It is one or the other. 

Colonel Wurre. But of the total number of cases on which there 
were no preaward surveys, the rush of the business could have oc 

‘asioned either an error in overlooking whether there was a doubt or 
not, or a plain miss in attempting to get a preaward survey. 

Mr. Harpy. Well, it may be. Of course, he may have had this sort 
of a situation with the volume increasing to the extent that it did 
increase. Perhaps that provision was just waived in that policy. 
There may have been no effort. because of limited personnel to even 
follow the policy. I would rather put it on that basis. 

Colonel Wuirtr. Yes, sir. I might explain that the 14 ordnance dis- 
tricts do this physical survey. The request is sent to the district for 
the preaward survey, and they make the physical survey, sending 
the report back to the contracting officer. 

Mr. Harpy. Well, Colonel, I interrupted your presentation, if you 
can pick up where 1 broke in. 

Colonel Davisson. Yes, sir. I stated that in case of doubt—and it is 
in case of doubt of the contracting officer—as to the responsibility of 
the proposed contractor, he requests a preaward survey. Now, re- 
sponsibility is defined as whether he is a manufacturer or a regular 
dealer. 

Mr. Harpy. Have you definitions of those two terms? 

Colonel Davisson. Yes, sir. 

Mr. Harpy. I would like to have them, Just what they are. We have 
discussed them before, but I don’t think we have had a very clear-cut 
definition. 

Colonel Davisson. IT am reading from “Armed Services Procure- 
ment Regulation 1-201.9.” Shall I read, sir? 
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Mr. Harpy. Yes, if you will, just those two definitions. 

Colonel DaAvisson (reading) : 

The term “sources of supplies” shall include only (1) manufacturers or (IT) 
regular dealers in the supplies to be procured. <A “regular dealer” shall be 
deemed to be any one of the following: (a) A person or (firm) who owns,’ 
operates or maintains a store, warehouse, or other establishment in which the 
materials, supplies, articles, or equipment of the general character described by 
the specifications and acquired under the contract are bought, kept in stock 
and sold to the public in the usual course of business. 

Mr. Harpy. You don’t have any definition of what is meant bv 
“items of a general character” ¢ 

Colonel Davisson. No, sir; I do not. 

Mr. Harpy. The reason I raise that question is because an Army- 
Navy petroleum agency has ruled that a fuel dealer who might have 
storage for coal was not a regular dealer in petroleum products if he 
didn’t have storage tanks for petroleum, although he might have a 
contract With a company that did own storage tanks. I just wonder 
whether your definition went so far as to break that down. 

Colonel Davisson. Mine does not, sir. 

Mr. Harpy. So that under your definition, you would construe that 
a dealer whose normal business with respect to automotive parts con- 
sisted of Chevrolet parts might also be classified as a regular dealer 
in Studebaker parts ¢ 

Colonel Davisson. That would be my interpretation. 

Mr. Harpy. I don’t believe it would be the interpretation of the 
Army-Navy petroleum agency. 

Mr. Botiuine. Aren’t you slicing it a little too thin ? 

Mr. Harpy. Yes. I thought the Army-Navy petroleum agency 
sliced it thin, too, but I just wanted to see if we have consistency in the 
service. 

Mr. Bottine. I would like to clarify that. If, for example—you 
mentioned coal and petroleam—— 

Mr, Harpy. I am not criticizing his policy. I just wanted to get it 
clear. 

Mr. Bouurna. I realize that, but that raises a point that [am anxious 
toclear up in my own mind. If, for example, a dealer stocked a certain 
kind of part that had no relationship with a certain other kind of 
part—I suppose that is possible—if he stocked, say Auto-Lite regularly 
and didn’t stock engines or parts to engines, how would that fit in your 
definition? If he stocked only Auto-Lite and you were interested in 
the contract that had to do with engine parts, where would that fit? It 
seems to me that that is a better analogy. 

Colonel Wurrr. Not entirely, sir. I might point out that Auto-Lite 
manufactures generally the electrical components going into an engine, 
generators, for example. 

Mr. Botting. Well, you give me an example then. 

Colonel Wurrr. I would say, for example, a dealer who handles tires. 
Although an automotive item, we wouldn’t classify him as a supplier 
for automotive parts for engines, see. 

Mr. Boturne. That is what I wanted to get cleaved up. 

Colonel Wuire. I think undoubtedly there are some instances where 
the decision would be quite difficult to make in a given instance. 

Mr. Harpy. I brought this up because we have been through the same 
sort of thing, where a fuel dealer who stocked coal and had a regular 
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service in fuel oil was not and would not be considered as a regular 
dealer in fuel oil certainly because he didn’t own a storage tank, «l- 
though he sold it every day. I was wondering whether you got as 
technical as that in your determination. 

All right, Colonel, go ahead. I think that clears up the point that 
I wanted to get cleared up. 

Colonel Davisson (reading) : 

(b) A bona fide manufacturer’s agent, regularly employed on a salary or com- 
mission basis by one or more manufacturers of the supplies being procured, 
provided such agent has authority to bind the manufacturer, and provided fur- 
ther that any procurement of supplies from or through such agent results in a 
contract issued in the name of the principal. 

Mr. Harpy. So that an agent for a manufacturer falls under the 
manufacturer definition if he has authority to bind the manufacturer? 

Colonel Davisson. That is right, if the contract is written in the 
name of the principal, the manufacturer. 

Mr. Harpy. And if the contract is written in the name of the manu- 
facturer and not of his agent ? 

Colonel Davisson. That is right. That is my interpretation. 

Mr. Harpy. I don’t want to minimize the value of manufacturers’ 
agents because frequently they do perform a service. But under your 
definition, a strictly 5-percenter who goes out and solicits business in 
his own name to be supplied by some manufacturer when he has no 
manufacturing facilities at all does not fit your definition as a 
manufacturer ¢ 

Colonel Davisson. No, sir. 

Mr. Rrenuman. Let me ask this question, Mr. Chairman: How long 
has this definition been in active use 1n your department ? 

Colonel Davisson. I don’t have the date of this particular docu- 
ment, sir. 

Lieutenant Colonel Jonunsron. I think that is an elaboration to 
a certain extent of the Walsh-Healey Act. 

Mr. Harpy. I think you are correct. Actually, these definitions are 
promulgated by the administration of the Walsh-Healey Act. 

Mr. Cary. These rulings and interpretations that we have here of 
the Walsh-Healey Act are dated October 1, 1945, Mr. Riehlman. Any 
earlier than that, I can’t give you the information, but at least it 
takes it back that far. 

Mr. Rreniman. The thing I was interested in was that you are 
reading these definitions and what you are trying to follow in your 
procurement procedure, and I wondered how long you had actually 
been putting them into practice. 

Mr. Harpy. Your answer on that, according to Mr. Cary, would 
be at least since 1945; is that right ? 

Colonel Wurre. That is right, sir. 

Lieutenant Colonel Jounston. We should have been following. 
Let us put it that way. 

Mr. Casry. Colonel, how do you determine whether a fellow in a 
bona fide agent of the principal? How do you determine the bona 
fideness- of this individual? Isn’t that in your definition, that he 
has to be a bona fide agent ? 

Colonel Davisson. The definition is that, yes; I am not sure of the 
answer to that question, sir. 

Mr. Casey. Could you answer that, Colonel ? 
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Colonel Wurrr. I believe Colonel Johnston can give the best 
answer to that, sir. 


TESTIMONY OF LT. COL. J. E. JOHNSTON, CHIEF, FACILITIES AND 
PROCUREMENT POLICY, OFFICE, CHIEF OF ORDNANCE 


Lieutenant Colonel Jounsron. That is a very difficult question to 
answer. Before I answer it, I would like to ask one question of Mr. 
Schaffer, if I may, which is a question Mr. Hardy asked and he didn’t 
get a complete answer to. 


On page 9 it says: 

In many instances a preaward survey disclosed that the lowest bidder did 
not have the necessary facilities, was a 5-percenter, or was unsound financially, 
and yet the contract was awarded. 

Was the information in our preaward survey that he was a 5-per- 
center f 

Mr. Scuarrer. The information generally did not disclose that they 
were 5-percenters, but the contract was awarded merely on the basis 
of an individual—or dealing in a company’s name—being the lowest 
bidder. That was the only criterion. 

Mr. Harpy. I am sorry that you asked that question of Mr. Schaf- 
fer because I have that marked to come back to, to ask Ordnance 
whether or not it concurred in that statement which Mr. Schaffer had 
made. 

Lieutenant Colonel Jounston. We do not. 

Mr. Harpy. You do not? 

Lieutenant Colonel Jounsron. No, sir. 

Mr. Harpy. That brings on more argument. 

Lieutenant Colonel Jounsron. I don’t want to precipitate an ar- 
gument. The reason I asked it was the inference that we had infor- 
mation at the time we made the award that he was a 5-percenter. 

Mr. Harpy. Well, now, let us analyze that just a little bit. It is 
not necessarily the inference that you had information that he was a 
5-percenter, but that in fact he was a 5-percenter. 

Lieutenant: Colonel Jonnsron. Well, that is even stronger, Mr. 
Hardy. ‘The inference, or the statement, then is that we knew at the 
time of the award, and the preaward survey disclosed, that he was in 
fact a 5-percenter. 

Mr. Harpy. Now, I want to get this straightened out too. I think 
maybe we will have to get into our files if Mr. Schaffer has instances 
of a preaward survey having been made and being in your file which 
disclosed that a particular individual was a 5-percenter, and you still 
made the award. 

Mr. Bourne. Mr. Chairman, I would like to clear this, if I can. 

Mr. Harpy. That is what we are trying to do. 

Mr. Botxine. My impression is that the intent on the part of the 
investigator was not to say that the Ordnance Department knew at 
the time that the contract was awarded that the man was a 5-per- 
center, but that, in fact, later investigations disclosed that he was in 
fact a 5-percenter. In other words, the purpose of the statement 

Mr. Harpy. That is not what he said. 

Mr. Horrman. That is not what he said, Mr. Chairman. What he 
said was, “In many instances a preaward survey disclosed that the 
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lowest bidder did not have the necessary facilities, was a 5-per- 
center”; disclosed to whom ? 

Mr. Harpy. Let us clear that up. Do the facts in your papers show 
that actually there were any files, records of some of these people that 
fit these categories? 

Mr. Scuarrer. No; the records did not disclose that the people 
were being paid commissions or that they were 5-percenters. But on 
the basis of the lack of information contained in the file and the 
meager information that we were able to locate, I had every reason 
to suspect that they were 5-percenters. 

Mr. Harpy. Your statement is wrong then ? 

Mr. Scuarrer. To that extent that the files disclosed it. In other 
words, the lack of information on the facts that were available in- 
dicated to me that they were, and the facts as we uncovered them 
should have been available to the Ordnance people and they should 
have checked further. 

Mr. Harpy. Pursuing this particular discussion a little bit further, 
I believe we have some information here indicating that there were 
records supporting a finding that some of these companies were un- 
sound financially, 

Mr. Scuarrer. We have some with us. Most of our files on all of 
the 145 companies are back in Washington. 

Mr. Harpy. Regardless of that, I believe that even in the exhibits 
here we have some information which shows that financial informa- 
tion on some of the bidders in the files would have indicated that they 
were financially unsound and, notwithstanding that, the awards were 
made. 

Mr. Horrman. Now, Mr. Chairman, may I ask something there / 
Assuming that the definition of a 5-percenter includes a bidder who 
hasn’t the facilities, the plant, who hasn’t the money to perform the 
contract—the 5-percenter includes that? Does it? I will ask the 
staff. Is that right? 

Mr. Casey. That could be a 5-percenter. 

Mr. Harpy. Acting in his own behalf. 

Mr. Horrman. All right, now, listen. We know very well, all of 
us, that Kaiser-Frazer, or Kaiser, got contracts when he didn’t have 
a plant, when he did not have the money, when he could never have 
performed. He received millions from the RFC. Out here I noticed 
there is a plant going up that the Government is building. They 
haven't the plant. 

Mr. Harpy. Maybe when Uncle Sam puts money in 

Mr. Horrman. For example, if in my district there is a small plant 
that can’t carry out the contract because it is too big—Well, we have 
one over there that the Government is putting in a million dollars. 
The company can’t do it because they reconverted after the last war. 

Mr. Harpy. I think it ought to be amply clear that there is no intent 
to minimize the importance of helping people who are qualified, and 
to secure ability to perform a contract. 

Mr. Horrman. Yes. That is what I am seeking vour help for, and 
that is why I want to emphasize this point, because Iam coming along 
with a situation where the plant has the facilities. They have the 
experience. They have the ability. They have performed the work, 
but they can’t get a contract even though they are the lowest bidder. 

Mr. Casey. Mr. Hoffman, the situation we are aiming at is the 
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fellow who has no plant and never intends to perform the contract and 
intends to sublet a contract 100 percent and merely take the cream off 
of the top of the contract. 

Mr. Horrman. If he has the ability, he can get a loan from the RFC 
for several million dollars. Iam not advocating that, but [am saying 
that that has been the practice. 

Mr. Harpy. Well, let us get back to where we were. I don’t think 
there is any fundamental disagreement i in the thinking of the subeom- 
mittee generally on that problem. 

(Discussion off the record.) 

Mr. Casey. Getting back to vour definition of a bona fide agent, 
] don’t believe I got any answer to the question. 

Lieutenant Colonel Jonnston. No; you did not. What I was at- 
tempting to say is that it is a difficult thing to say exactly what a 
bona fide agent is, and I would have to go back and rely on the defini- 
tion of the Walsh- Healey Act, that if he acted and had the author ity, 
and if I were acting as a contracting officer, I would insist on that 
withority in writing, and if he is acting for the prineipal—— 

Mr. Casey. Does the time when he becomes an agent for the prin- 
cipal have any significance in your determination of bona-fideness ¢ 

Lieutenant Colonel Jonson. If at the time he has a contract and 
is signing for the company, which comes within the qualifications of 
the regular dealer or manufacturer, it wouldn’t make any difference 
when he secured that authori ity of agency. 

Mr. Casey. Doesn’t the covenant in the Government contract say 
that the man has to be maintained by the company for the purposes of 
securing business in order to—— 

Lieutenant Colonel Jonnston. Wait a minute. I think that we are 
confusing two things: What is a man, or rather, a bona fide agent, 
and what is a man who is violating the covenant against contingent 
fees ? 

Mr. Casey. You distinguished those two? 

Lieutenant Colonel Jounstron. Yes. I recognize a legitimate bona 
fide agent, and I think we shouldn't apply the term “5-percenter™ 
across the board as something that has stigma attached to it. 

Mr. Harpy. I think you are 100 percent right on that, and certainly, 
we don’t have any inclination to stigmatize an act of a legitimate agent 
simply because he operates on.a commission. 

Lieutenant Colonel Jounston. I was expressing my own opinion. 

Mr. ~ ArbY. Well, I will join with you in that expression. 

Mr. Casry. Well, Colonel, the man that gets the contract has to 
eae by signing a contract, in light of that covenant, that he 
hasnt paid a fee or commission to anyone except a bona fide agent 
maintained by the contractor for the purpose of securing business; is 
that not so? 

Lieutenant Colonel Jounston. No. I don't think the language is 
exacthy that way. I®f you will read the exact language of the covenant 
against contingent fees 

Mr. Harpy. While he is looking for that, I might just make one 
observation. Here you are trying to define a bona fidle agent, and your 
contracting officers have to mi ake that decision every day. I sympa- 
thize with them. 








512 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Horrman. Mr. Casey is an attorney, and he knows very well 
that if a man is an agent for a company, he is a bona fide agent. He 
is an agent and that is all there isto it. He binds the principal. 

Mr. Casey. Yes, sir, but I know that if there is a violation of it, the 
Government can collect back the amount of that fee. 

Mr. Horrman. That hasn’t anything to do with the fact as to 
whether he is or isn’t an agent, or whether he is a bona fide agent, 
That bona fide business is all hogwash, lawyer’s talk. ’ 

Mr. Harpy. Don’t you lawyers get me in the middle of this. 

Mr. Horrman. If a fellow is an agent, Mr. Hardy, he is an agent. 
If you are married, you are married. — 

Mr. Harpy. He is an agent until you lawyers start arguing about 
whether or not he is an agent, and then I don’t know what he is. 

Mr. HorrmMan. Then the court decides, in any given transaction. 

Lieutenant Colonel Jounsron. I think we are arguing over some- 
thing that we are in agreement on, Mr. Casey, if we analyzed it. What 
Colonel Davisson was reading from was the Armed Services Pro- 
curement Regulation, which defines the people with whom we may 
deal as qualified sources. As I go along here, I see where—— 
Provided such agent has authority to bind the manufacturer, and providing 
further that any procurement of supplies through such agent result in a contract 
issued in the name of the principal. 

Now, I think what we are confusing is a bona fide agent who is in 
fact an agent of the principal and signing for the manufacturer, and 
as to the 5-percenter, he might be a bona fide agent and properly so. 

Mr. Harpy. That is correct. That is what we are trying to dis- 
tinguish right now. 

Lieutenant Colonel Jounsron. I think we should distinguish that. 

Mr. Casey. Well, let us leave this bona fide agent for the minute. 
Have you distinguished for me between a legitimate 5-percenter and 
one that is not legitimate? 

Lieutenant Colonel Jounston. That is the question I was going to 
pose to you because in your staff study you have made a conclusion 
that in many instances, a preaward survey disclosed that the lowest 
bidder did not have the necessary facilities and was a 5-percenter. 
Frankly, I don’t know what a 5-percenter is, except that he gets 5 
percent of something. 

Mr. Casey. Well, naturally, the staff study was referring to the 
5-percenter who was not the exception within the meaning of the 

covenant against contingent fees. 

Lieutenant Colonel Jonnston. Right. 

Mr. Casey. That is the common connotation of a 5-percenter. 

Lieutenant Colonel Jonnston. Right. I don’t know that I could 
give you a definition of what a 5-percenteris, 

Mr. Casey. Are you aware ot xny of the criteria that have been 
announced by the various congressional committees that have studied 
this question as to how to distinguish between a legitimate and non- 
legitimate 5-percenter ? 

Lieutenant Colonel Jounston. Yes, and I think you will have to 
rely generally on those studies. ee 

Mr. Casey. Is it not a fact that in a report on this subject issued 
in the Seventy-eighth Congress by the Committee on Naval Affairs 
that the exception of bona fide agents in the warranty clause should 
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_ be strictly tested by the following criteria: Has the agent had a cer- 
tain continuity of service going back well before the ‘defense effort? 
Has he represented his principals in selling commercial customers as 
well as to the Government? Is the agent employed because of a 
familiarity with the products sold, and not because of his knowledge 
of Government officials? Have those criteria been followed in the 
determination of the bona-fideness of these 5-percenters ¢ 

Lieutenant Colonel Jonnsron. I can’t answer that question because 
I was not here. I happened to be in Germany at that time. You ask 
whether they are being followed ? 

Mr. Casey. Yes, sir. 

Lieutenant Colonel Jonnston. I hope they are. 

Mr. Casey. Has any action been taken to instruct the contracting 
officers along the lines of these criteria ? 














TESTIMONY OF LT. COL. VERNON C. RAWLS, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER 


Colonel Rawts. I am the Chief Legal Officer for the Ordnance Tank 
and Automotive Center. 
Mr. Harpy. Go ahead. 
Colonel Rawts. In each bid submitted, there is a statement on the 
front of it that the bidder has—let me read this for you [exhibit 58] : 
sidder represents that he— 
There is a box for the word, “has” and a box for the words, “has not,” 

















employed or retained a company or person (other than a full-time employee) to 
solicit or secure this contract, and agrees to furnish information relating thereto 
as requested by the contracting officer. 

When the bidder submits his bid, he checks either one, that he has 
employed or retained, or he has not employed or retained a company 
or person other than a full time employee to solicit the business. If 
he indicates that he has not employed such a person, the contracting 
officer may go ahead and award the contract. If he represents that 
lie has so employed some person to solicit the business, then the con- 
tracting officer is charged with the 1 esponsibility of having that bidder 
submit what is known as Form 119, Contractor’s Statement of Contin- 
gent or Other Fees [exhibit 59]. That form is broken down into 
eight parts. First you have the name and address of the person or 
persons so retained. Then it says: 


(2) Indicate whether corporation, partnership, individual, and so forth. 

(3) Relationships to contractor, indicating whether an employee or selling 
agency, and stating duration of such relationship. 

(4) Is there a written agreement of employment or retention? If so, attach 
acopy. If not, state terms of employment or retention. 

(5) Description of duties performed by such companies or persons n connection 
with this contract. 

(6) Amounts paid or to be paid to such companies or persons in connection 
with soliciting or securing this contract, ndicating whether on a commission, 
percentage, brokerage, contingency, or other basis, and stating separately total 
amount of expenses paid or to be paid by contractors. 

(7) Do companies or persons named represent contractor in both Government 
and private business? 

(8) Are the companies or persons named bona fide employees or bona fide 
established commercial or selling agencies maintained by the contractor for the 
purpose of securing business? 
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Upon the receipt of that information, the contracting officer may 
determine that it is a bona fide relationship. If so, he puts it in 
his file and awards—in the meantime, I might say we have no au- 
thority to withhold the award of the contract pending nent of that 
information. We have to go ahead and award the contract, and if 
we later determine that it is not a bona fide relationship, we have to 
hold the money. If we have some question as to whether it is a bona 
fide relationship, we have to send it to the Office of the Chief of 
Ordnance for their final decision. 

Mr. Casey. So that if the contracting officer follows the policy that 
is laid down, and if the information that you receive is the correct 
information, you do have a basis upon which to determine whether 
there has been a violation of the covenant against contingencies’ 

Colonel Rawts. Yes 

Mr. Harpy. But you might not find that out until sometime after 
after the contract is awarded ¢ 

Colonel Rawts. Yes. 

Mr. Casey. And you do have a right at that time to either cance! 
the contract or collect back the amount of the fee / 

Colonel Rawts. That is right. I might say that we have stopped a 
number of cases, sir. 

Mr. Casry. You have stopped a number of cases? 

Colonel Rawts. Yes, on direction of the Chief of the Ordnance. 

Mr. Harpy. When do you get that information ? 

Colonel Rawts. After the award is made, sir, in a bid and award 
transaction. 

Mr. Harpy. You don’t even get the information until after the 
award is made ? 

Colonel Rawts. We have no authority to hold up the award pend- 
ing the receipt of that information. 

Mr. Harpy. You say you have no authority to hold up the award 
pending receipt of that information. Are you obligated to make the 
award prior to receipt of the information ¢ 

Colonel Rawis. Under the Army Procurement Instructions, yes, 
sir. 

Mr. Harpy. You don’t mean to tell me that you have to make an 
award as soon as you open the bid, do you‘ 

Colonel Rawts. Well, if it is the lower bidder—you could reject 
the bids in any case where it is to the advantage of the Government, 
yes, sir. But if this is the low bidder and there are no other interests 
to the Government to be served, there would be no occasion to reject 
the bid. 

Mr. Casey. And the bidder commits himself to that bid or to a 
certain date’ In other words, he has to be awarded a contract before a 
certain date: otherwise, the bid has no validity ? 

Colonel Rawts. That is right. 

Mr. Harpy. The date of the award is not generally the date of 
the opening of the bid? 

Colonel Rawts. No, sir. 

Mr. Harpy. So you do have usually some period of time in between 
the knowledge of the low bidder and the time the award is made in 
which this information might be sought ? 

Colonel Rawts. Yes, sir, it is usually sought very promptly. 
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Mr. Meaper. | thought that this information was presented with 
the bid. 

Colonel Rawus. This is the occasion where the bidder has certified 
that he has a representative, but he does not necessarily 

Mr. Meaper. I thought your form of bid stated, that the bidder did 
or did not have a representative. 

Colonel Rawts. Yes, sir. 

Mr. Meaper. And if he had a representative, then he filed this addi- 
tional form ? 

Mr. Harpy. You get that information only if he is the low bidder. 

Mr. Meaper. Why can’t that Form 119 be filed prior to the filing of 
the bid ? 

Colonel Rawis. It does happen that a man has filed one bid and he 
has submitted all of his information that can be made part of the 
record, Where on subsequent bids he didn’t have to file it and he can 
so state at the time of submission of his bid that he has previously sub- 
mitted it in connection with such-and-such an IFB. 

Mr. Casey. Do you have a central file there containing the names, 
snd companies they represent, of all manufacturer’s agents / 

Colonel Rawnis. I know of no such central file, no, sir. There is a 
central file in each of the three branches in Procurement, where they 
keep the Forms 119 which have previously been filed. 

Mr. Casey. In other words, if you determine in one particular case 
that a contract would be taken away from a company by reason of the 
fact that there is not a bona fide relationship between the company 
and the agent, the agent might well come back with another company, 
the next time, and there wouldn't be any way that Ordnance could 
check that information that was previously received ? 

Colonel Rawts. Not at that time, sir. If the subsequent bidder 
came back and indicated that he had an agent, we would go out and 
get the Form 119, which would disclose the name of the agent. 

Mr. Casey. Why wouldn’t it be a good idea to keep this information 
in some central file with a cross index so you could locate the informa- 
tion? 

Colonel Rawts. Possibly that would be a good move. 

Colonel Davisson. We are taking steps, sir, to concentrate in one 
place all information pertaining to the Form 119’s that Colonel Rawls 
is referring to. 

Mr. Harpy. That should be very helpful to your procurement of- 
ficers, 1 would think. 

Mr. Casry. Now, most of the procurement is done by advertising, 
or at least on automotive parts / 

Colonel Rawus. Yes, sir. 

Mr. Casey. What service does a manufacturer’s agent legitimately 
perform for a company that is getting a contract after advertising ¢ 

Colonel Rawts. Well, the field is rather broad, but some of the 
agents perform a limited function only in connection with selling, 
obtaining the business. Others assist the contractor in the perform- 
ance of his contract by obtaining priorities and possibly obtaining 
financing and expediting deliveries and those things. Generally, 
where the man is solely a representative in selling, there is little oc- 
casion to justify the payment of a fee. But where he does assist 
the contractor in the performance of his contractual obligation, it is 
a different situation. 
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Mr. Harpy. I was wondering, in the case of competitive bidding, 
what particular selling assistance an agent could render. 

Colonel Rawts. In a case of a manufacturer selling to the Goy- 
ernment ¢ 

Mr. Harpy. Yes. What selling assistance can he render? 

Colonel Rawis. Well, some of the small machine shops don’t main- 
tain any selling organization. They don’t advertise. Instead of 
spending their money on newspaper advertisements and maintaining 
a staff of sales agents, they pick up people to solicit business for them. 
As fas as Government business is concerned, they obtain the IF'B’s. 
They prepare the bids in those cases. 

Mr. Harpy. Well, certainly there is no salesmanship involved, at 
least no legitimate salesmanship involved, in selling to a contractiny 
officer on the basis of an award to a low bidder, the only thing he can do 
is try to get information as to what other people are going to bid. | 
mean strictly as far as selling advantages are concerned. 

Colonel Rawts. Yes, sir. 

Mr. Harpy. There is the expense in the preparation of bids and per- 
haps of procuring blueprints, but that is not a sales expense, is it? 

Colonel Rawis. I tan’t define it particularly, sir. It is according 
to how he keeps his books. 

Mr. HorrmMan. Let me give you an illustration. During World 
War II in the Fourth Congressional District, there was a company 
that made steel furniture, specializing in chairs, The armed services 
were buying that but in the specifications—the successful company 
had a man who told them how to draw the specifications to attach the 
leg to the chair. Now, no one—in this case the low bidder didn’t get 
a contract because he couldn’t meet up with that specification with the 
machinery he had, and it wasn’t of any value. I mean it was no better. 
You could demonstrate that that particular fastening was no better. 
Those things are rigged right along. 

—_ Harpy. You mean that some manufacturers can rig and some 
can’t ? 

Mr. Horrman. For instance, in laundry machinery, three companies 
got nine-tenths of the business. 

Mr. Rreniman. They can bid. 

Mr. Horrman. You can bid and you can be the low bidder, but you 
can’t get the award of the contract because you can’t live up to the 
specifications. 

Mr. Harpy. You haven’t helped me a bit in this problem that I was 
trying to settle as to what selling service—— 

Mr. Horrman. The selling service would be there. If it was a big 
company, they have an expert who perhaps has dealt with that par- 
ticular purchasing agent or with other Government agencies. He 
knows them. You are way off in the sticks. You don’t know anybody 
in Washington except your Congressman’s name and your Senator. 
They do not dare go down there. But if you can hire a man who has 
knowledge and who knows these boys—who have confidence in him— 
perhaps you get a contract. 

Mr. Harpy. He can sell them on the idea of setting up a specifica- 
tion that would only meet the specifications of this manufacturer? 

Mr. Horrman. Or get them to draw—for instance, say that the leg 
must be fastened to the chair, so as to stand the strength of a certain 
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test, instead of saying it must be with a bolt so big and so long, they 
specify some other method or fastening. Oh, they do it right along. 
You have Norfolk in vour district. You have that big Navy installa- 
tion down there. nese things don’t bother you. They bother Mr. 
Riehlman, I take it, and they bother me. 

Mr. Harpy. Don’t get the idea that they don’t bother me either. 

Mr. Horrman. Well, yours is millions, while ours is a few hundred 
thousands. 

Mr. Meaper. Mr. Chairman, can I ask a question on this point? 

How long has this form of bid, which requires the bidder to state 
whether or not he employs a percentage manufacturer’s agent been in 
effect? How long have you been using it? 

Colonel Rawts. I can’t state that definitely, sir. 

Mr. Meaper. What I am wondering is whether it was in effect at 
the time this study was made, between October of last year and March 
of this year? 

Colonel Rawts. Yes, sir. It was in effect that long, I am sure. 

Mr. Meapver. Well, did you require the forms to be filled in, or did 
you just leave that blank and paid no attention to it? 

Colonel Rawts. No, sir. I can’t speak from experience, but each 
and every one I have seen, the bid has been filled in 

Mr. rai I would like to ask somebody who has examined this 


statement, which I understand has been furnished to the Tank and 
Automotive Center previously, this memorandum which Mr. Schaffer 
has read. Have the factual statements in that memorandum been 
checked by the Tank and Automotive Center as to their accurancy 
with the exception of this conclusion that Colonel Johnston over here 


took issue with? 

Colonel Rawts. He didn’t identify the nine contractors whom he 
charged as being 5-percenters. So I have had no occasion, no oppor- 
tunity to check that. 

Mr. Mraper. Well, has anyone checked it? First let me ask this: 
Was this memorandum furnished to the Tank and Automotive 
Center ? 

Colonel Rawts. Yes, sir. 

Mr. Cary. A week ago last Monday. 

Mr. Meaper. All right. Now, that portion of the memorandum—— 

Mr. Cary. It wasn’t Monday. It didn’t get out to the Tank and 
Automotive Center until about Friday. It will be a week ago to- 
— or rather, a week ago this Friday. I think it is something 
ike that. 

Mr. Meaper. Well, now, has the Tank and Automotive Center 
checked the accuracy of the factual statements which Mr. Schaffer 
read into the record this morning ? 

Colonel Rawts. Sir, he didn’t identify those contractors by name. 

Mr. Casey. Colonel, I think he did. 

Mr. Meaper. Yes; right here. 

Mr. Harpy. He didn’t read that. 

Mr. Meaper. But it is in the memorandum that they have. 

Mr. Horrman. So is that next paragraph, but that isn’t in the 
record. 

Mr. Harpy. That is going to come in later. 

Mr. Cary. I can make this statement: There are three exhibits, and 
we will not go mto them at the moment, obviously, but we inquired 
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whether or not the form had been filled out and whether the box had 
been checked in respect to those companies, and my understanding is 
I think I will have to make sure of that. 

My understanding is that in respect to that, there was no contingent 
fee mentioned ; is that correct ? 

Colonel Rawts. I can’t substantiate that. 

Mr. Cary. That statement was made to me last might. 

Lieutenant Colonel Jounston. The form was filed, but it didn’t 

Mr. Cary. That is correct. 

Mr. Méaper. What is the answer to my question? Have the factual! 
statements which Mr. Schaffer read this morning been checked and 
found to be accurate with the exception that the colonel raised about 
this conclusion here ¢ 

Colonel Rawts. I can’t substantiate that. 

Mr. Harpy. Let us see if anybody else can. I think the question is 
a clear question. Although the referenc e to the specific nine cases 
was not put in the record here this mor ning, Ordnance has had those 
specific names, and I think that it would be interesting to find out what 
Ordnance’s findings were with respect to this statement that 9 of the 
47 were paying commissions to 5-percenters. 

Mr. Cary. vag a minute, please, sir. 

Now, sir, Mr. Jones is perhaps the one who has done the checking 
on this. 

Mr. Harpy. Does Mr. Jones know more about this? Can you tell 
us what the answer to Mr. Meader’s question is ? 


FURTHER TESTIMONY OF HENRY B. JONES, ASSISTANT CHIEF, 
PROCUREMENT DIVISION, ORDNANCE TANK AUTOMOTIVE CEN 
TER, DETROIT, MICH. 


Mr. Jones. We checked these three exhibits—I won't mention them 
by name—the three companies in the exhibit. We checked those, and 
those are all marked as not having employed anyone other than a 
regular employed person. In other words, he checked the “has not” 
box. The notes in the 57, we haven't had the opportunity to check 
every one of those contracts. 

Mr. Harpy. Now, these nine that I referred to, that were referred 
to by Mr. Schaffer, have you had an opportunity to check those? 

Mr. Jones. They have not been checked. 

Mr. Harpy. All right. I understand that although Mr. Cary and 
his folks have had this information which Mr. Schaffer compiled, it 
didn’t get out here until recently. 

Mr. Jones. It didn’t get out here until the latter part of last week. 

Mr. Harpy. All right, then, thank you. 

Mr. Horrman. Would it be charitable to say that if they did in 
these instances sell to 5-percenters, that their percentage of error is 
no greater than ours in appropriating ECA money ? 

Mr. Harpy. You take that responsibility on yourself. 

Mr. Horrman. I didn’t vote for it. The Congress did it. without 
my vote—in spite of my vote. They should have been perfect, but 
jenges by the way I hope to be judged, they have done a fairly good 
oy) 

' Mr. Harpy. I will agree with you that if we appropriated anything 
for charity, we have got to grant a little bit. 
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Mr. Mreaprer. Could I ask one or two other related questions at 
this point ? 

Mr. Harpy. Yes; go ahead. 

Mr. Meaper. Colonel W hite, is it the practice of the Ordnance Tank- 
Automotive Center to require each bidder to submit a statement show- 
ing whether or not he has facilities and experience in the manufactur- 
ing of the articles upon which he proposes to bid ? 


FURTHER TESTIMONY OF COL. GEORGE W. WHITE, IN CHARGE OF 
NATIONAL PRODUCTION CONTROL, ORDNANCE TANK AUTOMO- 
TIVE CENTER 


Colonel Wurrr. Yes, sir. We have a block set up similar to the one 
just described, which requires him to state whether he is or is not a 
regular manufacturer or dealer in the proposed items. 

Mr. Mrapver. Do you require him to state whether or not he owns 
a plant? 

wk Harpy. That would be covered under your definition, I think, 

. Meader. 

ot. Meaper. If he says, “I am a manufacturer,” that might mean 
anything. Maybe he is just going to be a manufacturer. I want to 
know if you require a bidder who is asking to do business with the 
Government to make at least representations that he has the facilities 
to perform on that ‘contract. 

Colonel Wurre. I don’t believe that we do, sir. 

Mr. Meaper. It wouldn’t require a great deal of personnel on the 
part of Ordnance to have any bidder who wanted to do business with 
the Government submit his own statement, and it couldn't require 
a great deal of effort on his part. He ought to know whether he has 
a plant or not. It would seem to me a simple thing, not taking too 
much time, to have the bidders submit a brief statement of their avail- 
able facilities. That is a part of any sales organization. If they 
want to sell parts to Chrysler and General Motors, certainly they 
submit—frequently they have prepared brochures showing their plant, 
the equipment they have, their experience, some of the work they have 
turned out in the past. Why wouldn’t it be simple for Ordnance 
to require of these bidders at least a statement on the part of the 
bidder concerning his ability to do the work that he seeks from the 
Ordnance Department ? 

Colonel Davisson. May I answer that question, sir? 

Mr. Mraper. Yes. 

Colonel Davisson. When we receive a request that an individual 
be put on the bidder’s list, we ask that he give us a statement outlin- 
ing what you have just described; that is, the number of people and 
the type of machine tools and the facilities involved. 

Mr. Mraper. I asked the question about the accuracy of Mr. Schaf- 
fer’s statement because I want to be sure that Ordnance agreed that 
the facts were true. How does it happen that these contracts were 
awarded to 9 out of these 47 that didn’t have any plant at all? It 
seems to me it would have been very simple for Ordnance to have 
required some statement from the bidder who is seeking the business 
about his ability to perform the contract. 

Mr. Harpy. T think that probably was answered in the opening 
statement, the statement which Colonel White made. 
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Colonel Davisson. We attempt to cover that, sir, in the terms of 
the preaward survey. By making a physical check of the manufac- 
turer’s plant 

Mr. Meapver. That takes time and personnel on the part of the 
Ordnance Department. I can understand how you say, “We don't 
have enough people to go out and check,” but it doesn’t take very much 
time to ask the man himself who is seeking the business to make a 
statement about whether he has a plant and machinery or not. 

Mr. Harpy. | think Colonel White has just indicated that they ask 
him for that information at the time he makes a request to be put on 
the bidder’s list. If that is consistently done and that information is 
available to the contracting officer at the time the bids are received, he 

90 5 ; ; : 
should have the information which Mr. Meader is referring to. 

Colonel Wurrr. And although we haven't yet had an opportunity 
to check those nine specific cases 

Mr. Meaper. I was mistaken about that. The figure is 21. The 
statement is: 








The remaining 21 cases in the Detroit area either have no facilities and were 
entirely subcontracting the work, were securing awards in the name of other 
companies for a fee or percentage of the profits or were otherwise unqualified 
te perform the contracts— 

and so forth. 

My point is that it wouldn’t require any effort on the part of Ord- 
nance personnel to require the contractor himself to make representa- 
tions about his capacity to perform the work that he seeks. I don’t 
see why Ordnance couldn’t have required that of every bidder, whether 
it was to get on a permanent list or not—and we are talking about 
people here who are not on the permanent Ordnance list. 

Major General Qurvton. While contractors or bidders frequently 
furnish at our request, or they voluntarily send in the information 
as to the plant, we have found that a description of their tools, and 
so forth, does not suffice. The only way to do that properly is to go 
to his plant and look at his plant and see what kind of people he has, 
and can he do the job. Our survey, you say, takes time. We find it 
necessary to go into the survey. 

Mr. Meaper. Well, General, I certainly have no disagreement with 
that. You might not want to just take the man’s word for it. You 
send out your own inspection team to make these preaward surveys, 
and that probably should be done. But the excuse given here is that 
you didn’t have enough people to make a preaward survey, and I am 
saying that at least you would have had some information in your 
record if you had required these people that were bidding on con- 
tracts to submit their own statements about what they had, which 
wouldn’t take any time on the part of Ordnance. 


FURTHER TESTIMONY OF THOMAS F. STAPLETON, CHIEF, LEGAL 
DIVISION, ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, 
MICH. 


Mr. Casey. What is your position ? 

Mr. Srapieron. [ am in the Legal Branch. 

Under present regulations, we are required to submit a summary 
of all bids to the Department of Commerce. This summary is pub- 
lished throughout the United States in all—I don’t know what—may- 
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be every post office in the country, for all I know. As a result of 
those publications, and as a result of people coming in to the various 
district offices, we have found that we receive an average of 50 re- 
quests for the invitation for every IFB we send out. Those people who 
submit bids, that are submitted in response to these requests, we very, 
very frequently have no record of, and we have no way of checking 
their facilities prior to the receipt of their bid. 

Mr. Harpy. That is a type of fellow that you wouldn’t ordinarily 
secure information from about his facilities, because you don’t put 
him on your regular bidder’s list. 

Mr. Srapteron. He is not on the regular bidder’s list, but in addition 
to the people that we normally would canvass, those people of whom 
we have record of who furnish the type of item we are advertising 
for, I say we receive 50 requests per IFB that we send out. Very, 
very frequently those people are the low bidders. 

Mr. Meaprer. Mr. Stapleton, I can’t see why at least some slight 
amount of information couldn’t be included on the bid that they 
submit, as to whether or not they have a plant. 

Mr. Straptetron. I do not know of any reason that it could not be 
included in those cases either, Mr. Congressman, but you realize that 
the IFB that we submit now is about that thick [indicating] in a good 
many cases, and every time we put an additional piece of paper in it, 
there is just that many more, hundreds of thousands of pieces of paper 
that we must turn out every day. 

Mr. Mraper. Mr. Chairman, I just simply want to make this ob- 
servation: that this passage that Mr. Schaffer read this morning 
strikes me as indicating a deplorable way of doing business. I know 
Mr. Hoffman has mentioned the firms in his district. I made a survey 
of the firms in my district to find out how much war business they 
were doing. They were being restricted in their civilian type of pro- 
duction by controls of materials. I find many reputable firms that 
arent getting any of this war business, firms that are reputable manu- 
facturers, and it shocks me to see the fly-by-night outfits that have 
been getting some of this war business when the people in my district 
who are suffering from unemployment. Why can’t these reputable 
firms that have the know-how and have the plants and the facilities— 
and they are paying taxes—get this war business instead of some of 
these fly-by-night outfits? I don’t think this record shows very good 
buying policies on the part of the Tank and Automotive Center. The 
Tank and Automotive Center have admitted that it doesn’t—they have 
indicated that at least they are making an effort to improve their 
buying. We all hope to see some improvement and that some of the 
deficiencies you just described will be corrected. 

Mr. Horrman. They have made quite a little improvement since 
the staff started—here is something else: They were asking about 
whether or not they made a preaward survey as to whether the bidder 
had a plant and facilities and all that. Now, I would like to ask if 
anyone here could answer what percentage of the contracts, what 
percentage of production would you get if you placed your bids with 
only those who were prepared now to make that article you wanted. 
Would you get anything? As I understand it, the tank that you have 
now is—or the jeep, I guess it was—was an altogether different jeep 
than you had before. Well, of course, no one is prepared to make 
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that jeep. No one has been making it. No one has the plant or the 
equipment to make that particular jeep or tank. Isn’t that true/ 
They have to retool. I don’t see why ordnance should be limited to 
people who have plants, and if you follow strictly through, there 
wouldn't be anybody making bids. There wouldn’t be any produc- 
tion. 

Mr. Harpy. I don’t think that any of us have any notion that they 
should be limited to the manufacturer who already has all of the 
dies. 

Mr. Horrman. That is impossible. 

Mr. Harpy. Of course, that is an absurdity. 

Mr. Horrman. I would like to ask anyone in the room, or even the 
subcommittee staff: If a concern has a record of manufacturing abil- 
ity, and the men behind it have some kind of a plant, the ability to 
produce, if they shouldn’t be considered even if they don’t 

Mr. Casry. Certainly. That is not the situation we have been talk- 
ing about. 

Mr. Horrman. I thought you had been criticizing Ordnance because 
they haven’t made a more exhaustive preaward survey, and had de- 
termined from their survey that the plant could go right ahead and 
do business. 

Mr. Harpy. It could go right ahead and do business. I think maybe 
you have the proper definition, but as to whether it has all of the 
necessary tools and equipment required to produce a particular item, 
that is something else. 

Mr. HorrMan. Of course they haven't. 

Mr. Harpy. Of course they haven't. Especially if it is a new item, 
they haven't. 

Mr. Meaver. Mr. Chairman, on this matter just now of initiating 
reforms, I have listened to this, and how the Korean war caused a 
great expansion and so on. But I think we ought to bear in mind 
that this ver y outfit has been in existence since the beginning of World 
War IT right straight along, and some of these errors ought to have 
been caught long ago, and I don’t think it is too satisfactory to say, 
“We know there have been mistakes and now we are going to take some 
steps to correct them.” I think they should be called to account for 
not having taken these steps before. 

Mr. Horrman. You say call them to account. What are you going 
todotothem? They did the best they could, I guess. 

Mr. Harpy. Of course, it is awfully easy to criticize, but unless that 
criticism is directed toward improvement, looking toward the future, 
it is of little value. 

Mr. Horrman. Haven't they cooperated pretty well, Mr. Hardy? 

Mr. Harpy. This has been a splendid illustration of cooperation 
in the interests of trying to bring about some improvement, and | 
think also it should be borne in mind that the agency which is now 
handling this proposition, namely, the Ordnance Tank Automotive 
Center, was only established last year, and it had to take up some of 
its predecessor’s activities, even a different tvpe of organization which 
was not geared to procurement of the magnitude that is now going on. 
I think there are mitigating circumstances. 

I, like my colleague here, do not condone inefficiency and the kind 
of mess—and that is the only word I can think of that fits it—that we 
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have found in this study. But the principal objective that I see here 
is to clean up this mess and avoid a recurrence of it in the future, and 
there has been splendid cooperation exhibited and an obvious desire 
to get this mess straightened out which, to me, is highly commendable. 

Mr. Horrman. And the subcommittee has had the services of GAO 
which has several million dollars each year, in the over-all picture. 

Chairman Harpy. The subcommittee has the complete cooperation 
of the GAO and, as I understand it, the Tank Automotive Center is 
getting some assistance from the GAO now. 

Mr. Horrman. Which they are using to advantage. 

Mr. Harpy. That is my understanding. Let us go ahead. 

Mr. Casey. Colonel, would you explain the significance of this list 
of manufacturers that was referred to by Mr. Schaffer that I asked 
him to explain, the list of manufacturers and their symbols? This is a 
document put out by the OTAC. 

Colonel Davisson. No, sir; I cannot. 

Mr. Casey. Can somebody explain it? 

Mr. Harpy. Mr. Sipe is just raring to testify on that. 

You have already been sworn, I believe, Mr. Sipe? 


FURTHER TESTIMONY OF JAMES G. SIPE, CHIEF OF PROCUREMENT, 
ORDNANCE TANK AUTOMOTIVE CENTER, DETROIT, MICH. 


Mr. Sipe. Yes, I have, sir. 

To get into the system, these are the lists of the manufacturers 
whose part numbers are already in the system, and that is all it is. 

Regarding the symbol: Each manufacturer has a symbol. 


Mr. Harpy. It doesn’t necessarily mean that that particular manu- 
facturer has ever had a direct contract é 

Mr. Sier. Oh, yes. Everybody in here has previously furnished 
that part, either as an original manufacturer of the part or as a 
vehicle assembler. 

Mr. Harpy. And every manufacturer in there has at some time had a 
contract to supply that part ¢ 

Mr. Sipe. That is right, sir. 

Colonel Wurre. I might add: Or a subcontract. 

Mr. Harpy. That is just the distinction I was trying to make. My 
guess would be—and I don’t know and I would like to find out whether 
it is a fact or not—that you may have, for instance Timken Detroit 
Axle Co. in there with respect to a good many parts which it has 
never itself furnished directly under a contract to the Government. 

Colonel Wuirr. That is true. It could be; yes, sir. 

Mr. Harpy. It may have been furnished through a subcontractor. 

Colonel Wurre. Yes, sir. 

Mr. Harpy. So that a listing of a particular company with a par- 
ticular part does not necessarily mean that that company has at any 
time had a contract directly with the Government. 

Colonel Wurre. No, sir. 

Mr. Harpy. Is that correct? 

Colonel Wuirr. Yes, sir. 
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FURTHER TESTIMONY OF LT. COL. W. H. CONNERAT, CHIEF, FIELD 
SERVICE, ORDNANCE TANK AUTOMOTIVE CENTER 


Lieutenant Colonel Connerat. I make this list. At least I am re- 
sponsible for many things in putting the cross-reference to the ord- 
nance stock numbers. That information for all ordnance parts Is sub- 
mitted to Raritan Arsenal for publication. This is a list of all manu- 
facturers’ symbols that we use as cross-identification with the ordnance 
stock number in publication by use for everyone for identification of 
parts and for advertisement in bids, so that we can identify the par- 
ticular item in our ordnance stockage system as to the manufacturer 
who made that particular item. 

Mr. Casry. Does the fact that a bidder is not contained in that list 
have any bearing on whether he will be considered a responsible or 
qualified bidder ¢ 

Lieutenant Colonel Connerat. None whatsoever. These are the 
manufacturers whom we have received material from and who have 
made material for us in the past, the basic manufacturer. Now, if 
there is any manufacturer whom we have received material from in 
the past that is not on this list, it is because our file has not been 
brought up to date, sir. 

Mr. Harpy. Now, along that same line, if you had a subcontractor 
who furnished only parts of a basic manufacturer listed in that book, 
would that subcontractor necessarily be listed ? 

Lieutenant Colonel Connerat, I would say yes, sir. We try to get 
the manufacturers’ symbol of the basic part for identification, for not 
only the reason of procurement action but in case that particular part 
should fail in the field. We would then be able to segregate that part 
from one supposedly similar that another manufacturer made. For 
instance, we may be buying pistons from two different companies. 
We have difficulty in the field with one type of piston. We will ana- 
lyze that particular one to see if it is applicable to one manufacturer, 
and then be able to segregate those in our stocks so that they will not 
be issued. 

Mr. Harpy. But you are not tieing your discussion to the question 
that Iasked. The question that I raised was as to a particular manu- 
facturer. You have tied your part back to him, the basic manu- 
facturer 

Lieutenant Colonel Connerat. That is correct, sir. 

Mr. Harpy. But suppose that basic manufacturer did not bid at all, 
or bid high and you bought the part through a subcontractor. 

Lieutenant Colonel Connerat. We still advertise 

Mr. Harpy. I understand that. But what I am getting at is simply 
this: Is that subcontractor tied to the part as well as the basic manu- 
facturer ? 

Lieutenant Colonel Connerat. No, sir. I cannot say he is tied 
to the basic manufacturer. 

Mr. Harpy. That is the point I was trying to make. So that the 
subcontractor with whom you are actually doing business is sup- 
plying somebody else’s part, the subcontractor would not necessarily 
be listed ? 

Lieutenant Colonel Connerat. Maybe I misinterpreted your _re- 
marks there. I would think that the subcontractor in that particu- 
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Jar case would be the basic manufacturer, and the prime contractor 
would be the one whom that material passed through. 

Mr. Harpy. I believe I expressed it wrong. I am getting my 
terminologies mixed up. You are right. The prime contractor is 
the man that I am talking about, who does not manuafcture the 
part. Is he listed in your book or is just the basic manufacturer who 
produced the part listed ? 

Lieutenant Colonel Connrratr. These parts are the basic manu- 
facturers. They identify the basic part, these symbols. 

Mr. Harpy. And it does not necessarily list the prime contractor 
unless he manufactures the part ? 

Lieutenant Colonel Connerat. That is our intention, sir, in this 
book, sir. These parts manufacturers here are representative of 
actual manufacturers insofar as we know. Now, Chrysler may make 
a part and Auto-Lite may make the same particular part, or some- 
one else may make the particular part. Both of them may have a 
part number representing that same part. We will list both. 

Mr. Harpy. All right. To get a concrete illustration, suppose you 
are buying Studebaker parts from Grissom and you will identify 
your Studebaker part in that book. Will you necessarily list Gris- 
som as a source of that part ? 

Lieutenant Colonel Connerar. No, sir. That part would be iden- 
tified as a Studebaker part. 

Mr. Harpy. That is what I wanted to get clear. I think it is 
clear now. 

Mr. Casry. Colonel, who can tell us about how a price analysis 
is made of these bids? Are you qualified to give us that informa- 
tion? 

Colonel Davisson. I am not qualified to give that information in 
detail, no, sir. 


TESTIMONY OF WALKER EVATT, DEPUTY CHIEF, PRICE ANALYSIS 
BRANCH, ORDNANCE TANK AUTOMOTIVE CENTER 


Mr. Casry. What is your name, sir? 

Mr. Evarr. Walker Evatt. 

Mr. Casry. What is your position at OTAC? 

Mr. Evatr. I am Deputy Chief of the Price Analysis Branch, Pro- 
curement Division. 

Mr. Casey. Mr. Evatt, I direct your attention to this statement 
in the memorandum read by Mr. Schaffer: 

The price analysis reports in particular were deficient, in most cases the re- 
port consisted merely of a comparison with a previous price for the same product 
paid by the Government. No attempt was made to break down the bid into an 
iremization of legitimate cost and profit. 

I would like to have your comment as to the accuracy of that 
statement. 

Mr. Evarr. In the main, the prices considered were received on 
IF'B’s invitations for bid. In other words, they were an advertised 
deal. And in most of those cases, the requirement for analysis of 
the cost of the item wasn’t immediate. It was—— 

Mr. Harpy. You are not quite answering the question. 

Mr. Evarr. I am sorry, sir. 











526 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Harpy. I don’t want to prod you on the thing. Maybe you mis- 
understood the question. Mr. Casey is referring to a specific state- 
ment which Mr. Schaffer made, and he has asked you about the 
accuracy of the statement. 

Mr. Evarr. Without referring to the reports themselves, I would 
not be able to say whether that statement was accurate. 

Mr. Casey. Let me ask you this: Is it the practice in making a price 
analysis merely to compare the bid price with a previous price for the 
same product ? 

Mr. Evarr. If the previous price has been established as being 
satisfactory, the present comparison considering the increase or de- 
crease In market prices of various elements that go into the product 
and the quantities involved and other factors of that nature, gives us 
a good idea as to whether the present price is acceptable or not. 

Mr. Harpy. That might be a good basis considering the condition 
with which you opened your statement. You said, “If the previous 
price 

Mr. Evatt. Yes, sir. 

Mr. Harpy. Had been satisfactory ? 

Mr. Evarr. Yes, sir. 

Mr. Harpy. Now, you are making a pretty wide assumption, aren't 
you, considering some of the information that the staff has dug up 
on this ? 

Mr. Evarr. Well, I am merely stating in that assumption one of 
the factors that we use in price analysis. 

Mr. Harpy. Well, are you assuming then every time that you get 
ready to make a price analysis, that a previous award was on the 
basis of a satisfactory price ? 

Mr. Evarr. No, sir. 

Mr. Harpy. Well, what are the other criteria ? 

Colonel Wurrr. May I point out one factor there, sir? On these 
invitetions for bid, the bidder, of course, is not required to break 
down his price such as would be the case of a negotiated proposition 
where he would be required to state his exact cost, his overheard factors. 
his G and A, and the other factors making up his price. Consequently. 
it is true that the only approach we have on IF'B work is to make price 
comparisons and utilize all available information we can get our 
hands on to make those price comparisons. 

Mr. Harpy. What you are saying then is this: The statement that 
Mr. Schaffer made is wrong. 


FURTHER TESTIMONY OF COL. GEORGE W. WHITE, IN CHARGE OF 


NATIONAL PRODUCTION CONTROL, ORDNANCE TANK AUTOMO- 
TIVE CENTER 





Colonel Wurrr. Well, he made the statement that no price analysis 
was made, I believe. 

Mr. Harpy. I will read his statement. He said: “The price 
analysis. reports in particular were deficient, in most cases the report 
consisted merely of a comparison with a previous price for the same 
product paid by the Government.” 

Colonel Wurre. Well, that statement. is correct to this extent : That 
we do only make price comparisons. We have no basis for making 
a detailed price analysis. 
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Mr. Harpy. What do you compare it with? If you are going to 
compare it with a previous price, you might compare it with a half- 
dozen previous prices on the same item. If you compare it with a 
price you paid for a concurrent part of that identical nature, you 
would come up with one comparison; and you might be 100 percent 
at variance with a price that you made at the same time for a replace- 
ment part. 

Colonel Wurrr. Yes, sir. But I believe in making those price com- 
parisons, we try to utilize the latest information we have, which we 
believe, In a given instance, is the most correct information. 

Mr. Harpy. Well now, the latest information is the most correct 
information? If you took your concurrent part again of the same 
date as we pointed out yesterday, the same identical part bought on 
a replacement order, vou get pretty wide variation. 

Colonel Wurre. We could be led astray by that, yes, sir. But I 
don't believe as yet we have utilized the concurrent spare parts price 
for the reasons that we gave yesterday, which, in fact, we don’t have 
a firm price yet on concurrent spare parts. 

Mr. Harpy. Then you find also a pretty wide variance or variation 
in your replenishment parts, a pretty wide variation in the cost of 
those parts depending on the contractor or the particular circum- 
stances surrounding a particular bid. 

Colonel Wutre. Yes, sir, we do have to-—— 

Mr. Harpy. If you take the latest information, you can be led 
awfully far astray, can’t you? 

Colonel Wuire. Yes, sir, if you do not consider quantities, the 
rates of production involved in the instance. 

Mr. Harpy. Now you are getting to the key of it. That is just what 
we are trying to find out. 

Colonel Wuitr. Yes, sir. TI believe Mr. Evatt can offer further in 
that direction, and I think those factors are considered, sir. 

Mr. Harpy. Well, we are talking now about the past and I am more 
interested about what is going on now and what is going on in the 
future. But I think we do want to establish the actual effect of what 
has been the previous practice. 

Colonel Eneier. Mr. Chairman, may I make a statement to attempt 
to add a little bit to this picture? It may help. We note in the staff 
study that the statement as made or as read by Mr. Schaffer was, that 
no attempt was made to break down the bid into an itemization of a 
legitimate cost and profit. I did want to explain that it is only in 
negotiated bids where we have the itemized S dadeien of cost and 
profit, and such proposals are subjected to a cost analysis. In the 
case of formal bids, it may be a price awalysis rather than a cost 
analysis because of the fact that the proposal only requires that the 
bidder give us an end price. 

Now, insofar as the price analysis is concerned, that may be a price 
comparison between other known prices for that article or similar 
articles, or it may, in some instances, where we have drawings available 
or we have views of an item as carried in our SNL’s which amount to 
« drawing, that our price analysis people may be able to build up the 
cost of that item for their own information for use in comparing 
against. the price as bid on the invitation for bid. 











528 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Now, I would prefer if Mr. Evatt could take up from where ! left 
oes sir, and maybe explain in detail just what his particular section 

oes. 

Mr. Harpy. I think, of course, the subcommittee recognizes the 
difference in the analysis which is required with respect to a negotiated 
contract and that with respect to a formal bid contract. I think, how- 
ever, that there are evidences of some formal bids that have been 
received that were so far out of line with the prices which the Army 
should have been required to pay that there might have been justifica- 
tion for a price analysis to determine whether you should have nego- 
tiated that contract rather than let it on the basis of a bid. 

Mr. Casry. That brings us back to Mr. Evatt’s basic assumption 
that the price analysis as made is compared with some previous price 
that mas een found satisfactory. Is that the statement you made, Mr. 
Evatt ? 


FURTHER TESTIMONY OF WALKER EVATT, DEPUTY CHIEF, PRICE 
ANALYSIS BRANCH, ORDNANCE TANK AUTOMOTIVE CENTER 


Mr. Evarr. That is true only in certain cases. I would like to 
read here 

Mr. Casey. I would like to ask you, before you get to reading that: 
How do you determine the price to be satisfactory ? 

Mr. Evarr. In the same way that we would determine a price on 
which we had no previous information. 

Mr. Harpy. Let us put it this way: Does the fact that you made an 
award at some specific price for a particular item, does that furnish 
evidence that that was a satisfactory price? 

Mr. Evarr. Not conclusively, sir. 

Mr. Casry. What else do you look for? Mr. Evatt, I have looked 
at the price analysis reports in a number of these files and I have seen 
a simple statement : 





The last time we bought this item was in January 1951, and due to the price 
increases since that time, we feel this is a satisfactory price. 

Mr. Evarr. Yes, sir. 

Mr. Casry. Now, what else do you do to make a price analysis out- 
side of that simple statement? Is that all the price analysis consists 
of? 

Mr. Evarr. No, it is not, sir. 

Mr. Casrey. What else do you do? 

Mr. Evarr. I have notes here which I would like to read into the 
record if I might. 

Mr. Harpy. Go right ahead. 

Mr. Evatr. We maintained files of detailed information which in- 
clude the previous prices, which indicate price trends of the various 
items previously purchased, which assist in evaluating changes in pro- 
duction costs. We refer to the Ordnance Supply Catalog Pricing 
(ruides which give prices of the same items which were purchased dur- 
ing World II. We also maintain files of list prices of previous and 
current which are obtained from manufacturers. The net prices and 
discounts alowed are shown when we can obtain them. 

We maintain a file of the treasury schedule contracts. Now, when 
we haven’t satisfactory information from those sources, we refer to 
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price breakdowns and similar—that is, cost estimates as well, and the 
price breakdowns contain the elements of cost as they are estimated by 
the contractor. If they are not made available by the vendors, our 
cost analysts analyze the prints or drawings if they are available, 
and estimate prices for which they should be obtained. 

Mr. Harpy. Does that finish your note? 

Mr. Evatr. Yes, sir. 

Mr. Harpy. Now, do you actually do those things or have you just 
determined that they are desirable things to do ? 

Mr. Evarr. We actually do those things. 

Mr. Harpy. How long have you been doing them ? 

Mr. Evatr. We have been analyzing costs since the first part of 1951. 

Mr. Harpy. Along the line that you just outlined ? 

Mr. Evarr. Yes, sir. We have only been able to obtain competent 
cost analysts as of January in 1951. Previous to that time, myself 
and other price analysts who are qualified by experience—I may 
assert—have, without exactly an analysis of prints and that sort of 
thing, been able to estimate costs with reasonable accuracy from 
drawings. 

Mr. Harpy. Now, you have made that type of a price analysis on 
all contracts awarded since January 1951? 

Mr. Evarr. I can’t say that, sir, no. We have made that type of 
analysis on bids that have been submitted to our branch. 

Mr. Harpy. On all bids that have been submitted to your branch ? 
And unless they were so submitted, you don’t know what has been 
awarded in addition to them? 

Mr. Evarr. I have no exact knowledge, no, sir. 

Mr. Meaper. Mr. Chairman, may I ask a question at that point? 

Mr. Harpy. Certainly. 

Mr. Meaper. Do you mean to say that a lot of contracts are let with- 
out any price analysis at all? 

Mr. Evatr. Based on an executive determination, some contracts 
were awarded without price analysis. 

Mr. Mraper. Do you have any idea how many or what percentage of 
the contracts are submitted to your branch for price analysis? 

Mr. Evarr. I can’t say as to the percentage, no, sir. 

Mr. Meaper. Can you tell us how many contracts you have analyzed ? 

Mr. Harpy. Using these criteria that you have just outlined, how 
many contracts have you handled in your branch ? 

Mr. Evarr. I may say a large portion of those that were awarded. 

Mr. Harpy. Well, you didn’t actually apply all of these factors 
to every contract that went through your shop, did you? 

Mr. Evarr. Not all of them, no sir. Those that were considered 
necessary. 

Mr. Harpy. Colonel, you were trying to say something back here. 
What percentage of the contracts were referred to him ? 

Colonel Eneuer. Sir, I cannot answer that specific question. I 
understand there has been a set of three different succeeding policies 
which have been promulgated by the management of OTAC with 
regard to the subject of price analysis. I think if Mr. Evatt stated 
those policies or read those policies as established by the OTAC man- 
agement, it might help to clarify the picture, sir. 

Mr. Harpy. Wasn't that, in substance, what he read a while a 
as to the things that he looked for in price analysis? 
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Colonel Eneier. No, sir. At one stage of the game—I am not 
entirely familiar with these policies in detail, but at one period—— 

Mr. Harpy. Well now, I am more concerned with the practice than 
I am with the policies if the policies are not being followed. 

Colonel Eneter. Well, the policies would govern the number of 
procurements which he was required to analyze, sir. In other words, 
by policy, when the impetus on procurement was extremely heavy, 
their personnel was low and they made a management decision that 
certain of those procurements would not be price analyzed. Then 
as their management built up, they restricted the number that would 
not be price analyzed. It was those policies that I thought had a 
bearing on the subject, sir. 

Mr. Harpy. Who can give us that ? 

Mr. Evarr. I can, sir. 

Mr. Harpy. Go ahead. 

Mr. Evarr. In September of 1950, the Procurement Division issued 
directive which said: 


. 
« 


~~ 


Effective immediately, price analysis reports will not be required under the 
following circumstances: 

1. When the value of the case involved was $1,000 or less. 

2. When prices were equal or less than the last previous procurement and/or 
the price listed on the requisition and stock control cards. 

3. When the last indicated price was dated 1945 or previous, and the current 
price did not reflect more than a 25 percent increase over the previous procure 
ment made within the last 6 months. 


Now, that policy was changed the 24th of May 1951, and at that 
time a memorandum said: 


The instructions contained in the previous memorandum are hereby rescinded 

Effective immediately, all procurement actions will be cleared through the 
Price Analysis Branch regardless of the monetary value or amount of increase 
or decrease. 


Mr. Harpy. That was dated when? 

Mr. Evarr. May 24. 

Mr. Harpy. Do you know whether that has in fact been done? 

Mr. Evarr. Yes, sir. 

Mr. Harpy. And you have price analyzed every procurement action 
since that date? 

Mr. Evarr. Up until the 7th of December 1951. 

Mr. Harpy. Then you had another change? 

Mr. Evarr. Yes, sir. 

Mr. Harpy. All right. Let us have that one. 

Mr. Evarr. With reference to the previous memorandum: 


Instructions contained therein are hereby modified as follows: 

All procurement actions, proposed awards, of an amount greater than $1,000, 
whether advertised or negotiated will be submitted to the Price Analysis Branch 
for price analysis prior to submission to an awards board. Any sole bid, whether 
advertised or negotiated and regardless of monetary value, will be submitted 
to the Price Analysis Branch for price analysis. 

Procurement actions, proposed awards whether advertised or negotiated less 
than $1,000 in value, unless it is the sole bid, need net be submitted to the Price 
Analysts Branch unless, in the opinion of the branch chief concerned, the cireum- 
stances involved in a particular case would indicate that price analysis is desir- 
able. 

In those cases which are not submitted to the Price Analysis Branch, it is in- 
cumbent upon the branch and section chiefs and the buyers concerned to conduct 
the necessary analysis to determine that the price is reasonable prior to making 
the award. 
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Mr. Harpy. Now, between the period of May 4 and December 7, 
when your directive was rescinded, during that intervening period, 
did you find yourself pretty well flooded with a heavy volume of work ¢ 

Mr. Evarr. No; it was not too heavy at that time. 

Mr. Harpy. The only question that is in my mind is whether, with 
an increased load on you as of May 4, you were able to do a reasonably 
effective job of analyzing the price in accordance with the criteria 
which you read a while ago. 

Mr. Evarr. We feel that we did, sir. 

Mr. Meaper. May IL ask a question or two of Mr. Evatt ? 

Mr. Harpy. Yes: go ahead. 

Mr. Mraper. How many people do you have in your Price Analysis 
Branch ? 

Mr. Evarr. Twenty-one at this time, sir. 

Mr. Meaper. And what investigation of their qualifications was 
made before they were hired? Did you determine whether or not 
they had any experience in the automotive parts business é 

Mr. Evarr. I might say that of those 21, most are clerical. We 
have six price analysts, and their backgrounds were reviewed; yes, sir. 

Mr. Meaver. All right. Did they have previous experience in auto- 
motive parts’ Did they have experience in that business ¢ 

Mr. Evarr. The cost analysts that we engaged did have. 

Mr. Mraper. What is your own background in the automotive parts 
business ¢ 

Mr. Evarr. I have worked for a tire distributor. I have worked 
for Chevrolet Motor Co. as a cost accountant, and for the past 10 
years I have been in the Army auditing agency, auditing these sup- 
pliers on Government contracts. 

Mr. Mraper. Now, are you familiar with the practices in the auto- 
motive business about the buying of parts and the letting of subcon- 
tracts by the vehicle manufacturers / 

Mr. Evarr. Yes, sir. 

Mr. Mraprer. They have buyers that know these parts and know 
what they ought to cost, don’t they ¢ 

Mr. Evarr. Yes, sir. Although they do have assistance from other 
people in the same department. 

Mr. Mraper. Well, now, do you have anybody in your Price Anal- 
ysis Branch that has had experience with the automotive companies 
in the buying of parts ¢ 

Mr. Evarr. Not in my branch, sir. 

Mr. Mraper. That is all. 

Mr. Horrman. I have one: Is there anyone back there who can 
tell me why Ordnance did not discover or uncover these 5-percenters 
before the contracts were awarded ¢ 

Lieutenant Colonel Jounsron. That is the question I raised, Mr. 
Hoffman, because the record here indicates that at the time we made 
the award, we knew there were 5-percenters. The fact is: We didn’t 
learn that there were alleged 5-percenters until sometime after. It was 
the result of investigations which brought to light the fact that there 
were 5-percenters 

Mr. Horrman. That is to say that sometime in November, Congress 
gave GAO the authority to go into the books of subcontractors and 
then our staff was able to get into them. 
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Mr. Casey. None of these contracts would have that provision in 
there. 

Mr. Horrman. But we did give GAO authority in November, that 
bill you introduced, Mr. Hardy. 

Mr. Casey. That was to put 

Mr. Harpy That was not to give any authority other than required 
to put the clause in the new contract 

Mr. Horrman. The clause in the new contract giving GAO the 
authority to go into the books of subcontractors, and the subcor 
mittee didn’t have this information until after the staff had dug 
into these things. 

Mr. Harpy. Well, the subcommittee didn’t know it until after the 
staff had been in some of these books and records. 

Mr. Horrman. Into the books and records which these people— 
Ordnance—did not go into before. What we are talking about now 
is hindsight rather than the information that these people had at 
this time. 

Mr. Casry. Most of the information we got, Mr. Hoffman, was 
merely by asking the company whether they employed 5-percenters, 

Mr. Horrman. What company ? 

Mr. Casry. The companies that are involved here. We didn’t go 
into the books and records. We just asked them if they did. 

Mr. Horrman. Most of the information that has been uncovered 
is subsequent to the letting of the contract, isn’t it ? 

Mr. Harpy. Oh, ves. 

Mr. Horrman. Have you people, any of you, any reason as to Why 
vou didn’t know that these folks were 5-percenters or alleged to be 
5-percenters ¢ 

Lieutenant Colonel Rawts. Sir, when they submit their bid, they 
check their list off as to whether or not they have engaged any per- 
son other than a regular full-time employee to solicit the business, 
When they indicate that they have not engaged any person other 
than a full-time employee, that is sufficient for us. If they say “Yes,” 
then we go back and ask for information. 

Mr. Harpy. If you find out subsequently that they checked that 
thing wrong, actually they have submitted a false report. 

Colonel Davisson. That is right. We take action against it. 

Mr. Harpy. You may be excused, Mr. Evatt. 

(Witness excused.) 

Mr. Casry. Is there a representative of the Art Higginbottom and 
Associates in the room ? 


TESTIMONY OF ARTHUR HIGGINBOTTOM, ART HIGGINBOTTOM 
ASSOCIATES, DETROIT, MICH. 


(Arthur Higginbottom called as a witness on behalf of the subcom- 
mittee, was first duly sworn.) 

Mr. Casry. What is your full name? 

Mr. Hieernsorrom. Arthur Higginbottom. 

Mr. Casey. And do you live in Detroit ? 

Mr. Hicernsotrom. I do, sir. 

Mr. Casey. And are you president of this company, Art Higgin- 
bottom Associates ? 
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Mr. Harpy. Just one minute: I want to repeat, before we start with 
this witness, an observation which I made earlier. The fact that an 
individual or a company is employed as a representative for a manu- 
facturer on a percentage basis does not necessarily connote any im- 
proper dealings. 

As an individual, I certainly recognize that there are oceasions 
when individuals employed on a percentage basis perform a worth- 
while service. Now, it is going to be our purpose to try to ascertain 
what the facts are in connection with some of the cases which have 
heen discovered in the course of our study, and it does not necessarily 
uuply that the people who testify are operating illegally or improper- 
iy. That determination will have to be made as the result of the facts 
that are obtained in the course of this hearing. 

Now, we have not attempted to summon every individual where 
we have found conditions to exist which we think need some additional 
light. But we have tried to call in enough of those individuals to 
vet a cross sectional picture of what has been happening in connection 
with the awarding of ordnance contracts. But I did want to make it 
clear that the subcommittee is making no inference, and is taking no 
predetermined position as to the validity, the necessity, the legality, 
or the ethies involved in the employment of people on a commission 
basis by manufacturing concerns. 

Gio ahead, Mr. Casey. 

Mr. Casey. T would lke to add, Mr. Chairman, that some of these 
people that have been called in have been called in more or less at 
random without any knowledge on the part of the staff as to the facts 
and circumstances behind the payment of the commission, other than 
ihe fact that a commission has been paid. 

Would you describe to the subcommittee, Mr. Higginbottom, the 
nature of the business of your company. 

Mr. Higcinnorrom. Purely sales and service representation. 

Mr. Casry. In what line of business ¢ 

Mr. Hiceinnorrom. [ represent four different companies, one of 
whom sells tools, gages, and so forth, production machinery, sheet 
jietal work, and gears. 

Mr. Casry. The gears would be automotive parts, wouldn’t they ? 

Mr. Hicernnorrom. Well, they could be automotive parts, but we 
don’t particularly cater to the automotive business because of the fact. 
that we are not equipped for tremendous long-run production. 

Mr. Casry. Because of what ? 

Mr. Hieernsorrom. We are not equipped for tremendous long-run 
production like they demand in the automotive industry. Iam speak- 
ing now of the pleasure-car automotive business, 

Mr. Casey. How about the truck business ? 

Mr. Hieernsorrom. Well, we could do but haven’t done very much 
truck business. , 

Mr. Casry. When you say “we” you mean the companies you rep- 
resent 4 

Mr. Hieeinsorrom. [ mean the Peerless Gear Co. that I represent, 
yes, 

Mi. Casey. Now, what are those companies, Mr. Higginbottom ? 

Mr. Hicernrorrom. The two that I was subpenaed under are named 
Tidistrial Experimental & Manufacturing Co., a sheet metal concern, 
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and the other is Keeler Machine Co. They are production machine 
shops. Both of them are located in Detroit: 

Mr. Casry. Now, you represent those companies in connection with 
both commercial and Government. business ? 

Mr. Hicernsorrom. Absolutely. 

Mr. Casry. Both companies? 

Mr. Hicernsorrom. Yes, sir. 

Mr. Harpy. Kindly keep your voice up, Mr. Higginbottom. The 
members of the subcommittee are finding it difficult to hear you. 

Mr. Hicetnnorrom. This is the first time I have ever had anything 
like this happen, and I am a bit nervous. This is my first time in a 
courtroom, as a matter of fact. 

Mr. Harpy. We can understand that and we will try not to con- 
tribute to your nervousness. 

Mr. Casry. How long have you represented the Industrial Experi- 
mental and Manufacturing Co. ? 

Mr. Hiccernsorrom. Since November 1, 1949. 

Mr. Casry. And how long have you represented the Keeler 
Machine? : 

Mr. Hicernrorrom. The same time, but my written agreement. with 
them dates January 1, 1950. 

Mr. Casey. Now, you represent those companies in connection with 
contracts secured from the Tank Automotive Center? 

Mr. Hicerneorrom. That is right. 

Mr. Casey. What proportion of the representation constitutes 
Government business, and what proportion constitutes commercial 
business ¢ 

Mr. Hicernnorrom. I would say, in the case of Industrial Experi- 
mental, 20 percent of their volume is Government business, and I 
would say in the case of Keeler Manufacturing that possibly 50 per- 
cent is Government business. 

Mr. Casry. Now, these other two companies that you represent, do 
they have contracts with the Tank Automotive Center also? 

Mr. Hicernsortom. They do. 

Mr. Casey. Would you give me the names of those companies! — 

Mr. Hiearnnorrom. Peerless Gear & Machine Co. at Toledo, Ohio, 
who have one contract with the Government; and the Squires Gauge 
Co., Berkley, Mich., who have had several Government contracts for 
the manufacture of gages—that is, small contracts just covering one 
or two gages. No large contracts. | 

Mr. Casry, And those contracts form a small proportion, of their 
over-all business ? 

Mr. Hicernnorrom. That is right. 

Mr. Casey. Now, what is your background, Mr. Higginbottom, so 
far as technical experience is concerned in this work? | 

Mr. Hicernsorrom. Well, sir, I put in 21 years as assistant purehas- 
ing agent at Graham-Paige Motors in Detroit. I put in 15 years as 
sales. manager of the Commerce Pattern Machine Co. who went out 
of business in October 1949. 

Mr. Casey. The contracts that are secured from the Tank Auto 
motive Center, are those advertised contracts or negotiated ? 

Mr. Hiacinsorrom. In most cases, advertised. There are some 
negotiated. 
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Mr. Casey. What function does your company perform in connec- 
tion with the advertised contracts / 

Mr. Hiacinvotrom. You mean what work do we do? 

Mr. Casey. What do you actually do / 

Mr. Hiceinzorrom. Myself individually / 

Mr. Casry. Well, anyone in your organization. 

Mr. Hicainsorrom. Well, I am the organization practically, except 
a girl. 

Mr. Casey. There is just yourself and a girl? 

Mr. Hiceinnorrom. And I have one man part time. 

Mr. Casey. One man part time / 

Mr. Hicainnortom. Yes, he works on a straight commission also. 
But my function is to secure the opportunity to bid, and after we have 
received the IFB, to help prepare it and see that it gets in on time, 
and to sit in on bid openings, and if we are awarded a bid, to give 
service if there are any questions as to specifications or blueprint 
dimensions or anything of that nature. 

Mr. Casry. What do you do to secure the opportunity to bid ¢ 

Mr. Hicetxsorrom. Well, I make myself known to certain people 
and what we do, and I also watch the bid board and ask for anything 
that I see on the bid board that we might be capable of manufacturing. 

Mr. Casey. Do you secure any information from the officials out 
there that is not public information ? 

Mr. Hieetneorrom. I do not. 

Mr. Casey. The information concerning the opportunity to bid 
could be secured just as easily by the companies themselves, could it 
not ¢ 

Mr. Hiecrnnorrom. Well, it requires a man’s time to watch the bid 
board because you don’t—we don’t get but a very small percentage 
of the things that we bid on automatically. It is through my re- 
questing them, having seen them on the board, that we get the oppor- 
tunity to bid. 

Mr. Casry. How frequently do you go out to the Tank Automotive 
Center ? 

Mr. Hicerneorrom. I go up to the Tank Automotive Center—are 
you referring to Beard Street—approximately once or twice a week. 
I go to the arsenal on an average of about twice a week, and I go to 
the Detroit ordnance district maybe once a week. 

Mr. Casey. What arrangements do you have with these com- 
panies so far as compensation is concerned ¢ 

Mr. Hieernrorrom. Five percent commission on certain accounts. I 
don’t go and get blueprints and take them in there and ask them if we 
can manufacture that. If we are awarded a thing, I don’t ask for 
blueprints for something I can see that we can manufacture, and I 
get 5 percent on the basis that we are awarded the contract. 

Mr. Casry. Is that compensation the same whether the contract is 
awarded after advertising or as negotiated business ¢ 

Mr. Higernrorrom. Yes, a flat 5 percent on everything, commercial 
business and everything. 

Mr. Casry. In the case of Industrial Experimental & Manufacturing 
Co., were you interviewed sometime a few months ago by a representa- 
tive of this committee ? 

Mr. Hiecrnsorrom. I, personally, was not; no, sir. I never was. 
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Mr. Casey. Where is the Industrial Experimental Manufacturiiy 
Co. located ? 

Mr. Hieernpotrom. 11301 Schaefer Road. 

Mr. Casey. Is Mr. Quail the president ? 

Mr. Hicetnsorrom. That is right. 

Mr. Casey. And you do represent that company in connection wit) 
commercial business ? 

Mr. Hiecrnsorrom. Absolutely. 

Mr. Horrman. Is the commission the same on commercial business’ 

Mr. Hicernsorrom. Yes. 

Mr. Harpy. During the past year, have you done a substantial yo!- 
ume of commercial business for the Industrial Experimental Maiu- 
facturing Co. ? 

Mr. Hieernsorrom. I haven’t personally. They do, as I say, about 
SO percent of their business in the commercial field, commercial with 
Chrysler and Ford, but those are not my accounts. 

Mr. Harpy. Well, what commercial business have you done for this 
concern during the past year, any ? 

Mr. Hicernrorrom. Well, I don’t recall of any, no. I don’t recill 
of any individual order. 

Mr. Harpy. Do you have a written contract with them ? 

Mr. Hieernsorrom. No, I have a verbal agreement with them. 

Mr. Harpy. Have you ever done any commercial business for tliat 
company ? 

Mr. Hicernporrom. I have brought commercial work in there for hii 
to bid on, but he has not been successful in getting it. 

Mr. Harpy. So you actually have never drawn any commissions be- 

cause of commercial work which you have brought in? 

Mr. Hicernsorrom. That is correct. 

Mr. Casey. Have you undertaken to ascertain the names of thie 
people who draw up the specifications at the Tank Automotive 
Center ? 

Mr. Hicetnsorrom. No; I have no reason to—— 

Mr. Casry. Have you had any contact with the people who draw 
the specifications out there ? 

Mr. Hicetnsorrom. Not to my knowledge; no. 

Mr. Harpy. Whom do you normally see when you go out there, 
Mr. Higginbottom ? 

Mr. Hiceinnorrom. Are you referring now to the Beard Street 
Automotive Center? 

Mr. Harpy. I am talking about the Automotive Center; yes. 

Mr. Hiccrxnorrom. I don’t, as a rule, see very many people. T 0 
and watch the bid board, but I have called on Mr. Billotti; I have 
called on Mr. Fisher; I have called on Mr. Godfrey; I have called on 
Mr. Rozonca; I have ¢ alled on Mr, Nankervis. There may be—— 

Mr. Harpy. What is your normal purpose in contacting these 
people ? 

Mr. Hicernrorrom. Just to keep them acquainted with the fa’ 
that we would like some of their business. 

Mr. Harpy. In that sort of a case it would be primarily in connect! 
with negotiating; is that correct ? 

Mr. Hicernnorrom. That is right. But I don’t think we have ever 
had a negotiated job from the Tank Automotive Center. Everything 
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that we have had from the Tank Automotive Center has been on a 
competitive—I mean advertised bid. 

Mr. Casty. Mr. Higginbottom, would you explain to the com- 
mittee how you became associated with the Keeler Machine Co. 

Mr. Hieeinsporrom. Yes; I will. The two gentlemen that own 
Keeler Machine Co., Mr. Joe Wos and Mr. Leonard Shultz were with 
the Commerce Pattern where I was sales manager for a great many 
vears. In fact, I learned the trade there. And when the Commerce 
Pattern decided to go out of business, Leonard and Mr. Wos decided 
that they would open up a shop of their own, and before we were 
even out of Commerce Pattern, they approached me on representing 
them in sales, which I accepted. 

Mr. Casey. Who is Mr. W-o-s 4 

Mr. Hicgernsorrom. He is one of the partners. That is Joe Wos. 
The other is Mr. Leonard Shultz. 

Mr. Casey. Did that company attempt to secure ordnance contracts 
by bid for any period of time before engaging you as a representative / 

Mr. Higeinsorrom. No; not to my knowledge. 

Mr. Casey. Then if Mr. Wos indicated to an investigator of this 
staff that the company had been attempting to secure ordnance con- 
tracts by bid, apparently not successful until they met you at the Tank 
Automotive Center one day, that is not correct ? 

Mr. Hieeinsorrom. That is absolutely wrong because I worked with 
them for 15 years prior to their organizing this company. 

Mr. Harpy. At least you have no knowledge of their having tried 
to secure bids before—— 

Mr. Higernsorrom. They weren’t in business before. 

Mr. Harpy. You have been with them ever since they have been 
in business ¢ 

Mr. Hicetnsorrom. Since November 1, 1949, when they started 
manufacturing. 

Mr. Harpy. You do not know whether they may have tried to secure 
business direct and bypass you? 

Mr. Hicernsorrom. I wouldn't think they would because I know 
them pretty well, although they might have. But my agreement reads, 
with them, that I receive commission on everything they build, so 
there wouldn’t be any advantage to them to bypass me. 

Mr. Harpy. Whether you sold it yourself or they sold it directly, 
you get commission ? 

Mr. Hieernzorrom. That is right. 

Mr. Harpy. Does this apply to commercial sales as well as Govern- 
nient business ? 

Mr. Higernsorrom. Absolutely, everything. 

Mr. Caspy. Do you assist in any way in the preparation of the bids 
which the Keeler Machine Co. submits? 

Mr. Hicernsorrom. I don’t give any assistance in arriving at the 
price, but I do give assistance in making out the bids properly, be- 
cause I had so much experience in making them out at Commerce 
Pattern. 

Mr. Casey. So they submit to you the bid they want to introduce 
and you fill out the form ? 

Mr. Hieetnsorrom. I merely help their typist type the forms, ves, 
and tell them what to put in. 
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Mr. Casey. And so far as—after the initial award of the contract 
is completed, is there any occasion for you to assist in any way, after 
the contract has been awarded ¢ 

Mr. Hieernporrom. Yes. Occasionally there are engineering ques- 
tions to be asked, or maybe some specification as to coding or packag- 
ing. These fellows haven't been in business very long and don’t under- 
stand that, and I go to the arsenal or wherever it is and get the correct 
information for them so it can be done properly. 

Mr. Casey. Are you listed on these forms that have been referred 
to this morning by Ordnance as representing 

Mr. Hicernsorrom. I couldn't answer that. 

Mr. Casry. These two companies ¢ 

Mr. Hieernsorrom. I couldn’t answer that. My companies have 
submitted forms when they have been sent to them asking information, 
but I don’t know whether my name appears on them or not. 

Mr. Casry. You have never been questioned by the Ordnance Center 
with respect to your representation of these two companies ¢ 

Mr. Hicernsorrom. Personally, no, as to my qualifications to repre- 
sent them—is that what you mean, or my legal representation ? 

Mr. Casry. No. Imean the circumstances under which you do rep- 
resent them. 

Mr. H:cernnorrom. No: I haven’t been asked any questions. 

Mr. Casey. But it is obvious to you that the officials out at the 
Tank Center do know that you represent these two companies ¢ 

Mr. Hiceinsporrom. Absolutely. I have made it my business that 
they do. 

Mr. Harpy. Do you have a written agreement with Keeler Machine 
Co. ? 

Mr. Hicernsorrom. I do, sir. 

Mr. Harpy. Have you hada written agreement since you first began 
representing them ¢ 

Mr. Hiaeinsorrom. No, I didn’t. It is the only one that I have a 
written agreement with, and I will explain why I have that: Our 
agreement was verbally up until around the latter part of 1950 and 
he was being pestered by a number of fellows coming in with blue- 
prints and wanting him to bid on the stuff. So 1: ather than sit down 
and take a lot of time to explain to these people that T had representa- 
tion, we drew up this agreement and dated it back to the agreement— 

I don’t know just how to say that—the thing is dated December 195), 
tear inthe body of the agreement, it goes back to January 1, 1950. 

Mr. Harpy. The written agreement is dated in December of 1950, 
but the agreement specifies that it is retroactive: is that correct? 

Mr. Hiceixsorrom. That is correct. 

Mr. Horrman. That is common in a good many pay adjustments, 
isn't it 4 

Mr. Harpy. We do that frequently i in the Congress. 

Mr. Horrman. And we do it in Congress. We make it retroactive. 

Mr. Harpy. Now, you have indicated that vou assist in the prepara- 
tion of the bid to be submitted ? 

Mr. Hiceinsorrom. That is correct. 

Mr. Harpy. I believe the bid form has on it a question as to whether 
the bidder employs a representative on a full-time or part-time basis. 
I have forgotten how the thing is worded. Do you know whether 
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{hose bid forms have always indicated the employment of an in- 
dividual performing the services which you perform ¢ 

Mr. Hiaeinsorrom. No, because I don’t consider myself as being 
employed to secure that particular contract. I am out working for 
them all the time, although I am working on a commission basis. 

Mr. Harpy. The form has this on it: 

The bidder represents—that he has or has not employed or retained a company 
or person other than a full-time employee to solicit or secure this contract, and 
agrees to furnish information relating thereto as requested by the contracting 
officer. 

And you say, in regard to that, that your form would indicate that 
he has not employed ¢ 

Mr. Hieernsorrom. That is right. I don’t feel that he has employed 
me to secure that contract. Iam working for him full time. 

Mr. Harpy. You are working for him full time? 

Mr. Higernsorrom. Well, in his interest at all times. I might go 
out to Chrysler in his interest, and while I am there see somebody 
there, somebody else in one of the other fellow’s interests, but I feel 
that I am working for his interest at all times. 

Mr. Harpy. How can you work for his interest at all times when 
you represent three other companies ¢ 

Mr. Hicernsorrom. Just as I said, when I go and call on some 
industrial plant, there are different buyers buying different com- 
modities. While I am there, I might call on this fellow for this item 
of work, and this other fellow for this other item of work. That 
is the reason for these small companies using a man of my type, 
because of the fact that they can’t afford to pay somebody a salary 
to go out and do these things. By representing three or four com- 
panies I can make myself a living and still not be a big burden on 
any one of the four companies. 

Mr. Harpy. I can understand that. But I don’t see how you can 
classify yourself as a full-time employee of all of the four companies 
that you represent. 

Mr. Hieainporrom. Well, that is the way I would classify it. May- 
be Lam wrong. 

Mr. Horrman. Why not? He is working for all of them all of 
the time just the same as you and I are working for all our folks all 
the time. 

Mr. Higatnsnorrom. I am subject to being called out to some plant 
to do something for any one of those Companies at any time during 
the day. 

Mr. Horrman. I represent the farmers all the time. I try to 
represent industry all the time. I try to represent the postal em- 
ployees all the time. 

Mr. Casey. Under your interpretation, a man who is working for 
2) companies on a 5-percent basis would fall within the exception on 
this bid form and would constitute a full-time employee of all 25 
companies ? 

Mr. Hicernrorrom. Yes; because a man representing 25 companies 
wouldn’t be doing it by himself. He would have other employees 
assisting him. 

As I understand this thing—this is my interpretation of it—the 
man who goes out to the arsenal and gets an armload of blueprints, 
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he goes over and he says, “Here, would you give me a price on it ‘” 
He ¢ goes over here and says, “Will you give me price on it?” — Those 
are not full-time employees. But where my time is devoted entirely 
to those four companies, I say I am a full-time employee, not » 
5-percenter. 

Mr. Harpy. When you go out to OTAC and are trying to secure 
some special information with respect to a contract that has been 
awarded to Keeler Machine Co., while you were doing that in behalf of 
Keeler Machine Co., are you simultaneously working for the Indus- 
trial Experimental Co. ? 

Mr. Hicernsortom. No. But while I am there, I might have some 
duty to perform for them. When I am at the Tank Automotive, 
when I go there to look at the bid board, I look for all four companies. 
I just don’t look for one. 

Mr. Harpy. I might buy that one, but I couldn’t buy the others very 
well. 

Mr. Hicernsorrom. Well here, Mr. Hardy, supposing Keeler Ma- 
chine has a question on the specification that 1s shown on the blueprint, 
we'll say, in a rustproof coding, so I go out to the arsenal wherever it 
might be to get more information on what that coding might be, or get 
a copy of the specifications. Well, Keeler Machine might have a 

question on packaging that I will take care at the same time I an 
thiews, not with the same individual possibly but on the same trip. 

Mr. Harpy. I can see you are a very versatile individual. But how 
can you be an employee of four different companies at the same time? 
That is a little difficult for me to*’comprehend. 

Mr. Hicgernsorrom. Well, your interpretation of it is no doubt dif- 
ferent from mine, but I am available to all these different companies 
all during the day. If somebody calls my office and wants me at 
Chrysler or Ford or Keeler, I go on out there. Then I may leave 
there and go to Kelvinator for Peerless Gear. So I am available at 
all times for those four companies. 

Mr. Horrman. But you don’t get anything unless you produce 
business ? 

Mr. Hicerxsorrom. That is correct. 

Mr. Harpy. The whole question involved here is apparently a ques- 
tion of the understanding of the meaning of this particular clause. 
Mr. Hicernnorrom. Well, now, somebody else this morning read 

portion—I don’t know whether it was the Walsh-Healey Act or not 
but it gives a different interpretation on it than that wording there. 

Mr. Harpy. That is a different section. That had relation to the 
definition of a manufacturer or a regular dealer. 

Mr. Hieernsorrom. 1 consider myself a manufacturer’s agent. | 
don’t consider myself a 5-percenter by any manner or means. 

Mr. Harpy. Well, you just happen to be getting 5 percent. 

Mr. Hicernnorrom. That is correct. But I am being tarred with 
the same brush that the 5-percenters are being tarred with. 

Mr. Harpy. As I tried to indicate this morning 

Mr. Hieernsorrom. I appreciate that; ves, sir. 





Mr. Harpy. It should be easy to recognize the distinetion between 
a legitimate manufacturer's agent, and a parasite who gets 5 percent 
for peddling influence. 

Mr. Horrman. He can’t peddle influence unless he gets it from a 
Congressman or Senator or some Federal employee. 
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Mr. Harpy. I don’t know. He might peddle some influence with 
the president of the Chrysler Corp. for all I know. 

Mr. Horrman. The president of the Chrysler Corp. can’t do any 
(jovernment business unless he gets it through the Government. Any 
of those fellows that peddle this “influence have to get it from a Federal 
official, do they not 4 

Mr. % arvy. Well, that is one facet of the problem we are dealing 
with. 1 don’t know that you could make that all inclusive. 

Mr. Horrman. Well, unless some fellow in the Federal Government, 
either elected or on the Federal payroll, has something to sell, these 
fellows can’t peddle influence to anyone, can they. 

Mr. Harpy. Not to the Government. 

Mr. Casey. Mr. Higginbottom, whether or not that particular 
clause was filled out, the contracting officer knew at the time the con- 
tract was awarded that you were representing the company, did he 
not ‘ 

Mr. Hicernzorrom. I assume he did, yes; because most of them I 
have contacted at some time or other. 

Mr. Casry. Now, do they know anything about the arrangement 
that you have with the company ¢ 

Mr. Hicetnsorrom. Not that I ever told them; no, sir. 

Mr. Casrty. Do they know that you represent other companies, 
other than the company that was awarded the contract 

Mr. Hicernsorrom. Yes. 

Mr. Casry. Do they know the nature of your business generally ? 

Mr. Hicernsorrom. Absolutely. I make it clear to them what the 
nature of the business is. 

Mr. Casey. And yet, no contracting officer has ever called your at- 
tention to the fact that that partic ular section of the bid was filled 
out to indicate that you were a full-time employee of the company ? 

Mr. Hiegetrnorrom. Nobody has ever menioned it; no. 

Mr. Casey. I have no further questions, Mr. Chairman. 

Mr. Harpy. Are there any questions, Mr. Hoffman ? 

Mr. Horrman. What vou are trying to do is to make what you call 
an honest dollar by getting some contracts for some of these little 
fellows? 

Mr. Hieernporrom. That is correct. T am not in this business be- 
cause I like it. I happen to be 57 years old, and I have had two jobs in 
my life as 1 explained to you. And when you pass 50, you try and go 
out and get a job unless you've got some outstanding qualifications. 
So that to make a living, I was practically forced into doing something 
like this, and these small companies that I know 

Mr. Horrman. Small businesses, aren’t they ? 

Mr. Hiaernnorrom. Yes. None of them could afford to hire me and 
pay mea living wage. But between the four of them, I can make a 
living wage and it is not costing any one of them individually. I 
would much prefer to go to work and represent somebody 100 percent 

if somebody would take an old man 57 years old. 

Mr. Horrman. And you know, do you not, that Congress has a 
Small Business Committee ? 

Mr. Hicernrorrom. I happen to have called on the small business 
representative down at the Tank Automotive Center. 

Ir. Horrman. This committee is trying to help small business to 





get contracts. 
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Mr. Hicersporrom. That is correct; yes. 

Mr. Horrman. And | take it you are trying to do the same thing’ 

Mr. Hicernsorrom. That is it. 

Mr. Harpy. A legitimate operator in seeking to represent more than 
one company can perform a good service for the Government as well 
as to the company he is representing. 

Mr. Horrman. I was just wondering whether I should recommend 
him to some of the small companies in my district which are engage 
in trying to get business from the Government. I have a company 
in-the District that is a low bidder. I understand Mr. Meader has 
manufacturers who are not getting the business that they would like. 
George, can your fellows qualify as low bidders ? 

Mr. Mraprr. Well, I would have to study the matter more in detail 
to answer that question. I did make a survey to find out whether 
plants in my district were getting into war business when their civilian 
business is being shut down by these controls. 

Mr. Horrman. Sure, cutting them off. 

Mr. Mraper. And they aren't getting the war business. 

Mr. Hiccinnorrom. Could I add, Mr. Casey, along with what has 
taken place this morning, that none of these four companies that 
represent will take a job unless they can do 75 percent of the job under 
their own roof. 

Mr. Casry. Mr. Higginbottom, do you have any trouble getting 
blueprints from the Tank Automotive Center with respect to partic- 
ular parts that are advertised ? 

Mr. Hiccinsorrom. Well, I don’t have any trouble getting blue- 
prints when blueprint numbers are shown, but when there is the manu- 
facturer’s part number only shown, there is no chance of getting any 
blueprints. 

Mr. Casry. That is the situation that I am referring to. Would 
you explain that a little further ? 

Mr. Hiceinporrom. Well, in other words, when I look at the IF B's 
on the board, the bid board, it will give an Ordnance drawing num- 
ber or it will not give an Ordnance drawing number. So I know that 
Ordnance drawings are available when it gives a number. So I re- 
quest the blue print. But when there is just a manufacturer's part 
number given, I know from experience that there are no blueprints 
requested on that, so I don’t ask for an IFB on that because I know 
they have no blueprint. 

Mr. Casey. In other words, the only one that has the blueprints is 
the manufacturer ? 

Mr. Hicernrorrom. Yes; whoever it might be, General Motors, 
Chrysler, or whoever that part number might belong to. 

Mr. Casey. And small business has no chance to get in a bid on 
that particular part ? 

Mr. Hicetnrorrom. Not unless he knows somebody in the blueprint 
department of one of the large companies. There are oftentimes 
things on those IF'B’s that I feel small business can manufacture at a 
much ‘lower price than they are probably paying, because of less over- 
head and so forth, but there is nothing to quote on it. You can’t just 
quote on a part name. 

Mr. Horrman. I want to say that the company that I have been 
trving to do business for does not make tanks nor guns, big things like 
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that. They make precision electronic equipment, and they have had 
a world of experience. 

Mr. Harpy. You have been trying to represent that company, to 
try to get business for them. 

‘Mr. Horrman. That company has a group of employes whose votes 
j naturally want to get at the next primary election and next Novem- 
ber, just as every candidate or elected Representative does and 
| am representing them. Don’t forget that. I intend to get business 
for them, if I can. 

Mr. Harpy. That is a better deal than the 5-percent deal. 

Mr. Horrman. That I will have to determine after November. In 
any event it isa part of my duty. 

Mr. RiruimMan. I have just one question, Mr. Higginbottom. You 
are purely a representative of these four companies securing informa- 
tion on bids that they might be interested in, or contracts that they 
might be able to get from the Ordnance Department ¢ 

Mr. Htearnsorrom. Yes; as far as the Government is concerned. 

Mr. RreniemMan. Now, you don’t have any authority as a representa- 
tive to enter into a contract for your companies 4 

Mr. Hiearnsorrom. I don't have any authority to enter into a con- 
tract alone, not without first consulting. 

Mi. Rieueman. But can you really as an individual after consulting 
with the company, sign a contract representing that company ¢ 

Mr. Hiceinporrom. As far as our company is concerned, ves, but 
whether or not that authorization has been given in writing to the 
Tank Automotive Center, I don’t know. 

Mr. Rirutwan. But you have that understanding with your com- 
pany ¢ 

Mr. Hicernsorrom. That is right. 

Mr. Rren_mMan. That is all. 

Mr. Mraper. Mr. Chairman, I would like to ask Mr. Higginbottom 
to describe what a 5-percenter does. You have described what you do 
as a manufacturer’s agent, and you resent being referred to as a 
5-percenter. How does a 5-percenter operate / 

Mr, Hicainsnorrom. I may be a little bit biased in my opinion of 
what I consider a 5-percenter to be, but having put so many years 
in at Commerce Pattern, I had to deal myself with what I call 5-per- 
centers. The man who is fortunate enough to go out to some place, 
whether it be Government or Chrysler or Willvs-Overland or any 
place, and get something to quote on, get some blueprints to quote on, 
he will bring it into your office and say, “Here, I can get the order 
for this for you, a thousand of these pieces. Give mea price and put 
so much in for me.” ‘That is what I call a 5-percenter. He lias no 
legitimate tie-up with any company. He takes an armload of blue- 
prints and goes up and down the avenue to find somebody to make it 
and pay him 5 percent. 

Mr. Harpy. Do you get much business like that, Mr. Higginbottom ? 

Mr. Higernsorrom. Do I? 

Mr. Harpy. Yes. Don’t they bring it to you sometime? 

_ Mr. Higerxnorrom. Well, that is why that agreement was entered 
into with Keeler, to stop that. 

Mr. Harpy. They tried to bypass you? 

Mr. Hicernsorrom. No. These fellows are constantly coming into 
his place with blueprints and wanting him to bid and give them a cut, 
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and he would have to go into detail and say, “I have a representative, 
I am not interested in bidding.” So we drew up that agreement so 
when one comes in he says, “I have this agreement and be on your 
way.” 

Mr. Harpy. He might have found that he could have got a lot more 
business if he boosted his price a little bit and gave them a cut. 

Mr. Hicernnorrom. Well, he happens to be the type of fellow that 
would go out of business rather than do it that way. 

Mr. Harpy. Thank God we have a few of those left. 

Mr. Casry. Do you meet up with these so-called 5-percenters ? 

Mr. Hicernzorrom. I haven’t met up with any since I severed my 
connection with Commerce Pattern. But when I worked there, why 
maybe three or four a week would come in with an armload of blue- 
prints and want you to bid on it and cut them in for 5 percent. Of 
course, you would bid directly to whoever the customer might be, 
but you added a little bit in for them. 

Mr, Casry. Was that on advertising too? 

Mr. Hieernsorrom. No, I don’t think so. I don’t say now that that 
happened with Government work only. That happens with all types 
-of work. 

Mr. Rreuiman. Does Keller Machine Co. have any other sales 
organization ? 

Mr. Hicernsorrom. No. 

Mr. Rreuiman. You are their sole representative ? 

Mr. Hicernsorrom. That is correct. 

Mr. Rrenutman. And is that true with the other four companies 
that you are representing / 

Mr. Hiaernnorrom. There is nobody else but myself with Industria! 
except Mr. Quail, who retains some accounts for himself which le 
handles, for instance, Ford and Chrysler, as I said, and Mr. Squires 
of the Squires Gauge Co. does do a little work himself. But other 
than that, I am the only outside man. Peerless Gear do have a couple 
of men, but I have the State of Michigan for Peerless Gear. There is 
no other representative for Peerless in the State of Michigan. 

Mr. Rreu_tMan. But how many people do these four firms employ! 

Mr. Hicerneorrom. Industrial Experimental employs about 1): 
Keeler Machine Co. about 25; Squires Gauge Co. about 40. I would 
say Peerless Gear & Machine Co. have probably 10. 

‘Mr. Rrentman. In other words, your sole interest is to make a 
living for yourself and to keep the small organizations going and 
people employed ¢ 

Mr. Hieernsorrom. That is correct. 

Mr. Horrman. I hope you get them some business and a commission 
on them. 

Mr. Hicetnsorrom. Thank you, Congressman. 

Mr. Harpy. Anything further? Well, thank you, Mr. Higgin- 
bottom, for your testimony on this matter. You will be excused. 

We will stand adjourned to reconvene at 1:30 p.m. 

(Whereupon, at 12:30 p.m., Wednesday, December 12, 1951, a recess 
was taken until 1:30 p. m. of the same day.) 
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AFTERNOON SESSION 


Phe subcommittee resumed hearings Wednesday, December 12, 1951, 
at 1:30 p.m., Chairman Hardy presiding. 

Mr. Harpy. Let the subcommittee come to order. 

Yesterday, I requested that all members of the industry who wished 
to testify to notify us by noon today. We have specific requests from 
the Chrysler Corp., Diamond T Motor Co. and Electric Auto-Lite 
Co. In addition to those, in correspondence previously received, we 
had indications from Hercules Motors that they desired to have a 
representative present and to testify if controversial issues arose. I 
don’t know whether Hercules Motors considers that there has been any 
controversial testimony concerning that company, but we would like 
to hear from them anyway. 

I would like to know if there is a representative of Hercules present. 
Apparently there is not. 

The same situation exists with respect to Federal Motor Truck. Is 
there a representative of that company present? Apparently there 
is not. 

Now, in addition to those that I have already named, the sub- 
committee would like to have some testimony from General Motors— 
well from several others. We will take them one at a time. 

First of all, General Motors. Is there a representative from that 
company ? 


STATEMENT OF LOUIS H. BRIDENSTINE, GENERAL MOTORS CORP. 


Mr. Bripenstine. Yes. I am from the legal staff of General 
Motors. 

Mr. Harpy. Well, the subcommittee would like to raise certain 
questions with a representative of General Motors possibly tomorrow 
or Friday. 

Mr. Bripenstine. Well, Mr. Hardy, it is the position of General 
Motors that the information requested by the subcommittee by letter 
has been supplied to the subcommittee, and so far as the General 
Motors Corp. policy is concerned on the sale of automotive parts, both 
concurrent and replacement parts to the Government, the Ordnance 
people are well acquainted with that policy, and we have continued to 
follow that policy. 

Now, I would like to go back and tell our people what you par- 
ticularly might have in mind, if we haven’t given you the informa- 
tion that you inquired about. 

Mr. Harpy. I might make this observation: That General Motors 
did submit information which the subcommittee requested. It took 
General Motors an awfully long time to submit that information, and 
asa result the preparation of a case study by our staff was considerably 
later with respect to General Motors than with respect to the other 
cases which were under study. As a consequence, there has been no 
opportunity to present it to have any expression from General Motors 
concerning the study which the staff has made, as was the case in 
other companies. 

In that connection, there have arisen certain questions which the snb- 
committee feels we should have some additional clarification on. For 
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that reason I would very much like to have some testimony from 
General Motors, perhaps on Friday morning. 

Mr. Brivenstine. Well, perhaps you could help me out in this re 
spect then, Mr. Hardy. Do you have any particular type of informa- 
tion, for example, that you would like? When the Ordnance people 
were testifying here, they had a good number of people from the 
different branches covering the different subjects. Now, General 
Motors is quite large. There are numerous divisions. I don’t know 
exactly what you might have in mind, sir. 

Mr. Harpy. I might make this suggestion: We will arrange for 
vou and a member of the staff to discuss the matter and you can see 
just what we need, and we can then expect to have a representative 
of General Motors present in connection with the matters that we 
would like to have cleared up. 

Mr. Brivenstine. That is correct, yes. Whom will I talk to, Mr. 
Hardy, regarding that? 

Mr. Harpy. Mr. Schaffer, I expect. 

Mr. Bripensrine. All right, fine. 

Mr. Horrman. Mr. Hardy, did you not want someone to tell us 
why General Motors’ bid and their prices to the Government were 
higher than to the others to whom they sold. That was one point I 
was Interested in. 

Mr. Harpy. There were several points, Mr. Hoffman, and that is 
one which will be touched upon. But we would like to have you get 
together with Mr. Schaffer. 

Mr. Bripenstine. I will get the information from Mr. Schaffer 
then. 

Mr. Harpy. Fine. 

Timken Detroit Axle Co. Is there anybody here representing the 
Timken Co.? Apparently not. 

Willys-Overland? Is there a representative of Willys-Overland 
present? Apparently not. 

Troy Sunshade? Apparently not. 

Now, I don’t believe that it will be necessary to issue subpenas for 
representatives of these companies, but I want each of these com- 
panies contacted immediately and request tat representatives be sent 
down for testimony tomorrow or Friday, and if there is an unwilling- 
ness, we may have to issue subpenas. 

All right, Mr. Casey. 

Mr. Casry. Is Mr. Kuschewski in the room ? 

Mr. Kuscnewskr. Yes, sir. 

Mr. Casry. Will you come forward, please ? 

Mr. Murray. My name is William Murray, and I am representing 
Mr. Kuschewski, Mr. Day, and Mr. Organ. In discussing the matter 
with Mr. Blair yesterday, it was suggested that perhaps the three of 
them should undertake to give the testimony together in order to save 
time and give you the answers when you ask them. 

Mr, Casry. That is satisfactory. Have them come forward. 

(The followimg-named persons were sworn: Hugo Kuschewski, 
John B. Organ, George F. Day.) 

Mr. Casry. Mr. Kuschewski, is your full name Hugo Kuschewski?! 
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TESTIMONY OF HUGO KUSCHEWSKI, PRESIDENT, MACOMB AUTO 
SUPPLY CO. 


Mr. Kuscnewskt. Yes. 
Mr. Casry. And you are the president of the Macomb Auto Supply 
Co.? 
Mr. Kuscnewskt. Yes, sir. 
Mr. Casey. When was that company formed, Mr. Kuschewski ? 
Mr. Kuscuewskr. March 1948. 
Mr. Casey. And who were the original incorporators of the com- 
pany ¢ 
Mr. Kuscnewsk1. Otto Kuschewski, Joseph Dougherty, and myself. 
Mr. Casry. And what was the business of that company? What 
was it formed for? 
Mr. Kuscnewskr. The automotive replacement parts business. 
Mr. Casey. To manufacture them ¢ 
Mr. Kuscuewskt. No, sir. 
Mr. Casey. What part of the automotive replacement parts business 
did you perform ? 
Mr. Kuscurewskt. I don’t quite get vour question. 
Mr. Casey. What kind of a plant did you have ¢ 
Mr. Kuscnewskt. There are three stores in all. 
Chairman Harpy. Is it a retail business or wholesale business or 
what ? 
Mr. Kuscnewskt. Mostly wholesale. 
Mr. Casey. And where do you get the parts? 
Mr. Kuscnewskt. From the parts manufacturers. 
Mr. Casey. And to whom do you sell the parts 4 
Mr. Kuscuewskt. To garage men, car dealers, and a few retail 
customers. 
Mr. Casry. Now, is this a corporation ? 
Mr. Kuscurwskt. Yes, sir. 
Mr. Casry. And who owns the stock in the corporation at the 
present time / 
Mr. Kuscnewskr. At the present time T own all but one share of 
stock. 
Mr. Casey. And does Otto own the other? 
Mr. Kuscuewskr. He owns one share: yes, sir. 
Mr. Casry. At some time vou bought out Mr. Dougherty’s interest 
in the company ¢ 
Mr. Kuscuewsktr. Yes, sir. 
Mr. Casrty. Now, what business were you in prior to 1948, Mr. 
Kuschewski ¢ 
Mr. Kuscuewskt. I was in the automotive replacement parts 
business, 
Mr. Casry. For yourself or were you employed by somebody else / 
Mr. Kuscuewskt. With the Piston Service Co. 
Mr. Casey. Did you hold an office with that company 4 
Mr. Kuscnrwskt. Yes, sir. I was president of the Piston Service 
Co, 
Mr. Casey. Do you have any stock.in the Piston Service Co. at the 
present time / 
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Mr. Kuscuewskt, Not today. 

Mr. Casry. Do you have any connection at all with the Piston 
Service Co. today ? 

Mr. Kuscuewskt. We buy from them; yes. We buy from them 
today. 

Mr. Casry. That is the only connection; as a vendor and vendee? 

Mr. Kuscuewskt. Oh, some favors that we do each other, my brother 
and myself, you know. 

Mr. Casey. Now, did you do any business with the Tank Automotive 
Center ? 

Mr. Kuscuewskt. Yes, sir. 

Mr. Casry. Do you have your records containing the information 
as to what contracts the Macomb Auto Supply Co. had with the Ord- 
nance Department in 1948 ? 

Mr. Kuscuewskr. Yes, I believe they are here. Oh, did you say 
1948? 

Mr. Casey. Yes. 

Mr. Kuscuewski. No, I haven’t anything for 1948. 

Mr. Casey. Did you have any contracts with them at all? 

Mr. Kuscuewskt. I think there was some. 

Mr. Casey. If the finance record showed that you had six contracts 
with a total payment of $91,000, does that sound approximately right? 

Mr. Kuscuewskt. That is possible. 

Mr. Harpy. Just a minute. 

Mr. Kuscuewsgr. That is Macomb you are talking about ? 

Mr. Casey. Yes. 

Mr. Harpy. What records did we ask them to bring? 

(Discussion off the record.) 

Mr. Harpy. Do you have your records for your business trans- 
actions in 1948? 

Mr. Kuscnewskr. No; I don’t. 

Mr. Murray. Mr. Chairman, the subpena asked for the business 
transactions with the United States Ordnance Department, and thie 
Macomb Auto Parts did no business with them in 1948. 

Mr. Harpy. That is contrary to testimony we just had. 

Mr. Kuscuewskt. I think there might have been some. 

Mr. Murray. I have been advised by the three of them that they 
didn’t start to do business with the Government until about 1949. 

Mr. Harpy. We will let the witness answer the questions, sir, and 
we will be happy for you to advise them, but it has just been testified 
that they did have a contract with them in 1948, and I am just wonder- 
ing why we don’t have the records here on the 1948 business. 

Mr. Kuscurwskt. I sold my interest at the Macomb Auto Supply 
to Mr. Dougherty in July of 1948. I was only with the Macomb Co. 
for 5 months in 1948. 

Mr. Harpy. I don’t know that I understand that. Are you not now 
with Macomb? 

Mr. Kuscuewsk1. I am now with Macomb. But when I first went 
into Macomb, I was only there 5 months, and Mr. Dougherty wanted 
to purchase my stock of the Macomb Auto Supply Co., and I sold it 
to him in July 1948. 

Mr. Harpy. Then you bought it back? 

Mr. Kuscuewskt. I bought it back. I had to buy it back through 
a sale in 1949. 
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Mr. Harpy. Well, don’t you have all the records for the Macomb 
Auto Supply Co. since its organization in March of 1948? 

Mr. Kuscuewsk1. Well, all the records that I think they brought 
today are for these Government contracts that we had in 1950. 

Mr. Harpy. What does the subpena call for? 

Mr. Murray. Would you indicate what contracts they are so I can 
try to produce them ‘ 

“Mr. Harpy. We are advised that there were contracts between the 
Macomb Auto Supply Co. and the Government in the year of 1948 
that amounted to some $90,000. 

Mr. Kuscnewskt. At that time, Otto was a stockholder and a third 
owner at the beginning of the company, and Otto handled whatever 
that Army or Government work was. Otto handled that. 

Mr. Casey. Well then, in 1949 you bought back into the company, 
Mr. Kuschewski ? 

Mr. Kusciewsk!. Yes. 

Mr. Casey. Now, what month in 1949? 

Mr. Kuscnewskt. I think it was May 1949. 

Mr. Casey. You have records to support that ? 

Mr. Kuscnewskt. I don’t have anything along that will support 
that. 

Mr. Casey. Well, at some time in 1950, did you engage Mr. George 
F. Day? 

Mr. Kuscnewskt. Yes, sir. 

Mr. Casey. Can you tell us the circumstances under which you en- 
gaged Mr. Day? 

Mr. Kuscuewskt. Yes, sir. I engaged Mr. Day to work for the 
Macomb Auto Supply Co., and he was to handle—to do all of the 
work that was connected with any Government contracts that Macomb 
Auto Supply received. 

Mr. Casry. Now, did Mr. Day get in touch with you at that time? 

Mr. Kuscnewskt. At which time do you mean, sir? 

Mr. Casey. When you first employed him. 

Mr. Kuscnewskt. Yes. 

Mr. Casey. And what did he say when he came to you? 

Mr. Kuscuewskt. Well, he was looking for a job. He told me he 
had left his place of employment, which I think was the Government or 
the Ordnance Department, and that he was ready to go to work, and 
he could produce enough work so that I could pay him a good 
salary, 

Mr. Casry. Now, did you know Mr. Day before that time? 

Mr. Kuscuewskt. Yes, sir; I had known him for a year or so, 
probably 2 years. 

Mr. Casey. And did you know him to be an employee of the Ord- 
nance Department / 

Mr. Kuscnewsktr. Yes, sir. 

Mr. Casry. Did you have some business relations with him while 
he was with the Ordnance Department ? 

Mr. Kuscuewskt. Never. 

Mr. Casey, How did you happen to know him ? 

_ Mr. Kuscirewskt. IT had been in the Piston Service, and my brother 
introduced me to Mr. Day, and that is as far as that went. It was our 
first meeting. Then, maybe at another time or so, I had gone in and 
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saidy “How do you do,” to him. Months probably passed, and he 
was still working—— 

Mr. Casry. Did Mr. Day have some business with the Piston Service 
while you were connected with the Piston Service Co. ? 

Mr. Day. May I answer that? 

Mr. Casey. Yes. 

Mr. Day. No. I was an inspector with the Ordnance Department. 
My business occasionally took me into the Piston Service. That is 
where I originally met Mr. Kuschewski. 

Mr. Casry. And then you knew Mr. Day’s connection with the Ord- 
nance Department at the time vou met him ¢ 

Mr. Kuscurwskt. I was told what his connection was: yes. 

Mr. Casey. Mr. Day came to you and said he wanted a job? 

Mr. Kuscnewskt. That is correct. 

Mr. Casey. And what kind of a job was he looking for ? 

Mr. Kuscunewskt. He told me he could produce enough work. He 
felt he could get enough contract work out of this Government bidding 
so that I could afford to pay him a good salary, and he would guarantee 
me enough work. 

Mr. Casry. Had vou had any Government contracts prior to that 
time ¢ 

Mr. Kuscuewskt. Only when I was with Piston Service Co. 

Mr. Casry. You had not received any Government contracts from 
the time that you bought back into the Macomb Auto Supply Co. until 
you engaged Mr. Day? 

Mr. Kuscnewskt. That is correct, to my knowledge. That is the 
Way it is. 

Mr. Casry. Well, IT mean -what do your records show? Do your 
records show that you had any Government contracts during that 
period ¢ 

Mr. Kuscnewskt. All I have is from 1950 on, since I came back, 
that igright. Those records I brought with me. 

Mr. Casey. Do you have the records from March 1, 1949, when you 
bought back into the Macomb Auto Supply until the present time / 
Mr. Kuscuewskt. I don’t have anything with me on that, no. 

Mr. Harpy. I think you misunderstood his question. Are the rec- 
ords of your business transactions -of the Macomb Auto Supply Co., 
since you bought back in it—they are still intact, are they not? 

Mr. Kuscurewskt. They are intact in the business, yes. 

Mr. Harpy. That is what I mean. So that if there were any con- 
tracts, or if there had been any business with the Government, you 
would have those available ? 

Mr. Kuscurewskt. All those records would be there, whatever any 
transaction has even taken place; yes, sir. 

Mr. Casry. Well, do your records indicate that you did not have 
any Government contracts between March 1, 1949, and the date you 
employed Mr. Day ¢ 

Mr. Kuscnewskt. I don’t believe there was a contract from 1949 
until I-started with Mr. Day. 

Mr. Casey. Had you tried to get any contracts with the Govern- 
ment ¢ 

Mr. Kuscurewskt. No; I didn't. 

Mr. Casey. What kind of an arrangement did you make with Mr. 
Jay! 
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Mr. Kuscnewskt. He was to perform all duties, do all the work, 
and I agreed to pay him $10,000 a year salary. 

Mr. Casey. What kind of a plant did the Macomb Auto Supply Co. 
have / 

Mr. Kuscuewskt. Well 

Mr. Casey. I think you said you had three stores. 

Mr. Kuscuewskt. Well, it takes in three different stores, yes, sir. 

. Mr. Casey. You have a central office? 

Mr. Kuscuewskt. The office is on one end of the building. Then we 
have a machine shop and storage space back of that part of it. 

Mr. Harpy. Mr. Kuschewski, if you could speak a little louder, we 
would appreciate it. Some of us hav >a little trouble hearing you. 

Mr. Kuscuewskt. All right, sir. 

Mr. Casry. Were the contracts that Mr. Day was to get for your 
company to involve the manufacture of parts or merely the sale of 
parts ¢ 

Mr. Kuscnewski. As much as I can tell you, Mr. Day was to look 
after every part of that business. I wouldn't have to do one part of the 
work, and I haven't. 

Mr. Casry. The Government part of the business? 

Mr. Kuscuewsk1. Except the capital and the bookkeeping, but to 
make any quotations or anything, I didn’t make any. 

Mr. Casty. Was Mr. Day to take over all your business, both Gov- 
ernment and commercial 4 

Mr. Kuscuewskt. No, just the Government business. 

Mr. Casey. Just the Government part of it 

Mr. Kuscurwskt. Yes, sir. 

Mr. Casry. So that from that day to this, vou have not participated 
in the Government end of the business except to supply the name and 
capital 4 

Mr. Kuscuewskt. That is correct. 

Mr. Casry. Did you have any facilities for manufacturing parts 4 

Mr. Kuscnewsk1. No, sir. 

Mr. Casey. Where was Mr. Day to have his operation’ Was that 
to be in the Macomb Auto Supply Co? 

Mr. Kuscnewskt. No, sir. He has his office space on the second 
floor of 4430 Cass Avenue. 

Mr. Casey. And that is the business place of the Piston Service 
Co! 

Mr. Kuscurewskt. That is the Piston Service Co.’s address. They 
have plenty office space, and as 1 understand it, it would be easier 
for Mr. Day to operate from a Detroit office, if possible. I think 
my brother just said, “Sit down and help yourself.” 

Mr. Casey. Your brother still has an interest in the Piston Service 
Co, ? 

Mr. Kuscnewskt. Yes, sir. 

Mr Casry. Mr. Day, let me ask you this question: What arrange- 
ment do you have for office space with the Piston Service Co. ? 

Mr. Day. There is an office there that we use. We occasionally use 
one of the girl’s offices to type. There is a filing cabinet that is avail- 
able for us, both for records and blueprints and so on. 

Mr. Casry. Do you pay any rent for it ? 

Mr. Day. I don’t know. 

Mr. Kuscuewskt. No. 
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Mr Casey. Did you have any formal written agreement with Mr, 
Day? 

Mr. Kuscuewskt. No. 

Mr. Casey. What date did Mr. Day go on your payroll? 

Mr. Kuscnewskt. It would be approximately October 15, 1950. 

Mr. Casey. At some time did you engage Mr. Organ to work for 
you? 

Mr. Kuscuewskt. Yes, sir. 

Mr. Casey. When was that? 

Mr. Kuscurewskt. March 1950. 

Mr. Casey. What are the circumstances under which you engaged 
Mr. Organ? 

Mr. KuscuewskI. His duties are exactly the same as Mr. Day’s. 
Between the two of them, they have to look after all of this Govern- 
ment work. 

Mr. Casry. How did you pay Mr. Organ? 

Mr. Kuscnewskt. At the rate of $10,000 a year, also. It is the 
very same salary as Mr. Day. 

Mr. Casry. Well, had your Government business increased in vol- 
ume sufficient to warrant taking on Mr. Organ in the time between 
October 15 and March 1950? 

Mr. Kuscuewskr. Mr. Day told me that he would have to have 
help. There was a lot of work on his shoulders, and he said he would 
like to have some help. He recommended Mr. Organ to me. 

Mr. Casey. Mr. Organ, what was your background prior to ihe 
time you were engaged by Mr. Kuschewski 

Mr. Orcan. Generally speaking, Mr. Casey, it was with the Fed- 
eral Motor Truck Co. Since 1938 through to 1950, I represented 
the Federal Motor Truck Co. in handling all of their Government 
accounts, and I cataloged numerous Army catalogs, wrote SNL's 
and operation manuals for Government vehicles. 

Mr. Casey. What are SNL’s? 

Mr. Orcan. Standard nomenclature lists, commonly called a parts 
catalog. Service time is excluded on that. 

Mr. Casrty. What is that? 

Mr. Orcan. Service time is excluded. 

Mr. Casey. And in connection with your work with the Federal 
Motor Truck Co., did you have occasion to come in contact with people 
at the Tank Automotive Center, or with the Ordnance Department ! 

Mr. Orean. Very numerous. 

Mr. Casry. Was that the bulk of your duties with the Tank Auto- 
motive Center ? 

Mr. Orean. At the latter stages: ves, sir. 

Mr. Casey. Were you employed by the Federal Motor Truck Co. 
up until the very day that you went to work for the Macomb Auto 
Supply? 

Mr. Orean. No, sir. I should have qualified that. I represented 
Sid’s Track & Auto Sales for, roughly speaking, a year. 

Mr.-Casry. And Sid’s Truck & Auto Sales, they sell parts to the 
Ordnance Department ? 

Mr. Orcan. That is right, sir. 

Mr. Casey. They are primarily a surplus dealer, are they ? 

Mr. Orcan. That is right. 
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Mr. Casey. And they have had numerous contracts with the Ord- 
nance Department for the sale of surplus parts to the Ordnance 
Department. ; 

Mr. Orcan. That is right. 

Mr. Casey. What service did you perform for Sid’s Auto Truck, 
in connection with the sale of parts to the Government ? 

Mr. Orcan. Very much the same performance that we are doing 
with Macomb Auto Sales at the present time—handled all of their 
bidding, identified the parts, took care of the administration of con- 
tracts, handled the packaging, and saw the contract through its com- 
pletion. 

Mr. Casey. Now, could you tell me, Mr. Kuschewski, what the dol- 
lar volume of your business has been with the Government since Sep- 
tember 1950? 

Mr. Kuscuewskt. I am going to guess, as close as I can. I think 
as of November 31, we have filled about $87,000 worth of Govern- 
ment contracts. 

Mr. Casty. How many contracts do you have; do you know? 

Mr. Kuscuewskt1. Twelve or thirteen or eleven, something like that. 
I haven’t counted them. 

Mr. Harpy. Is that the total amount of your contracts, or the 
amount you have supplied ? 

Mr. Kuscuewsk1. No; that is the amount that we have already 
supplied. 

Mr. Casey. What is the total dollar amount? 

Mr. Kuscnewskt. Well, there is another large contract that amounts 
to $193,000 that we are working on at the present time, as I under- 
stand it. 

Mr. Cassy. I suppose possibly I should address these questions to 
Mr. Day and Mr. Organ, since you indicated that you haven’t had 
much to do with this Government business. 

Mr. Kuscnewskt. I think for the answers to a lot of those questions, 
ves. 

Mr. Casry. Mr. Day, the figure of $302,804 was furnished to some 
member of the staff. Is that approximately correct 
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Mr. Day. Approximately correct ; yes, sir. 

Mr. Casry. What kind of business is that; is that the manufacturing 
of parts for the Ordnance Department ? 

Mr. Day. Not directly. Oh, you mean this? 

Mr. Casry. These contracts. 

Mr. Day. The contracts at Macomb? 

Mr. Casry. Yes. 

Mr. Day. Yes; it is for the furnishing of vehicle spare parts. 

Mr. Casry. Do you indicate on those contracts that you are going 
to perform them ? 

Mr. Day. No, sir; we do not. 

Mr. Casey. Where did you get those from ? 

Mr. Day. We have them made by various suppliers. 

Mr. Casry. In other words, after you get the contract with the 
Ordnance Department, you then go out and make a subcontract with 
the supplier to manufacture the part ? 
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Mr. Day. That is correct. Essentially it is correct. There is the 
preliminary research work and the arrangement with some supplier 
prior to submission of the bid. So that when and if we do get a 
contract, most of our arrangements have already been made. They 
are then formalized through the issuance of purchase orders. 

Mr. Casey. In other words, you know by reason of some prior 
commitment from suppliers approximately how much you can bid 
and come out of the transaction safely ? 

Mr. Day. In some cases, yes. 

Mr. Casey. In other cases, do you submit a bid and take a chance 
that you will get someone to manufacture / 

Mr. Day. Oh, yes. We cost our items from our own experience, 
and we know what the items should approximately cost. We don't 
always have time to get the preliminary quotation. 

Mr. Casry. Are these contracts always executed in the name of 
Macomb Auto Supply Co. ? 

Mr. Day. These, yes. 

Mr. Casey. These contracts that you work on? 

Mr. Day. Yes. 

Mr. Casey. And who signs the contract ? 

Mr. Day. Mr. J. A. Nietz. 

Mr. Casey. And what is his capacity? Who is he? 

Mr. Day. He isa gentleman who works at Piston Service. 

Mr. Casry. What is his official capacity with the Macomb Anito 
Supply Co. ? 

Mr. Day. I don’t know. He has some arrangement with Mr. Ku- 
schewski. 

Mr. Kuscnewskt. I authorized Mr. Nietz to sign purchase orders. 
Mr. Nietz worked for me in Piston Service Co. for a number of years, 
and he has done all our buying down there, all those years I was with 
the Piston Service Co. 

Mr. Casty. What do you pay him? 

Mr. Kuscnewski. I don’t pay him anything. 

Mr. Day. May I point out that when we originally started out, Mr. 
Kuschewski didn’t want to give us the authority—give me the au- 
thority, I should say—to commit the company or the corporation with- 
out some means of checking on me. 

Mr. Casry. And that arrangement has merely continued from that 
time on? 

Mr. Day. That is right. 

Mr. Casey. Am I to understand that these contracts covering the 
purchase of automotive parts are 100 percent subcontracted to sup- 
pliers ? 

Mr. Day. Almost so, ves. Occasionally, we will do our own assembly 
work, usually where more than one piece is involved. 

Mr. Casry. Who does the assembly work ? 

Mr. Day. Sometimes Mr. Organ and myself. Sometimes we will 
have a man from Piston Service do it, and then he will bill us back. 

Mr. Casey. Does that require any technical know-how ? 

Mr. Day. Not to any great extent: no. 

Mr. Casry. Now, could you give us the names of some of your regu- 
lar suppliers under these contracts 4 

Mr. Day. Oh, yes. We have one—we are speaking about Macomb 
now—Clyde Engineering, Industrial Facilities, Gdula Engineer- 
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Mr. Orcan. Columbus Forge & Tron. Also, Haven Malleable Cast- 
ing Co. 

Mr. Day. Northern Tube Co. 

Mr. Casry. Now, Mr. Day, do you have some arrangement with 
these suppliers to whom this work is subcontracted whereby you 
receive a commission on this work ? 

Mr. Day. No, with one exception. Let me put it that way. I repre- 
sent Export Processing Co. for packaging work. Now, that was an 
arrangement I had prior even to my connection with Mr. Kuschewski 
in the Macomb Auto Supply Co. 

Mr. Casry. In other words, the Export Processing Co., do they do 
all the packaging on this work ? 

Mr. Day. No, they do not. 

Mr. Casry. They do the bulk of it ? 

Mr. Day. Yes, about 50 to 60 percent, anyway. 

Mr. Casey. And you receive a commission from them on the work 
that they get to do the packaging on? 

Mr. Day. Yes. 

Mr. Casey. And what is that commission ? 

Mr. Day. Five percent of whatever the invoice cost is. 

Mr. Casry. Now, the Industrial Facilities, don’t you have an ar- 
rangement with them whereby you receive a commission from them 
for work that is subcontracted to them ¢ 

Mr. Day. No. 

Mr. Casry. Have you ever received any money from the Industrial 
Facilities Co. ? 

Mr. Day. Yes. I worked with them prior to joining Macomb. 

Mr. Casry. Do you have any connection now with the Monarch 
Motor Sales Co. ? 

Mr. Day. No, sir; never did. 

Mr. Casey. Do you have any conection with Sid’s Auto Truck & 
Auto Parts now / 

Mr. Day. No, sir. 

Mr. Casey. At the time that you worked for the Sid’s Truck & Auto 
Parts Co., did you have an arrangement with the Industrial Facili- 
ties for a commission / 

Mr. Day. At the time I worked for Sid’s? IT didn’t work for Sid’s 

Mr. Orcan. I worked for Sid’s. 

Mr. Day. He worked for Sid’s. 

Mr. Casry. Do you know Mr. G. J. Theunick ? 

Mr. Day. Yes. 

Mr. Casry. He is the sole owner of the Industrial Facilities Co. ? 

Mr. Day. T don’t know. 

Mr. Casrty. Who do you do business with in the Industrial Facili- 
ties Co. ? : 

Mr. Day. Mr. Theunick. 

Mr. Casey. I want to repeat this question: You have never received 
a commission from Mr. Theunick 

Mr. Day. Oh, no. I didn’t say that. 

Mr. Casey. T haven't finished. 

Mr. Day. Oh, excuse me. 

Mr. Casry. For work performed by the Macomb Auto Supply Co. 
for the Government ? 
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Mr. Day. I can’t answer that definitely, because we have one ite: 
which I had previously brought into Mr. Theunick from some other 
concern. Our agreement was that any repeat business on any iteni 
that I had previously brought in, I would get a commission on. Now, 
Macomb placed an order for the identical part at a later date. When 
Mr. Theunick and I severed our relationship, we figured what Mr. 
Theunick owed me, and I don’t know whether that was included or 
not. 

Mr. Casey. But you do not have any standing arrangement with 
Mr. Theunick as to work that you subcontract to him on behalf of 
the Macomb Auto Supply Co. ? 

Mr. Day. No. In fact, we are not doing much subcontracting witli 
lim any more, because we have had trouble getting deliveries. 

Mr. Casey. Now, Mr. Day, do you represent the Piston Service 
Co., in connection with some Government business ? 

Mr. Day. I do. 

Mr. Casey. What arrangement do you have with the Piston Service 
Co.? 

Mr. Day. The same type I have with Macomb. 

Mr. Casey. What is that 

Mr. Day. I do all the—when I say “I do,” Mr. Organ and T do 
all of the work on Government contracts that we work on. I might 
have to explain that: We have in Piston Service more or less two 
divisions. One handles straight commercial items that they normally 
sell over the counter, and Mr. Organ and I handle that work which 
we have to have performed specially for these contracts. 

Mr. Casey. Are you on the payroll of Piston Service Co. ? 

Mr. Day. Yes, sir. 

Mr. Casgy. At how much? 

Mr. Day. $10,000 a year. 

Mr. Casry. You are on the payroll for the same amount, Mr. 
Organ? ' 

Mr. Orean. Yes, sir. 

Mr. Casry. Now, some of the work, some of the contracts that are 
secured from the Government in the name of the Macomb Auto 
Supply Co., part of that work is subcontracted to the Piston Service 
Co., is it not ? 

Mr. Day. Very limited. I say, occasionally there is some assembly 
work, or there may be some machining work that they can do right 
in their own shop, or they do some of the packaging for us. Where 
their costs are less than Export Process, we, in turn, issue a purchase 
order to Piston Service in the name of Macomb for that packaging. 

Mr. Casry. Does the Piston Service Co. have the facilities to 
manufacture the parts on the contracts that they secure from the 
Crovernment ¢ 

Mr. Day. No, sir. 

Mr. Casey. Do they have any facilities at all? 

Mr. Day. Oh, yes. We occasionally use them. 

Mr. Casey. Is most of that work subcontracted to suppliers? 

Mr. Day. Yes, sir. 

Mr. Casey. Well, the work that is secured in the name of Macomb 
Auto Supply, that is subcontracted to Piston Service, is that in fact 
performed by Piston Service, or is that sub-subcontracted ? 
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Mr. Day. I can’t think of any particular instances, but when we 
subcontract packaging work to them, it actually is done by Piston 
Service. Occasionally, we will buy nuts, standard nuts or something 
from Piston, Service, because they have got them right there. It is 
convenient. So we usually have Piston Service bill Macomb back at 
cost. 

Mr. Casey. Describe the facilities of the Piston Service Co. 

Mr. Day. You mean their manufacturing facilities? Is that what 
you want ‘ 

Mr. Casey. That is what I ain interested in. 

Mr. Day. They have a complete engine rebuilding shop with all 
the ¢ equipment necessary to do that work: boring bars, drill presses, 
grinders, a lathe—they have a milling machine, a planer, a brake drum 
grinder—L mean brake drum grinders, and so on 
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Mr. Organ. That equipment can be used on other jobs outside of 
engine rebuilding. 

Mr. Casey. Can it be used to manufacture automotive parts / 

Mr. Organ. Yes, I would say that in a number of instances it could 
be used. 

Mr. Casry. Has it been used ? 

Mr. Organ. We have done some machining, very limited. 

Mr. Casry. Very little? 

Mr. Oraan. Very little; yes, that is right. 

Mr, Casey. I may be repeating myself, but most of the work that 
vou get for the Piston Service Co. is subcontracted 4 

Mr. Day. For both companies, yes, sir. 

Mr. Organ. Both companies, it is subcontracted. 

Mr. Casry. Do these companies that you subcontract the work to, 
do they get any work direct from the Government ? 

Mr. Day. Some of them very possibly do. I couldn't say. I know 
that Mr. Theunick’s company has prime contracts with the Govern- 
ment that he is performing on right now. 

Mr. Casey. Do you know whether the Piston Service Co. have 
other representatives trying to get Government contracts for them / 

Mr. Day. Yes. In that other division, they have Mr. Eggert, who 
handles that part of the work. 

Mr. Casey. What is that other division ? 

Mr. Day. That is the standard commercial parts, which they nor- 
mally deal in over the counter. 

Mr. Harpy. In your employment with Macomb Auto Supply, are 
you on a strict salary basis or a commission basis 

Mr. Day. A salary basis. 

Mr. Harpy. Is that paid monthly? 

Mr. Day. No, sir. When we first made our arrangement, Mr. 
Kuschewski wanted some assurance of the work we would do, or rather, 
the work I would do when IT first started, and he agreed to pay me 
when the money was available. 

Mr. Harpy. But you are on a fixed salary, right 

Mr. Day. Yes, sir. 

Mr. Harpy. There is no bonus involved proportionate to the amount 
of business you bring in? 

Mr. Day. No, sir. 
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Mr. Harpy. I believe you have already testified that you do secure 
some work for the Export Processing Co. on a commission basis ¢ 

Mr. Day. Yes, sir. That is purely packaging work. It is never 
manufacturing. 

Mr. Harpy. That is aside from your salary arrangement with Mr. 
Kuschewski ¢ 

Mr. Day. Oh, ves. 

Mr. Harpy. Now, let me see if I understand this picture correctly : 
You do let some subcontracts to the Export Processing Co. for packag- 
ing the items which Macomb Supply Co. furnishs to the Government / 

Mr. Day. Yes, sir. 

Mr. Harpy. So that you do negotiate those subcontracts ? 

Mr. Day. Mr. Organ and I together; yes. 

Mr. Harpy. So that you are in the position of receiving a salary 
from Mr. Kuschewski for working for him, and then subcontracting 
some of his business to a company that pays you for subcontracting it 
to them ? 

Mr. Day. Yes, sir. 

Mr. Casry. Now, Mr. Kuschewski, as of sometime during the course 
of this examination that we have made of your records, on the 13 con- 
tracts that Macomb Auto Supply has had with the Government, the 
billings had amounted to approximately $24,500. Do you know as of 
what date that might be? 

Mr. Day. Mr. Casey, perhaps I can better answer the question if 
you will repeat it, please. 

Mr. Casey. I have the information that billings to the Government 
to date—I don’t know what date that is—on the 13 contracts obtained 
by Macomb total $24,500. 

Mr. Day. That must be a very early figure. The billing to date is 
roughly $95,000. That date was probably April, somewhere in there. 

Mr. Casry. Do you have your costs on those contracts to date, also / 

Mr. Day. Do we have our costs? Yes, sir. 

Mr. Casey. What are the costs on those contracts? 

Mr. Day. Do you want them one by one? 

Mr. Casey. I want the costs to compare with the $95,000 in receipts. 
I want the combined figure. I don’t want you to go through each 
contract. 

Mr. Day. There is roughly, as of October 25, a gross profit of ap- 
proximately $14,000 on completed contracts, and as of that date, there 
Was an estimated profit of roughly $35,000 on contracts that were in 
process at that time. 

Mr. Casry. On the billings to date, as of that time? 

Mr. Day. The billings would be hard to say, but roughly about 
$95,000. 

Mr. Casry. That is as of the time that you are giving me the cost 
figure? 

Mr. Day. Yes, just about. 

Mr. Casey. I understood before that the billings to date were 
$95,000. 

Mr. Day. This was October 25. Since that time, we have done very 
little shipping because of the fact that the older contracts were pretty 
well cleaned up, and the one big new one, we weren't able to get started 
on as vet. 
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Mr. Harpy. On your $95,000 billings which you have indicated, 
how much does that lack of completing those older contracts ¢ 

Mr. Day. That will complete almost all contracts except this one big 
contract for $193,000. 

Mr. Harpy. Let me see if I get this picture correctly then: You 
have indicated a gross margin on all of the old contracts of $35,000 
plus $14,000, 

Mr. Day. Roughly, yes. 

Mr. Harpy. In other words, that is about $49,000 on a $95,000 

Mr. Day. Oh, no, on a $300,000 total figure of contracts. I am in- 
cluding an estimated profit on the $193,000 contract. 

Mr. Harpy. Well, vou didn’t give Mr. Casey the figures that he 
asked for, then. 

Mr. Casey. I asked for the cost, the accrued cost, let us put it that 
way, as of the date that you gave me the billings for—— 

Mr. Day. The accrued costs? Well, I will have to go at this another 
way. It will be $14,000 plus roughly $20,000. That would be the gross 
profit on the $95,000 billings. 

Mr. Casey. In other words, $34,000 gross profit on the $95,000 bill- 
ings ¢ 

Mr. Day. Right. 

Mr. Harpy. Let us be a little bit more specific: You indicated that 
the $14,000 figure that you gave was on one completed contract 4 

Mr. Day. No. 

Mr. Orean. A series of contracts. 

Mr. Day. A number of contracts. Actually, all the contracts that 
were completed as of that date. 

Mr. Harpy. What was the total amount of those contracts ? 

Mr. Day. The dollar value of the contracts, $40,000 in round figures. 

Mr. Harpy. $40,000 was the total amount of the completed con- 
tracts ‘ 

Mr. Day. Was the face value of the completed contracts. 

Mr. Harpy. On which there was a gross margin of $14,000 / 

Mr. Day. Right. 

Mr. Harpy. Which would leave, then, a balance of $55,000 on the 
other old contracts that are not yet completed—— 

Mr. Day. That is correct, sir. 

Mr. Harpy. But which are practically completed, with a gross mar- 
gin which you have estimated at $20,000 ? 

Mr. Day. Correct, sir. 

Mr. Casry. Are you familiar with the plant of the Gdula En- 
gineering / 

Mr. Day. Yes. 

Mr. Casey. Have you both been to that plant? 

Mr. Day. Yes, sir. 

Mr. Casry. Describe that plant to me. 

Mr. Day. It is a small—— 

Mr. Orcan. It is actually a small garage. 

Mr. Casry. In the rear of the home of the owner? 

Mr. Orcan. That is right. It has, I imagine, 10 pieces of equip- 
ment. 

Mr. Casry. What is Mr. Gdula’s regular job? 

Mr. Orcan. At the present time, I think he is working solely for 
himself in that job. 
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Mr. Casey. Did he work at some time for Sid’s Auto Truck Co.? 

Mr. Orean. Right. 

Mr. Casey. Was he a regular employee of Sid’s Auto Co. ? 

Mr. Orcan. Yes, sir. 

Mr. Casey. Was he taking some of this subcontract work and doing 
it on a part-time basis while he was regularly employed by Sid’s Auto 
Truck? 

Mr. Orean. Yes, sir. 

Mr. Harpy. What was the nature of the subcontract job that he 
performed in the garage and back of his home? 

Mr. Orean. It was machining a series of castings. 

Mr. Day. Which we furnished. 

Mr. Orcan. We furnished the raw castings to him and he did the 
finished machine work on them. 

Mr. Harpy. What were the specifications on those castings‘ Did 
they require precision machining? 

Mr. Day. Oh, yes. They were machined to a blueprint. 

Mr. Casey. What is the Day Sales & Service ? 

Mr. Day. It was an organization I first formed because IT wanted 
to deal directly with the Government. I wanted to furnish parts to 
the Ordnance Department. It was work that I knew. And during 
the life of that company I did obtain one small contract, which I 
have fulfilled, and the parts have already been shipped. However, 
I found it impossible to do business with the Government because they 
felt I was too small and they wouldn’t give me contracts. 

Mr. Casry. What facilities did you use to perform on that contract, 
Mr. Day? 

Mr. Day. The same way: I subcontracted. 

Mr. Casry. To whom did you subcontract that work ? 

Mr. Day. That particular one to Theunick. 

Mr. Casey. What was your connection with the Rochester As- 
sembly ¢ 

Mr. Day. It is a company that was owned by Mr. Theunick, or still 
is, 1 don’t know. I had the same connection with that company that 
I had with Industrial Facilities. In effect, while they had different 
names, I dealt with the same man for both companies—Mr. Theunick. 

Mr. Casey. You have received some commissions from the Rochester 
Assembly ? 

Mr. Day. Yes. I don’t know how much from either one, but in 
effect, they were both from the same company. 

Mr. Casry. I have here what purports to be some figures taken 
from the income sheet of the Day Sales & Service from August 7, 
1950, to August 16, 1951. Would that be the period during which 
that organization was in existence ? 

Mr. Day. Yes. 

Mr. Casry. It is still in existence ? 

Mr. Day. Yes; it is still in existence. It is not doing much, but it is 
still in existence. 

Mr. Casry. And besides commissions from the Rochester Assembly, 
vou received some commissions from the Comet Industries ? 

Mr. Day. I still act as an agent for that company. 

Mr. Casry. Is that in relation to contracts with the Government ? 

Mr. Day. Yes. sir. I am interested only in Government work. 
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Mr. Harpy. Your agreement, then, with Mr. Kuschewski does not 
contemplate that vou will spend full time for his concern ? 

Mr. 5, iy. I think, in effect, it does. I spend all my time there, or 
let us say the greatest portion of my time in the office that we have set 
up. This pack aging work is an adjunct to our Government work, and 
because of the contacts that we can make, I can alw ays pick up a little 
extra work for the packaging company. 

Mr. Harpy. You are working only for the packaging company 
now ¢ 

Mr. Day. No. I still represent Comet Industries. 

Mr. Harpy. You still—— 

Mr. Day. Comet Industries is a stamping plant in Chicago for 
whom I get bids, and I have indicated that I am an agent for that 
company. 

Mr. Harpy. Do you still represent Sid’s Truck ? 

Mr. Day. No, sir. I never did represent them, sir. 

Mr. Harpy. You at some time did some work for them. 

Mr. Day. Yes, sir. 

Mr. Harpy. What was the nature of that work ? 

Mr. Day. They wanted to produce a big transmission, and they 
were willing to give me the complete job to procure, manufacture, and 
assemble this complete assembly. However, they never did get the 
contract for it, and the deal fell through. 

Mr. Harpy. Did they pay you any commission or any salary in 
connection with this? 

Mr. Day. They paid me a salary, yes, sir. They gave me a retainer 
of $2,500, if I remember correctly. 

Mr. Harpy. How main. J ago was that? 

Mr. Day. About a year ago. 

Mr. Casry. These rec wt, indicate December 12, 1950. Would that 
be approximately the time ? 

Mr. Day. That is probably correct. 

Mr. Casry. Now, these records indicate that you received $150 from 
Macomb Auto Supply in connection with 500 bushings. Will you 
explain what that is? 

Mr. Day. Yes. Macomb has a contract for some sheaves, which 
consists of a pulley with a pressed-in bushing. The bushing is manu- 
factured by Cleveland Graphite. We, of course, cannot purchase 
from Cleveland Graphite because they won't sell to us. So I have a 
friend who has a friend who has a friend in Cleveland Graphite, 
and we finally got them. We were going to manufacture them out of 
solid bar stock, but it was much more economical to go the long way 
around and get them from Cleveland. 

Mr. Casey. Is that 150 a commission for that roundabout 

Mr. Day. No; it is the cost of the bushings plus around $20 cost 
to myself in obtaining the parts. 

Mr. Casry. These figures that I have indicate that the Day Sales 
& Service received income—and I suppose it may not be all clear in- 
come—of $14,126 for that vear’s period. 

Mr. Day. That sounds a little high. 

Mr. Casty. Supposing I show you these figures. 

Mr. Day. What period are you referring to, Mr. Casey? 

Mr. Casry. Well, the period that is indicated on that sheet, from 
August 1950 to August 1951. 
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Mr. Day. For a year. That is correct, substantially, yes. 

Mr. Casry. When did you first make your contact with the Ord- 
nance Department for getting contracts ¢ 

Mr. Day. Roughly, in October 1950. 

Mr. Casey. How much have you received in connection with these 
contracts from the period October 1950 to the present time? 

Mr. Day. From whom, sir? 

Mr. Casry. From anyone. 

Mr. Day. I have received $5,000 from Macomb. I have received 
roughly around $6,000 from Piston Service, and those other listed 
figures there. 

Mr. Casry. Well, on these salary figures, are you going to get the 
other $5,000 3 this year’s work ? 

Mr. Day. I don’t believe I will, from Macomb. We have this large 
contract that will require considerable financing, and it would be 

rather silly to kill the goose that lays the eggs. 

Mr. Casry. You expect to get it ‘eventually, though ? 

Mr. Day. Oh, yes, sir. In fact, we want to have a discussion as to 
binding the company by notes. 

Mr. Harpy. Let me get one point cleared up here for a second: I 
understand that you are employed by Piston Service Co. ? 

Mr. Day. Yes, sir. 

Mr. Harpy. At a salary of $10,000 a year? 

Mr. Day. Yes, sir. 

Mr. Harpy. You indicated a while ago that you considered that you 
were in the full-time employ of the Macomb Auto Supply Co. at 
$10,000 a year? 

Mr. Day. Yes, sir. 

Mr. Harpy. Now, are you also in the full-time employ of Piston 
Service Co. ? 

Mr. Day. Yes, sir. 

Mr. Harpy. Another good man. 

Mr. Day. Let me point out to you, sir, that there is only such work 
a day that you can put in on these contracts. We are limited in the 
amount of work we can take by our financial structure. Therefore, 
our agreement with Mr. Kuschewski was that we would do all the 
work necessary to fulfill the contracts which he entered into as 
Macomb. Now, we perform that work, It is a full-time job. It 
may be a 4-hour job, a 6-hour job—— 

Mr. Harpy. If you are able to line up a Government contract, how 
do you know which one of your employers to get to sign that contract ? 

Mr. Day. Who has the least work, we normally give it to, or who 
is in the financial condition to carry the contract at that particular 
time. 

Mr. Harpy. So when you find that you have a right good chance 
of getting a Government contract, vou then decide whether you are 
working for Macomb or for Piston Service 7 

Mr. Day. That is correct. And the companies also agree to have 
me working for that particular company at that particular time. 

Mr. Casey. Mr. Organ, do you have any Organ sales and service, 01 
Organ associates, or anything of that kind ? 

Mr. OrGan. No. 

Mr. Harpy. Do you have any other income besides the $10,000 salary 
from Macomb and the $10,000 salary from Piston Service ? 

Mr. Orean. No, sir. 
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Mr. Horrman. How is that competent? How would that be any 
of our business, what other income ¢ 

Mr. Murray. If the Congressmen please, we will be glad to answer 
the question. We want you to know. 

Mr. Horrman. You let the information get out and you might have 
too Many competitors. 

Mr. Murray. We want the subcommittee to know all the facts. 

Mr. Casey. The intent of that question was income of the type that 
we have been discussing here—that is, commissions on contracts with 
the Ordnance Department. 

Mr. Orcan. I have never received a commission, and those are my 
only two sources of income at the present time. 

Mr. Day. May I point out, Mr. Casey, in vour questions to me—I 
may not have made it clear—that these commissions that T draw either 
from Export Process or that I have previously drawn from other 
companies other than Comet Industries are on subcontract work and 
not on contracts with the Government. 

Mr. Casey. I appreciate that, but the prime contract is with the 
Government. 

Mr. Day. Yes. 

Mr. Casey. So that the Government, in effect, pays the commission 
somehow or other. 

Mr. Day. Oh no, no. 

Mr. Casry. Who pays the commission ? 

Mr. Day. The prime contractor, but he has already bid. 

Mr. Casry. He has already what ? 

Mr. Day. He has already quoted the Government a price. IT am 
not interested in that work until he already has a contract, which al- 
ready has included all his costs. 

Mr. Harpy. Well, the Government pays the total and you help the 
priine contractor absorb some of the profit, don’t you? 

Mr. Day. That is correct; yes. 

Mr. Casry. Are you well acquainted with the employees of the 
OTAC engaged in the letting of contracts / 

Mr. Day. Some of them: yes. 

Mr. Casry. Do you know how many of them ? 

Mr. Day. I know most of the old fellows. T was with the Ord 
nance Department for 10 years. 1 got to meet quite a few of them. 

Mr. Casey. Have you had oceasion to entertain employees of the 
Ordnance Center during the course of the last year ? 

Mr. Day. Occasionally: yes. 

Mr. Casey. What would be the nature of the entertainment ? 

Mr. Day. Normally a lunch, dinner, or golf game. Perhaps it 
would be tickets to some event. That would be the full extent. 

Mr. Casey. The information I have is that on the expense records 
of—I suppose it was Day Sales & Service, but from records that were 
examined by a staff investigator—that 27 employees of the Tank Auto- 
motive Center or the arsenal have been entertained in some form or 
other by you. 

Mr. Day. Would there be any repetition in there? I think that is 
a rather high figure, otherwise. 

Mr. Casey. Well, Mr. Chairman, I do not propose to introduce 
this for the record, but I would like to show it to Mr. Day merely for 
the purpose of having him confirm the number that I have asked about. 

93669—52——37 











564 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Harpy. Very well. 

Mr. Casey. Look at these, please. 

Mr. Day. Are these all mine, sir? I don’t believe they are al! 
mine. Some of these may be Mr. Organ’s. Isn’t that possible? 

Mr. Casey. Mr. Schaffer, do you know? 


Mr. Scuarrer. As far as I know, they are all his. We have the 


original memorandum. 

Mr. Casey. You have the original memorandum / 

Mr. Scuarrer. Yes, sir. 

Mr. Day. Most of these people I do know. It is very possible that 
I took them out at one time or another. 

Mr. Harvy. Expense items of that nature are chargeable to one o1 
the other of the companies you are employed by, are they not? 

Mr. Day. Normally, or sometimes to Day Sales & Service, depending 
on what I was doing at the time. When I go to Ordnance and I discuss 
something on Macomb, if I take that individual out to lunch, I charge 
the bill to Macomb. 

Mr. Casry. Were these merely minor dinner and lunch expenses. 
or were there any expensive gifts in there ? 

Mr. Day. No gifts whatsoever. 

Mr. Casry. Mr. Chairman, I would like Mr. Organ and Mr. Daj 
to take a look at this particular item that I draw their attention to and 
see if they can explain it to me without giving the individual's nani 

Mr. Day. I knew these weren’t ours. This is not mine. I knew 
there were too many names here to be properly chargeable to me. | 
know that is not mine. 

Mr. Casey. Do you have your own records there?’ Have you you 
records here on this? 

Mr. Day. The subcommittee has our records, sir. They have neve: 
returned the vouchers that they took. We signed a receipt for them. 
but they never returned them. 

Mr. Casey. Do you still have the receipt ? 

Mr. Day. The boss had better have it. 

Mr. Horrman. Have the members of the subcommittee copies of 
that ? 

Mr. Harpy. Yes. 

Mr. Day. Was I correct, Mr. Casey, in my assumption that thos: 
were not all mine? 

Mr. Harpy. Let us go off the record. 

(Discussion off the record.) 

Mr. Harpy. We will take a 10-minute recess. 

(Short recess taken.) 

Mr. Harpy. Let us come back to order. All right, Mr. Casey, |e 
us get going. 

Mr. Casry. Mr. Chairman, after discussing these entertainment ex 
pense items with Mr. Day and Mr. Organ, it appears that the infor 
mation that we had charged to Mr. Day is not solely attributable ¢ 
Mr. Day, but has been charged by various members of the Pisto: 
Service Co. I don’t propose to go into the matter any further. 

Mr. Harpy. All right, anything further? Is there anything fur 
ther in vour interrogation ? 

Mr. Horrman. I noticed an item of $290. 

Mr. Harpy. That is the one that he just referred to. He said that 
was not his. 
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Mr. Horrman. That was not his? 

Mr. Day. No, sir. 

Mr. HorrMan. Does he tell yeu whose it is / 

Mr. Casey. We found that there is an item in considerable amount 
charged to the Piston Service Co. with the individual’s name on it. 
The item Was initialed by Otto Kuschewski of the Piston Service Co. 

Mr. Horrman. But I understand that several, or at least some of 
those who were supposed to have been entertained with money from 
this company or firm, deny that even 1 cent was spent on them or 
with them. 

Mr. Casry. By this firm. 

Mr. Harpy. Well, in view of the fact that there was some anticipa- 
tion that there might be disagreement, and most of the items were 
small, it was not our purpose to go into any individual discussion of 
them or to make any mention of the names of the people involved. 

Mr. Horrman. I understand that, but if they have charged up a 
lump sum and practically every one out there said he never got it, I 
think—— 

Mr. Harpy. Well, that, it would seem to me, might be a matter for 
consideration by the « ini ny and its e mplovees. 

Mr. Murray. And the collector of internal revenue. 

Mr. Horrman. Yes. And to the subcommittee if the item was 
paid by the Government through an increased price. 

Mr. Day. I might point out, Mr. Itoffman, that we have roughly 
spent in the period over a year, the sun of roughly $350 for lunches. 

Mr. Horrman. That is a little more than $600. 

Mr. Day. Quite a difference. 

Mr. Horrman. Some of these peop's say you never even bought 
them a cheese sandwich. 

Mr. Harpy. Well, I think that it is net necessary to argue too much 
about an item of lunch or something like that. It is going a little too 
much to the extreme. The only rei al purpose in br inging inn up was 
that there was such a number of Ordnance employees which appar 
ently had had some, shall we say—— 

Ir. Horrman. Social drink. 

Mr. Harpy. Yes. ‘It looked like it might be of some significance, and 
I thought it might be appropriate to a some inquiries about it. 

Mr. Horrman. T understand this gentleman was on the Ordnante 
payroll at one time. 

Mr. Harpy. Yes. 

Mr. Horrman. Getting how much? 

Mr. Day. When I left the Ordnance Department, 1 was making 
roughly $6,200 a year. ! 

Mr. Horrman. Maybe the ‘y better hire him back. I thought maybe 
if they could meet the « competition—— 5 ; 

Mr. Murray. This is exactly what Attorney General McGrath is 
complaining about. He can’t get people to work full time 

Mr. Horrman. I don’t want to discuss the political angle of this. 

Mr. Murray. The Government doesn’t pay enough. 

Mr. Harpy. Let us get back on the track. Are there any questions, 


Mr. RiehIlman ? 7 
Mr. RrenuMan. No. 
Mr. Harpy. Mr. Bolling? 


Mr. Boturne. No. 
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Mr. Harpy. Mr. Meader? 

Mr. Mraper. No. 

Mr, Casey. Mr. Day, I understand that you had something that 
you would like to add to the record in this proceeding. 

Mr. Day. Yes; I certainly would. I want to point out that all of 
these contracts we have, we obtained on sealed bids. In every case, we 
were the low bidder. There have been instances where we have bee 
the low bidder and have not received the contract. In addition, I 
would like to point out to the subcommittee that roughly, between the 
two companies, we have saved the Government approximately $100, 
000, the difference between our bid and the next lowest bidder. 

Mr. Harpy. Would it be fair, Mr. Day, in following that line of 
thinking, to say that if the price which the Government pays you on 
these contracts was excessive, then they didn’t do a very good job 
of price analysis? 

Mr. Day. Not only that, but if the price they paid us was exces 
sive—and I wish to point out that these profit figures I have given 
you are gross profit, without any overhead or anything else added in 
there—the price that they would have paid the next lowest bidder, if 
we hadn't bid, would have been much more excessive to the extent of 
roughly $100,000. 

Now. in addition, I would like to point out to the subcommittee this: 
We, as small-business men, object to a certain policy that Ordnance 
has, and I have gotten the impression that the subcommittee not only 
approves but furthers this policy. Where the unit manufacturer does 
not bid on a sealed bid, the Ordnance Department then goes back and 
negot ate s with that unit manufacturer. We are losing the value of 
the sealed bid by so doing; and, in effect, we are giving that unit manu- 
facturer practically a legal license to steal. 

Mr. Harpy. Well, you might put that interpretation on it, and you 
might also raise the question as to the eflicacy of the sealed-bid proce- 
dure under some of the circumstances which parts have been procured. 

Mr. Day. That is true, sir, where no sealed bid—where the Ord- 
nance Department goes out to negotiate, there is no objection in nego- 
tiation. But negotiation subsequent to the opening of sealed bids re- 
veals to that prime manufacturer exactly the highest price he can 
charge, because he already has information as to what was on every- 
body else’s bid. 

Mr. Harpy. I don’t believe we better get too far into that. You 
might put up a good argument. 

Mr. Day. Now, I would also like to point out that in every single 
instance—and it is an objection on our part—before receiving a con- 
tract, our company is surveved. We have admittedly told Ordnance 
that we are dealers. We don’t have manufacturing facilities. We 
subcontract this work. Yet, every single contract causes some new 
man to come out, and he wants a financial statement of the company. 
We are listed in Dun & Bradstreet. That isn’t sufficient. They want 
to know where we are buying it, how much we are paying for it, and 
there has been an instance where we feel the Ordance Department 
hasn’t been entirely ethical. 

After finding out where we were purchasing the part, and after we 
had already submitted our bids, they didn’t give us the contract. They 
went back and wanted to negotiate directly with that manufacturer. 
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Now, we serve a dual purpose. Many of these small companies 
can’t possibly bid because they are not in the financial position to do so. 
We also procure raw stocks for many of these companies. We finance 
them through advance payments, and we pay them ¢. 0. d. when they 
deliver material. We feel that we serve a very useful purpose in that 
field; and at the same time I must stress that, in spite of all the advan- 
tages we give to that small supplier or subcontractor, we can still do it 
at a lower cost than many of the unit manufacturers. 

Do you have anything to add ¢ 

Mr. Meaper. I think he has perhaps raised some questions in my 
mind, Mr. Chairman. 

Mr. Harpy. He raised one in my mind also. He brought up a very 
interesting point which could lead us into quite a detailed economic 
argument, as to whether it is always in the interest of efficient and 
economical production to get too big. I think you ean find a lot of 
examples where a small business organization can outperform some 
of our biggest ones. 

Go ahead, Mr. Meader. 

Mr. Meaper. Well now, Mr. Day, I was interested in your charge 
that the Ordnance Department is unethical because they went directly 
to the fellow that manufactured the part. 

Mr. Day. After they had opened sealed bids, and not acting on those 
sealed bids, but obtaining information from us which we developed 
prior to submitting a bid. 

Mr. Mraper. Do you have specific cases in mind ¢ 

Mr. Day. Yes: this one right here [indicating]. When the Ord- 
nance Department asked us for a quotation, we submitted a quotation. 
We were told that we were low on four items. 

Mr. Meapver. Did you identify the source from which you intended 
to get the item ¢ 

Mr. Day. We have to; otherwise, they wouldn’t consider giving us 
a contract, 

Mr. Meraper. In that respect, are you acting as an agent for that 
manufacturer / 

Mr. Day. No: we are a prime contractor. 

Mr. Mrapver. Well then, doesn’t it strike you a little unusual to 
have people making contracts to deliver articles when they have no 
facilities to produce them themselves ¢ 

Mr. Day. Not at all. Every automobile agency doesn’t produce 
those automobiles. Yet, they make contracts to deliver. 

Mr. Harpy. You represent yourself as a regular dealer? 

Mr. Day. Yes, sir. 

Mr. Meaper. But you have no establishment except the office that 
you need to handle the paper work on these Government contracts ? 

Mr. Day. I don’t quite agree. We have quite an establishment in 
both firms. 

Mr. Mraver. I mean do you have any plant or facilities? 

Mr. Day. We have a big store. We have a machine shop. 

Mr. Meaper. Now, when you say “we,” you are referring to whom ? 

Mr. Day. The corporations that I work for. T am not dealing as 
an individual. Iam an employee of these corporations, and I act for 
them. 

Mr. Meaper. Well, now, I would like to find out just what you do 
that Mr. Higginbottom doesn’t do, for example. That is a different 
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style of middleman operation between the Government and the fellow 
that actually makes the part. 

Mr. Day. Well, without going into too much detail, what we orig- 
inally do is check all the IF'B’s to see what items we can produce. We 
then obtain the IF'B’s and necessary drawings 

Mr. Meaper. I understand about that part of it. What Iam trying 
to find out is whether your function is about the same as Mr. 
Higginbottom’s. 

Mr. Day. Well, [think we are much more than Mr. Higginbottom’s. 
We do the financing. We may purchase raw materials and furnish 
them to our supplier. We actually deal in materials also. We per 
form all the necessary follow-up work. We do our own inspection, 

Mr. Harpy. You and Mr. Organ are employees of two companies ? 

Mr. Day. That is correct. 

Mr. Harpy. That is the unusual part about your arrangement: that 
you are the full-time employee of two companies in addition to being 
a commissioned employee of others. 

_Mr. Day. Unfortunately, I think it is not sufficient or enough for my 
energies, 

Mr. Horrman. Well, apparently, Mr. Chairman, they are satisfiee, 
and he has the know-how and pushes it. The result is that he is the 
low bidder. 

Mr. Day. I would also like to point out that, of all these contracts 
we have, there are only two undelivered items. Of all the items we 
have had, we never had a single reject. 

Mr. Horrman. If we listen to him much longer, we are going to 
buy. 

@{r. Meaper. Mr. Day, I don’t want to cover something that has 
been covered before, but do you have this type of arrangement with 
sich automobile firms as General Motors, Chrysler, and Hudson ? 

Mr. Day. No. 

Mr. Meraper. Did you ever hear of them buying their parts the way 
you are selling to the Government ? 

Mr. Day. Yes, sir; of course. 

‘Mr. Orean. In a number of instances. 

Mr. Day. Ford Motor Co. has contacted us for parts. We think 
we will furnish them if the price is right. 

Mr. Orcan. I can speak as a former representative of Federal 
Motor Truck Co., wherein I would say 90 percent of the items that 
were furnished by Federal Motor Truck to the Government were out- 
right purchases from other corporations. 

Mr. Meaprr. Well, 1 think the subcommittee had some information 
on that point. I don’t know why they didn’t want to ask Mr. Organ 
about it. They may go into it later on. 

Mr. Orean. Othcially, TL can’t speak for Federal Motor Truck today, 
but in my past experience and in the handling of Government con- 
tracts for them, I know that the material was procured on the outside, 
because I had written a number of the purchase orders myself. 

Mr. Mraper. It is pretty hard for me to believe that a hard-headed 
buyer for any automotive concern would pay for this kind of thing. 

Mr. Day. They do it continuously. They buy from us all the time, 
We sell parts to Federal Motors—even commercial parts. 

Mr. Meaper. That is all. 

Mr. Casey. Ihave no turther questions. 
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Mr. Harpy. Well, thank you very much, gentlemen. 

Mr. Casey. Are Mr. Priscol and Mr. Willis in the room? 

(The following-named persons were sworn: Joe Priscol, Sam 
Willis. ) 

Mr. Casry. Mr. Willis, would you give us your full name, please? 


TESTIMONY OF SAMUEL WILLIS, MANUFACTURERS AGENT, 
AUTOMOTIVE SUPPLY CO. 


Mr. Wituis. Samuel Willis. 

Mr. Casey. And your full name, Mr. Priscol ? 

Mr. Prisco. Joe Priscol. 

Mr. Casey. Are you president and principal stockholder of the 
Automotive Supply Co? 

Mr. Priscor. That is correct. 

Mr. Casry. How long has that company been in existence, Mr. 
Priscol ? 

Mr. Priscon. About 21 years. I was there before, ever since 1917. 

Mr. Wituts. He has been in parts business since 1917. 

Mr Casry. Does the Automotive Supply Co. have any manufactur- 
ing facilities of any kind? 

Mr. Priscon. No. 

Mr. Casry. Does the Automotive Supply Co. have some contracts 
with the Government ? 

Mr. Priscon. That is correct. 

Mr. Wiruts. F wonder if IT might answer these questions for him. 

Mr. Casry. You can answer any, where possibly he can’t answer, 
but I would rather have the answers direct from him. 

Mr. Wits. All right. 

Mr. Casry. Now, Mr. Willis, what is your connection with the 
Automotive Supply Co. ? 

Mr. Wituis. [ama manufacturer’s agent. The Automotive Supply 
Co. is one of the factories that I represent. That is, it isn’t a factory. 
It is one of the organizations I represent. It is the only company that 
is not a basic manufacturer. 

Mr. Casry. Now, have you some connection with the Paragon Manu- 
facturing Co. ? 

Mr. Wits. Yes, sir. 

Mr. Casry. Is that a manufacturing company ? 

Mr. Wituts. The Paragon Manufacturing Co. is in the nature of a 
subsidiary of the Automotive Supply Co. Paragon was organized 
for the express purpose of conforming meticulously with Government 
regulations in connection with the segregation of Government con- 
tracts and civilian work. Upon the advice of counsel and our ac- 
countants, it was suggested that rather than have these Government 
contracts come through Automotive Supply Co. and conflict. or at 
least intermingle the work of Automotive Supply Co., as a civilian 
distributor of automotive parts with Government work, it would be 
wise and in the interest of clarity to organize Paragon. 

Mr. Harpy. Let me raise a question here. Are you a stockholder 
in Automotive Supply ? 

Mr. Wituts. No, sir; I am not. 

Mr. Harpy. Do you have any ownership in Paragon ? 

Mr. Wits. Yes, sir; I have. 
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Mr. Harpy. What percentage / 

Mr. Wiis. I have a 50-percent interest in Paragon. 
Mr. Harpy. Who owns the other 50 percent ¢ 

Mr. Wixuis. Mr. Priscol. 


Mr. Harpy. Now, Mr. Priscol, you are the principal stockholder 


of Automotive Supply ¢ 

Mr. Priscon. Correct. 

Mr. Harpy. So by virtue of half-ownership in Paragon, that is 
considered to be a subsidiary of Automotive Supply ‘ 

Mr. Wiuus. In the nature of it; yes, sir. 

Mr. Casey. Now, these contracts with the Government, are they 
taken in the name of Automotive Supply Co. or the Paragon Manu- 
facturing Co. ? 

Mr. Wituis. All in Automotive Supply Co. Paragon Manufactur- 
ing Co. is primarily a bookkeeping organization for the purpose of 
segregating civilian work from the Government work of the Automo- 
tive Supply Co., so that no contracts are taken in the name of Paragon. 
None are intended to be taken in the name of Paragon. 

Mr. Casey. You just stated that the reason why Paragon was set up 
was to comply meticulously with the Government’s regulations as far 
as commercial from Government business. 

Mr. Wiuuis. That is correct. 

Mr. Casey. Yet, you turn around and take all of the business of it, 
and the only function performed by Paragon is a_ bookkeeping 
function. 

Mr. Wiiuis. I am sorry if I didn’t make myself clear, Mr. Casey. 
The purpose of Paragon was to segregate the bookkeeping records of 
Automotive Supply Co. In other words, when, for example, your 
investigators were out to review the books, we were able to give them 
a complete set of books of Paragon Manufacturing Co. which showed 
everything concerning these Government contracts in one set of books, 
rather than to go through Automotive Supply Co.’s books and segre- 
gate the civilian work from the Government work. 

Mr. Harpy. Does Paragon do any business at all? 

Mr. Wintis. No, sir: it is just a bookkeeping organization. 

Mr. Harpy. Is it a corpors ation / 

Mr. Winuis. No, sir; it is a partnership, sir. 

Mr. Harpy. And it isa bookkeeping organization ? 

Mr. Wittis. It is merely an entity to keep the books straight. Our 
attorneys and our accountants suggested that that would be the best 
way of segregating the two. 

If I may illustrate just one point, one of the questions that came 
up when Paragon was first organized was how we would allocate 
the overhead expenses of Automotive Supply Co. as between the 
civilian business and the Government business. Rather than get into 
a Jong discussion about it, and possibly an argument with Govern- 
ment agencies, it was decided—that was one of the means by which 
Paragon would have its own overhead and would be completely and 
separately segremated, so there is no question about it. 

Mr. Harpy. What did this overhead at Paragon consist of? 

Mr. Witrts. Oh, it has a considerable overhead. 

Mr. Harpy. You say it keeps the books ? 

Mr. Wituts. Well, no. Paragon overhead includes all of the work 
in connection with the per formance of the contracts. In other words. 
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for example, we had a separate stenographer who did only Paragon’s 
work; that is, only Government work. 

Mr. Harpy. If vou succeed in confusing the Internal Revenue the 
way you have me confused on this set-up, you have accomplished 
a mission. 

Mr. Case. Now, each of the contracts that the Automotive Supply 
Co. gets from the Government are immediately subcontracted in their 
entirety to the Paragon Manufacturing Co., are they not ? 

Mr. Wiis. That is correct. 

Mr. Casry. Now, the Paragon Manufacturing Co. does no manu- 
facturing but in turn sub-subeontracts that work to some other 
company ¢ 

Mr. Witxis. That is correct. 

Mr. Casry. Now, when the work is performed by this second tier 
of companies it moves to a packaging firm and then direct to the 
Government, and never goes through either the Paragon Manufac- 
turing Co. firm or the Automotive Supply Co. ’s plant / 

Mr. Winuts. 1 think, if I may, Mr. Casey, present a memorandum 
on exactly and precisely what we have done in connection with these 
contracts. I think it shows that we perform a very valuable service, 
far more than just buying and sending it to the packaging company 
and then shipping it to the Government. 

Mr. Casey. Well, let me ask you this before you read the mem- 
orandum: Is what I said a fact ? 

Mr. Wituis. No; it is not true in its entirety, Mr. Casey. 

Mr. Casey. What parts of it are not true / 

Mr. Wituts. Well, we see every component part, and we not only 
see it, but we frequently have to set up the processing of the part. 
We order the basic materials, such as the forgings. Then we would 
subcontract the various machining operations. Sometimes one part 
may be subcontracted to several different machine shops doing differ- 
ent types of opers ations. We have to see it all the time, check it all 
the time. 

Mr. Casey. Inspecting it and keeping in touch with the manu- 
facturer of the part ‘ 

Mr. Winnis. Assisting them in the production of it as well, sir. 

Mr. Casry. Now, who receives the money direct ome the Govern- 
ment, the Automotive Supply Co. ? 

Mr. Wiuuts. That is right. 

Mr. Casey. And does Paragon Manufacturing Co. receive some 
compensation from the Automotive Supply Co. / 

Mr. Wituis. Yes. The way it is set up is this: Automotive Supply 
Co, gets 2 percent of the gross sales and the balance goes to Paragon 
Manufacturing Co. 

Mr. Casry. What does the Automotive Supply Co. contribute for 
the 2 percent ? 

Mr. Wituis. The Automotive Supply Co. primarily contributes its 
finances and its reputation as a company that has been in business 
for a good many years, and, in the person of Mr. Priscol, contributes 
help in purchasing component parts and so forth, 

Mr. Casey. I will address this question to vou, Mr. Priscol. You 
furnish some money for the financing of these contracts, do you? 

Mr. Priscon. Yes, sir. 
Mr. Casry. Who do you furnish the money to? 
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Mr. Priscon. To those people who are making the parts for us. 
Mr. Casry. That is to the sub-subcontractor ¢ 

Mr. Priscot. To the subcontractor. 

Mr. Casey. And do you receive interest on that money ! 

Mr. Priscon. No, sir. 

Mr. Casey. What subcontractors do you furnish money to? 

Mr. Wiuss. It is all contained—— 

Mr. Casey. Is this all contained in this memorandum that vou are 
speaking about ? 

Mr. Wits. Yes, sir. 

Mr. Casey. How long is this memorandum ? 

Mr. Wits. Just a few pages. 

Mr. Casry. Will you show it to us/ 

Mr. Witxis. I will show it to you. 

Mr. Harpy. Mr. Priscol, your Automotive Supply Co., is tha pri 
marily a wholesale operation ¢ 

Mr. Priscot. Wholesale operation ; ves. 

Mr. Harpy. And you have a wholesale place of business? 

Mr. Priscon. Yes, sir. 
Mr. Harpy. Which you have operated for a number of years? 


STATEMENT OF JOE PRISCOL, PRESIDENT AND PRINCIPAL 
STOCKHOLDER, AUTOMOTIVE SUPPLY CO. 


Mr. Priscon. Yes, sir. I am a corporation with one of my daugli- 
ters and one of my grandsons, and that is the reason why I couldn't 
take him in the Automotive Supply Co. 

Mr. Harpy. Supposing you go ahead and read this statement. 

Mr. Wisuts. Thank you, sir. 


I do not know how other distributors handle their defense contracts, or 
what services they may or may not render. 

Insofar as Automotive Supply Co. is concerned, however, I would not have 
undertaken to represent them or join them unless I was certain that we could 
perform a valuable service for the Government—a valuable economic service, 
which could not be performed by any of the other companies I represent. 

The economic service which Automotive Suppiy Co. has rendered to the Gov 
erninent can best be illustrated by its experience with contract No. 12605 which 
covers 2,000 final drive universal joint assemblies for the M47 tank. 

Until recently, Mechanics Universal Joint Co. of Rockford, I., a division of 
sorg-Warner Corp., was the only manufacturer of this item in the United 
States. Due to the critical nature of this assembly in the expanding tank 
building program, the Government set up another company—Warner Machine 
Products Co., which I am given to understand, likewise is a subsidiary of Borg: 
Warner Corp. 

There are now only two basic manufacturers of this particular item in the 
United States. When Borg-Warner employees recently went on strike, both of 
these companies were shut down. This created a temporary national emergency 
and forced the President of the United States to intervene. Strangely enough, 
while all this was going on, Automotive Supply Co., through its subcontractors, 
was in daily uninterrupted production on this same unit. 

We bid on this job because it called for the manufacture of a universal joint, 
an item with which we are thoroughly familiar. Our bid was $10,000 lower 
than Mechanics Universal Joint Co., and the contract was awarded to us. Prior 
to submitting our bid, we had contacted Carter Manufacturing Co. of Rockford, 
Ill., which then was doing the major part of the machining work for Mechanics 
Carter agreed to take a subcontract from us, but final details awaited the receipt 
of the formal contract from the Government. 

After Automotive got the contract, we were told by Carter that they could 
not make the part for us because Mechanics had informed them, Carter, that 
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they, Mechanics, would have too much work for Carter to permit them to do 
work for anyone else. 

We were stunned. Here we were with a bona fide Government contract for 
a critical component part with all the known experienced sources of supply 
completely shut off as far as we were concerned. 

Earlier, while negotiations were still pending with Army Ordnance, Auto- 
motive had requested quotations from numerous manufacturers of the com- 
ponent raw-material parts for this assembly, such as forgings, stampings, needle 
bearings, cork gaskets, wire, etc. One of our inquiries was directed to the Brod- 
erick Co., of Muncie, Ind., a forging company used by Mechanics. Broderick 
accepted our order, produced the forgings and shipped them to us. 

In the meantime, we had to locate sources which could machine the forgings 
at a favorable price. 

One large, well-established concern quoted us a price for the machining of 
the forgings, which, when added to our other costs, could have totaled $100 for 
a complete item that we had contracted to deliver to the Government for $37.50. 

After a long and ardnous search, Automotive was able to find a source here 
in Detroit, assisting that source in: the processing of the part, and are now 
beginning to receive finished assemblies. 

We have offered but one example of how Automotive, a distributor, has played 
an important economic role in the performance of a defense contract. We are 
prepared to furnish other examples, should they be desired. 

To summarize what Automotive is required to do in fulfilling its obligations 
in connection with almost every defense contract, I list the following 12 services 
and skills which represent, what industry calls know-how: 

1. We are required to know enough about the unit to understand its general 
characteristics, the nature of the component parts, the marpner in which they 
are fabricated and the effect of dimensional tolerances. 

2. We are required to know enough about the manufacturing and material 
costs to be able to quote a price which will return us a profit. 

3. We are required to know which forging companies throughout the United 
States have appropriate hammers in capacity and type to fabricate a given part 
economically. 

4. We are required to employ the same know-how with respect to all the 
other component parts of an item. 

5. We are required to know what type of machine tools are best suited for 
the machining of the rough parts and where they are located. 

6. We are required to assist and consult with our subcontractors to be certain 
that the parts are being processed properly. 

7. We are required to locate for our subcontractors the best secondary sources 
of supply in order that the finished part cost to us will be within budget limits. 

8. We are required to expedite the delivery of raw material to the forging 
company and other subcontractors. 

9. We are required to assume the responsibility for quality-control and in- 
spection. 

10. We are required to assume all financial responsibility and to absorb any 
and all losses. 

11. We are required to assume responsibility for proper packaging in accord- 
ance with Ordnance regulations. 

12. We are required to conduct all liaison work with (@) the ordnance buyer, 
(b) Production Services Branch, (c) Inspection Branch, (d) Engineering De- 
partment for Deviations, (e) Expediting Branch, (f) Fiscal Branch, (g) Conz 
tract Administration Branch 

I might add that as a result of these services which we perform, we 
were able to produce this very complicated universal joint assembly. 

Mr. Casey. This memorandum does not cover the point that I raised 
with you that I thought you would have explained, and that is whether 
or not this material ever enters the plants of either Automotive Supply 
Co. or the Paragon Manufacturing Co. ? 

Mr. Wixuts. Generally speaking, no. Sometimes it does. 

Mr. Casry. Now, how many contracts have you secured for Auto- 
motive from the Ordnance Department ? 

Mr. Wixuis. think there are seven, sir. 
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Mr. Casry. And is the total amount of those contracts $341,616.14? 

Mr. Witus. Yes. 

Mr. Casny. And have four of those contracts been completed / 

Mr. Wuu1s, I think that is correct. 

Mr. Casey. Now, how much was received from the Government 
on those four contracts? Does that exhibit show it [indicating] ? 

Mr. Winuis. No; it doesn’t show what was received. Oh, yes; it 
will too. 

Mr. Casey. You might bring it in a little closer. 

Mr. Wixtts. I am now referring to exhibit W1, and these contracts 
listed under “Automotive Supply” I believe are seven contracts which 
they received totaling $341,616.14. The contracts that are completed 
are contract No. 16611 for $1,209; contract No. 1178 for $3,800; con- 
tract No. 13476 for $1,703.80; and contract No. 13465 for $1,705. Those 
are the four contracts that are completed, and on contract No. 14314, 
that is all delivered with the exception of, I believe, 125 pieces or 
thereabouts. 

Mr. Casry. Now, I presume that the total of those four contracts 
that you have referred to is $8421.44? 

Mr. Wituis. I don’t think so. sir. You might have in your figures 
partial shipments on some of the other contracts. You see, we have 
been shipping on 

Mr. Casry. Well, it is pretty close to $8,400? 

Mr. Witiis. You may be right. I added it up ina hurry. 

I will be happy to leave the chart with you. 

Mr. Casry. How do you compute that savings to the Government ? 

Mr. Wins. On contract No. 16611, we bid a total of $1,209. non 
worth Motor Truck Co., which was the next lowest bidder, bid $5,980. 
Therefore, the difference between Kenworth and our price hagnene nts 
a savings to the Government of $4,771, or 400 percent. 

Mr. Casry. Now, do you know the total of your cost on the per- 
formance of those four contracts ¢ 

Mr. Wits. We have everything except the overhead items. I 
think for all practical purposes 

Mr. Horrman. Mr. Chairman, before you go ahead with that ques- 
tion, do you or anyone of you know who can tell us how much less or 
how much more it would have cost the Government to buy of those 
people that you bought of, or whether that was possible, going back 
to the source ? 

Mr. Wuuis. Well, sir, I think that represents a rather serious 
problem. In other words, we can buy very frequently from sources 
which, I believe, the Government cannot buy from. 

Mr. Horrman. Why couldn’t Ordnance buy from all those fellows 
that you bought these different parts from and had they been able 
to do so, what chance would the Government have, if you know, of 
getting them altogether at the right time and at what cost ? 

Mr. Wintus. Mr. Hoffman, I can give you our cost. We have that. 
I would be happy to give it to you. 

Mr. Horrman. I was wondering whether—presumably, you are an 
expert in this line. Why couldn’t the Government do that same thing 
by these original produc ers and put this stuff together and have it? 

Mr. Wiis. You are asking me for my opinion. I will be glad 
to give it to you for ai at it may be worth. I have talked to a num- 
ber of manufacturers and have, in fact, asked them why they do not 
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bid direct, including some of the people who are supplying us with 
our components. ‘The answer they gave me was that the red tape 
was so difficult to contend with, that it was impossible for them to 
cope with the situation, 

Mr. Horrman. You don’t have any of that? 

Mr. Wituis. Oh, we have the red tape, yes, sir. We have it all. 
Oh, yes: we do. 

Mr. Horrman. No. I meant when dealing with the people from 
whom you bought this stuff or getting it together, you don’t have any 
red tape there, do you ¢ 

Mr. Wiis. Oh, no sir. We don’t have any red tape with our 
people. In fact, [have a chart here comparing the difference in doing 
business with the Government and with pr ivate industr y- 

Mr. Horrman. You have a chart ? 

Mr. Wuus. I have a chart of that, if you would like to see it. 

Mr. Horrman. Without going into that in detail, might we have 
that in the record ¢ 

Mr. Mraprer. 1 would like to go into it. I would like to see his 
chart. 

Chairman Harpy. We have asked him to give us copies of his chart. 

Mr. Meaper. I think this is the first time that this factor has been 
mentioned, and I am quite interested in it. 

Mr. Harpy. I think it is an interesting factor. 

Mr. Mraper. Because I have been given to understand by basic 
manufacturers that one of the reasons they are reluctant to bid on 
Government business is because of the difficulty of doing business 
with the Government. 

Mr. Horrman. My contention is that if the Government will tell the 
people who know how. like that preceding witness who was here 
evidently knows, that is the way to get it done. I mean, if the Gov- 
ernment will tell the people who are engaged in the business of pro- 
ducing what it needs they can do it better and cheaper and quicker 
than the Government can do it—— 

Mr. Harpy. One of the things that interests me about this chart is 
the fact that while these contracts are relatively small in amount, his 

bid was so much below his next highest bidder, and yet he apparently 
has made a profit on it, which brings me to a question as to what is 
wrong with the system. 

Mr. Horrman. We would like some more of this procedure, you 
mean. 

Mr. Harpy. Yes, if this will bring about savings that seem to be 
indicated here, then there is something wrong with a lot of other 
things we are doing. 

Mr. Horrman. The other point is that here was a universal joint 
which apparently the Government had to have right away, and here 
is Borg-Warner and another supplier. But they are tied up with 
strikes. But this fellow goes along and gets the joint. He doesn’t 
have to go to the Pi esident to get the strike settled. He hasn't anv 
strike. 

Mr. Meaper. I would like to make an observation. Usually when 
we have hearings we find that the Government comes up with all kinds 
of pretty charts. Now, the Government doesn’t have charts today, 
but here is a private individual who comes in prepared with ch: arts 
which is quite unusual for a congressional committee to see. 
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Mr. Harpy. Well, it is a little bit unusual that we should find the 
situation reversed, but anything can happen with this subcommittee, 
and usually does. 

Mr. Wiitts. I would be glad to explain this chart to you, if you 
would like, 

' Mr. Casey. Go ahead. Mr. Willis. 

Mr. Wuuts. I have broken this down—in fact, I have called this a 
chart showing the extreme undesirability of defense contracts as con 
pared with civilian manufacturing orders. The first column here 
shows the problems that we have to contend with both in civilian and 
‘Government contracts. These [indicating] are the problems, rather. 
This is the way | indicating] they are handled, in the second columy. 
In the last two columns here is a division of civilian business. 

(Discussion off the record.) 

Mr. Wits. In column A is the problem. Column B is the way 
we are confronted with the problem, as far as the Government con- 
tracts are concerned, and then the combination of columns C and D 
are civilian business. Column C represents production orders on civil- 
ian contracts. That is where Chrysler or Ford or General Motors 
will come into a plant and say, “We want 50,000 of these plates,” or 
something like that, at the rate of so many a month. You produce 
them especially for them. Column D is a production of manufac- 
turers’ own end products, such as in your district, Mr. Hoffman, Blood 
Bros. Machinery Co., who make universal joints. So there are a great 
many manufacturers who make their own end products, and this repre- 
sents the problems we have or don’t have in connection with the same 
point in column A. 


Now, the first problem that we have that is applicable to all Govern- 
ment contracts, and I am speaking now for the small-business man 
who doesn’t want to bid on Government business or is reluctant about 
it, the first problem we have is renegotiation. Now, all Government 
contracts are subject to renegotiation, and the renegotiations are all 
unilateral. In other words, it is all take and no give on the Govern- 
ment’s “or 


Mr. Horrman. Is that what unilateral in these Government con- 
tracts means? 

Mr. Winuts. I think so, sir. Now, we are confronted with this all 
the time. I am frank to say that even with Automotive Supply Co., 
that if we lost money on a job, if we make a mistake somewhere down 
the line or some contractor fails us and we have to go out and pay 
double to get that part made, we have no recourse to the Government 

‘whatsoever. We have got to take that loss completely. 

On the other hand, should we show what the Government calls an 
excess profit, we have got to kick that back. So there is a problem 
which all manufacturers are confronted with in defense contracts, 
and in civilian business, you have none of that, whether you are pro- 
ducing your own end product or whether you are producing on a pro- 
duction basis. 

Mr. Casry. You have to make « certain amount of money a year 
before you are subject to renegotiation ? 

Mr. Wituis. That is true, Mr. Casey. 

Mr. Casey. I know it is $250,000 a year. 

Mr. Wituts. Yes. 
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The second problem we have to contend with is a long-range de- 
velopment of customer good will, and this is a point that ‘T have run 
into on many occasions. In other w ords, when you get a Government 
contract, you have got one job. When that job is finished, you are 
all through. You have to bid again. The fact that you got one con- 
tract may or may not make any difference in future business from the 
Government. It is just a one-shot proposition of the fact; whereas, 
in civilian business, once you got a contract—and today small manu- 
facturers are able to do work for Ford and General Motors and 
Chrysler, where they couldn’t before—once they make one job for 
those companies, you are developing a long- -range customer good will 
which is, of course, very important. 

Now, the third problem that relates to all of these jobs is the outside 
interference which—I am just speaking on how the manufacturer 
feels about it, and I am not saying any of this thing is right or wrong. 
I am merely presenting it. When a contractor takes a contract from 
the Government, his contract is subject to review, analysis, investiga- 
tion by (1) the General Accounting Office, (2) the Chief of Army 
Ordnance, (3) congressional committees, (4) Inspector General’s 
office, and (5) he is subjected to the danger of some very unfavorable 
publicity. 

In getting Government business, the first problem is finding the job, 
and that isa job. I have gone over to Ordnance on an average of two 
or three times a week. Both of my companies that are basic manu- 
facturers are small. 

Mr. Casey. How many companies do you represent ? 

Mr. Wituis. Altogether about eight, I believe. Except for the 
Automotive Supply Co., they are manufacturers. I have sold them 
on the idea of doing business with the Government. I pointed out 
that once they got into production on these units, under Government 
sponsorship so to speak, that they would then be prepared in peace- 
time togoahead. I thought it was a great opportunity for them today 
to take advantage of the fact that some of the bigger companies were 
not bidding, and when they were, it was at very high prices. But 
in order to get the business for them, you have to examine at the 
Detroit Ordnance District or at the Ordnance Tank Automotive 
Center literally hundreds of invitations to bid containing thousands 
of unrelated items to find those adaptable to my manufacturer’s avail- 
able equipment. 

In other words, I might go through—and I have done this many 
times—the clip board that is marked “Tools.” It is marked “Tools,” 
and I will find an IFB on this clip board, universal joints and a lot 
of other things. So that the items that are listed in each invitation 
for bid are for the most part completely—in many cases, are com- 
pletely unrelated to each other. So that when I am looking for busi- 
ness for my companies, my principals, I have to go through all of 
them, that is, hundreds of them. Now, after you examine an invita- 
tion for bid, if there is no print available that goes with it, then you 
have to analyze the nomenclature that is given in the invitation for 
bid and the part number. 

Now, in my case, I have had experience in automotive parts, and 
it is described as a universal joint or trunion or a cross or a spider 
or something of that character. I recognize it immediately as a com- 
ponent of a universal joint. Frequently the nomenclature—they 
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might use any one of four or five different names for one part. The 
proble m of identifying that part is a very serious one. Now, then, 
after you do that, if you are going to bid on an “or equal” basis ig 
there are no prints, then if you know the part—in other words, 
universal joint, we know the tolerances. We know the mechanics of 
producing them and the material and so forth. But we may not know 
the detailed specifications of this particular item, and we are not 
permitted to get the prints. So what we do 

Mr. Bortiine. What do you mean by “you are not permitted” / 

Mr. Wins. On “or equal” bids, as 1 understand it, the original 
manufacturer of the item has, what I have been told, a proprietary 
interest in the engineering, and that the Ordnance Tank Automotive 
Center is not permitted, by some arrangement with the Government 
and the basic manufacturer, to distr ibute those prints. 

Mr. Bouuine. It is not a patent, but it has the same effect 

Mr. Witnis. Somewhat: but, of course, we got around it a couple 
of times by going out and buying the part from a jobber. We would 
buy six of them, and we will turn it over to an engineer and have him 
make up drawings on it, and knowing what we do about dimensions 
and tolerances and materials, we tell the engineer what to do about 
that. So that we come so close to the original drawing that our prints 
have been approved on several occasions. 

Mr. Botiine. You never run across the prints / 

Mr. Wiis. Sometimes I have in my own case. I have quite a 
library of blueprints myself, and I have been, inasmuch as universal 
joints is my specialty, collecting blueprints for the last 5 or 6 years. 
Anything that has to do with the universal joint, I file it away, 
whether I am going to produce it or have anything to do with the 
production of it or not. 

Mr. Botzine. Does the jobber sometimes have those prints / 

Mr. Witris. From my experience with jobbers, they don’t. I don’t 
know. What I know about it is that they don’t. Some of them may 
have. Now, all of these problems, of course—if you are successful 
in duplicating the print which the Government has but which it can 
not distribute, and you are the low bidder, then vou might have a 
chance of getting a contract. But another factor involved in finding 
the job is, that even though you have produced an item for the Gov- 
ernment and delivered it, and your part number is in the system, 
sometimes you do not get, or this same company that produced it does 
not get, an invitation for bid. Now, I am not condemning. anybody 
or criticizing Ornance for it. They are a very large organization, and 
I am told it takes 6 months for the part to get through their system, 
or the number. So that in one case for Roscommon M: anufacturing 
Co., where we had produced a complete assembly under a Government 
contract and where one of the component parts of that assembly was 
needed on a later IF B or invitation for bid, we were not even sent an 
invitation, and we have to maintain a continuous watch all the time, 
if you want to be sure to catch all the business that you really want. 

Now, as contrasted with the problems of finding the job with the 
Government, of course in civilian business all you ‘do is get a request 
for quotation. It is a simple one-page form that Chrysler, Ford, or 
any of the others will send you, and it comes in the mail or you can 
go over and pick it up, if you are interested. You send them back a 
letter. 
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Mr. Horrman. Do you get a print with that 4 

Mr. Wuuis. Every time. It is absolutely unheard of to even re- 
quest a quotation without a blueprint. So that in getting the business 
from private industry, it is relatively simple and, of course, when you 
are making your own end product, you find the job by means of your 
regular sales force, or your catalogs, or your advertising. 

Mr. Casey. Mr. Willis, do you have to spend some money enter- 
taining, entertainment expense, to get some private business / 

Mr. Wituts. Yes, sir. I wouldn't say you have to, but—— 

Mr. Harpy. It is good business to do it ¢ 

Mr. Wits. Yes, sir. 

Mr. Casey. How about Government business / 

Mr. Wits. You absolutely must not. 

Mr. Casey. What do you mean when you say “you must not”? 

Mr. Wutais. As I understand it, it violates the law. 

Mr. Casry. Well, are you talking about what is the law and what 
is legal and what is not legal, or are you talking about what is good 
business practice for a manufacturer's agent 4 

Mr. Wituis. Well, I am frank to tell you that I have been very 
happy in my dealings with the various buyers and people at Ord- 
nance—Ordnance Tank Automotive Center and the Detroit Ordnance 
District, and I have never had to spend a cent either entertaining or 
otherwise. 

Mr. Horrman. And you do not need to, you said, with private 
industry ¢ 

Mr. Wits. I don’t have to; no. 

Mr. Horrman. Of course not. 

Mr. Casry. It isa good idea, with private industry. 

Mr. Wituis. ft isdone. Let me put it that way. 

Mr. Casey. In other words, you have to spend money with private 
industry, but you don’t have to spend it with the Government ‘ 

Mr. Horrman. Wait a minute—no more than good will. 

Mr. Wiiuis. Of course, that is really speculation, because TL think 
I have had some very nice civilian business from private industry 
without entertaining, and sometimes I have entertained people and 
never got a nickel’s worth of business. 

Mr. Casey. Isn't it a recognized practice for manufacturers’ agents 
in private industry to entertain people that they expect to get business 
from ¢ 

Mr. Winus. It isa practice; yes. LT would say so. 

Mr. Casey. 1 am not talking about your own particular practice. 
But isn’t it a recognized practice of manufacturers’ agents ¢ 

Mr. Wits. I think it is; ves. 

Mr. Horrman,. Let’s see about that, as long as you have mentioned 
it. Do you know of any cases where private mdustry, in order to get 
orders, has to take them, that is, Government representatives, to 
Florida, or have to spend a thousand dollars or $2,000/ You are 
talking about entertainment when you take a fellow to lunch, aren't 
you, or buy, him a drink, which doesn’t amount to anything? 

Mr. Wiuurs. I don’t know of any instanees—I may not know what 
goes on—but I don’t know of any instances of very high figures being 
spent to get business—at least I don’t know of them. 
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Mr. Casey. You do not know of any congressional investigation 
into private industry to determine whether or not there have been 
trips to Florida to get private business, do you ¢ 

Mr. Horrman. He doesn’t know a lot of things, but that doesn’t 
prove that those things do not exist, just because you or I don’t know 
of them. 

Mr. Harpy. You may continue, Mr. Willis. 

Mr. Wiis. I will go on, if you like, or I will quit, if you like. 

Mr. Harpy. It is very interesting. I think it is helpful to get an 
explanation of this kind of problem. And when you get back to that 
chart that you had there first, 1 have some specific questions that | 
would like to ask about that. 

Mr. Wits. Now, that covers the question of bidding a job. No— 
that was the finding of the job. We were up to the point now of just 
finding the job. 

Now, when it comes to the problem of bidding, you then have a 
problem that, as far as private industry is concerned, is certainly 
unique. In the first place, I am very frank to say that any manu- 
facturer who undertakes to bid—I am expressing my own opinion— 
on a Government job without referring the invitation for bid to his 
attorney first, is flirting with bankruptcy. There are usually 11 pages 
of fine print, and I challenge any businessman to understand what 
it is. In all fairness, I am not saying it is wrong on the part of Ord- 
nance. They have probably got their orders. But it does require a 
legal analysis, and 1f you don’t know what it covers, you are in for 
trouble. 

I know of a specific instance, where a manufacturer bid on a job. 
He insisted that you do not have to pay an excise tax when you are 
selling to the Government. He could not understand how he would 
collect the excise tax from the Government, on the one hand, and turn 
around and pay it to the Government, on the other hand. He insisted 
that you do not have to pay the excise tax. Now, we know the fact 
to be that you do have to pay the excise tax. 

So there are many other problems involved in this invitation for 
bids of a legal nature. 

Now, you have the problems of packaging, and there are, as I recall 
it, or as fuch as I was able to find, 69 pamphlets on the question of 
packaging specifications, and even the packaging companies who are 
supposed to be experts throw up their hands in disgust, and they 
eo by guess and by God. So, when you are trying to quote a job and 
you don’t know exactly what your packaging requirements are, then 
you don’t know what your costs are; or you are gambling, at least, on 
your costs. 

Now, since General Deitrick, I think, took command, they have cor- 
rected that situation to a great extent. They have improved the situ- 
ation tremendously by giving specific instructions on how to package 
the particular unit. 

Now, you also have, in bidding the job, an engineering expense. 
You have to make blueprints, and you have got to get the parts. This 
is all before you even bid, to say nothing about getting the contract 
and the expense of preparing the blueprints. Now, when you quote 
in private industry, it is just a simple little letter: “In response to 
your inquiry, we quote such and such and so and so,” and that is all 
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there is to it. Now, when you are dealing with end products, you 
don’t even quote. You have a printed price list. 

Now, the next problem we get into is the question of mutuality of 
interest in dealings. With the Government, when you sign a bid, 
your bid is rigid and inflexible. It is unqualified and it is uncondi- 
tional. But on the other hand, the Government, after it gets your 
hid, after you have spent the time and money to get your costs—the 
Government can say, “Well, we have canceled the requisition,” or, 

“We have canceled the IFB and we are going to do something else. 
We don’t have to take your bid even though you are low.” So that 
you can see where it is a one-sided proposition. 

Now, of course, you run into those situations in private industry, 
{00, where you bid and maybe they don’t go through with it, but 
they are very cooperative. In private industry, they are very cooper- 
ative, as far as bidding the job is concerned. If any question comes 

up, Why you just sit down like two businessmen and you work it out 
in the matter of a couple of minutes. When you are dealing with end 
products, you don’t have any of those problems. 

Now, I ran into a situation on the second point here, under mutuality 
of interest, that was about the only thing I could recall that sounded 
a little unfair, and that is this: We were trying to negotiate a contract 
in one case—no, it was not our case. I think I overheard this conver- 
sation. That is right, I overheard the conversation between a buyer 
at Ordnance Tank Automotive Center and a contractor with whom 
he was negotiating. The buyer wanted to insert in the contract a price 
redetermination clause downward only. In other words, if, after the 
contract was completed, they found that the contractor made more 
money than they thought was reasonable, that the Government would 
have the right to reduce the price. But he would not agree to up the 
price if the contractor lost any money on the job. That was one case. 

I know that Ordnance has price redetermination clauses both ways, 
and maybe in this case he was being kind of shrewd, and in other 
cases, he might have gone both ways, I don’t know. 

Now, in dealing with private industry, your customers are always 
fair in all your negotiations. Everything is a mutually cooperative 
affair. In other words, the manufacturer, whether it be Ford or Gen- 
eral Motors or Chrysler, or some little stamping company out here, 
is just as anxious to have you produce the part for them a3 you are 
to get the business from them. So, if there is any voroblem at all, 
such as you might come in and say—well, this happens very fre- 
quently. My quo.ation is high. It is very high compared to seme 
other prices that the buyer got. I will tell the buver, “Well, I can’t 
understand that because I know my people are right in their bidding. 
I know their overhead is right and I know they are fair.” 

“Well,” he says to me, “how are you going to process the part? 
What type of machine tool are you going to use, or what type of 
processing are you going to use?” And I may tell him, and he will 
say, “That is your trouble. Now, you figure it out and do it this way, 
and he suggests an alternate method of processing the part and we are 
either in line or maybe we are lower. 

Mr. Harpy. On that particular sort of a situation, your competitor 
might not consider that your prospective contractor was being fair 
to him. 
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Mr. Wutts. I think that is regarded as fair. In other words, the 
buyer usually doesn’t tell you what the other price is, but he will say, 
“You are very high.” He will say, “You are way out of line.” 

Mr. Harpy. I was just thinking maybe you are being a little overly 
generous With some of your interested people that you are doing busi- 
ness with sitting here listening to you, and that might be good adver- 
tising. 

Mr. Wituis. Of course, I am speaking generally. There are times 
when we get kicked out, too. 

Mr. Horrman. And these fellows listening to him won't buy unless 
they get a right price. 

Mr. Harpy. That is pretty certain. 

Mr. Wituis. I mentioned before the situation of the unilateral policy 
of IFB, so I won’t go into that again. Now, on the follow-up 
in other words, you have got now to the point where we have placed 
a bid in, and we have been very fortunate that we are the low bidder. 
So we want to follow up. If you don’t follow up—I found this out 
some time ago when I first bid on the first Government contract 
about 2 or 214 years ago. We were low bidder. I was told that it 
takes 30, 45, or7 60 days for the contract to come through, and | 
didn’t want to disturb the busy buver, so I did nothing about it. 
Sixty days later I called to find out what happend, why we hadn't 
had our contract, and he said it was awarded to somebody else. So 
I learned from that experience that I have to follow up and im case 
anything goes wrong, maybe IT can explain it or steer it clear. So, 
what vou have to do is to follow up immediately for the responsive 
ness of vour bid. If there is anything technically wrong with your 
bid, the buyer will tell you about it, or vou will at least know why 
you are not going to be considered for the award. 

Mr. Harpy. Mr. Willis, I don’t like to interrupt you but our time 
is running out. I would like you to speed it up a little bit. 

Mr. Wituts. Well, I think, sir, this 1s all more or less repetitious, 
you might say. It just continues on. It is primarily au question of 
red tape, the extremely difficult problem of going through all this 
red tape for the average businessman. 

Mr. Harpy. The subcommittee would like to take cognizance of 
those charts. 

Mr. Horrman. May the witness have an opportunity to insert his 
remarks in the record when it comes through from the stenographer 
and he makes his revision’ He can put it in while we are not around 

Mr. Harpy. I would like to get back to the original chart. 

Mr. Horrman. They all have permission to revise their remarks, 
and if there is anything he would like to insert in connection with 
these charts, I would like to have it. It is very enlightening. 

Mr. Meaper. Mr. Chairman, I would like to ask Mr. Willis: After 
this rather clear explanation of the difficulty of doing business with 
the Government, why he is so anxious to do business with the 
Government ¢ 

Mr. Wruuis. I think the answer to that is the same answer I give to 
my principals. I think there is going to come a time within the next 
few months—or at least that is my opinion and T may be wrong—or 
a year, or whenever it may be, when all of this industry is going to 
be Government work for the most part, and we might just as well get 
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in on it now when the big fellows are reluctant about quoting. It 
has been rather profitable for me. Tam not denying that, and I don’t 
mind the red tape. I like the people there. I can wade through it 
and I have at least spent 2 or 214 vears in learning how. So it doesn’t 
bother me. 

Mr. Harpy. Let us go back to the original chart. Now, you have 
one contract there that I think was a relatively small contract. I be- 
lieve it is the first one there. 

Mr. Winuis. Where we were 400 percent lower ? 

Mr. Harpy. That is right. Did you make any money on that 
contract ? 

Mr. Wituts. Oh yes, sir. 

Mr. Harpy. The next bidder to you was four times as high as you 
were, approximately ? 

Mr. Wituis. That is correct, sir. 

Mr. Harpy. Your bid was how much ? 

Mr. Witus. We bid $1,209. 

Mr. Harpy. What was your cost on that contract ? 

Mr. Horrman. Before price revision and renogotiation. 

Mr. Wituts. This is before overhead, too, and I hope my figures are 
right. We don’t have any overhead in here. But our cost was 
$471.86. 

Mr. Harpy. So disregarding overhead, you had about a 300 per- 
cent margin ? 

Mr. Wituts. That is correct. 

Mr. Harpy. So if you hadn’t bid on that contract and it had been 
awarded to the next lowest bidder, by multiplying that out, he would 
have about 1,200 percent profit ? 

Mr. Wits. I would like to clear up one point—— 

Mr. Harpy. Assuming that he could produce as efliciently as you 
did. 

Mr. Wituts. Not on this one. This happens to be just a cork washer 
which they were going to buy. In other words, Kenworth Motor 
Truck was the next low bidder—they were going to buy that and 
package it just as Automotive Supply Co. has “done, and sell it to the 
Government, because Kenworth does not make cork gaskets, but 
Kenworth might have received a quotation from a cork company that 
might possibly have netted them less of a profit than we had. It is 
conceivable. We run into the same problems that Ordnance—— 

Mr. Harpy. It would have netted somebody a profit. 

Mr. Wits. Oh, yes. What I am driving at, sir, is that much 
depends on how the part is fabricated. We have one contract here 
where we bid—we were $45,000, I believe, lower than the next low 
bid, and yet we would probably have made more money than the next 
low bidder because he was going to process it differently. 

Mr. Harpy. The thing I am getting at is this: In any event, on this 
contract, while it is a small contract, you made, discounting your 
overhead costs, 300 percent profit. Your next lowest bidder “would 
have made about a 1,200 percent profit. You didn’t manufacture the 
item. The fellow that did manufacture it made a profit too, didn’t he ? 

Mr. Wituts. That is definitely true, sir. 

Mr. Horrman. The fellow that was going to make the 1,200, he 
didn’t know how? He didn’t have that thing i in the top of his head 
that the other fellows had. 
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Mr. Casry. Mr. Willis, I asked a question that I don’t think I eve: 
got answered, and that was the total cost of the four completed con 
tracts that totaled $8,421. 

Mr. Wixuis. I can give you those individually. On contract No. 
16611, our total cost, exclusive of overhead, was $471.86. 

On contract No. 11878, our costs Were $1,725.65 

On contract No. 13476, our costs were $601.74. 

On contract No. 13465, our costs were $1,140.75, all those exclusive 
of overhead. 

Mr. Casry. I have a total here, which I think is probably correct. 
of $3,940. By quick arithmetic, I think that is probably correct, from 
the figures you have given me. 

Now, can you give us any estimate of the amount of administra. 
tive expense that might be attributable to those contracts? Is there 
any Way you can do that? 

Mr. Wituis. I could probably have that for you tomorrow. 

Mr. Casey. At any rate, on the total received under those four cor 
tracts of $8,421, and the cost of $3,940, excluding administrative ex 
pense, there is a gross profit of approxim: itely 52 percent of sales and 
over 100 percent of cost. Now, I realize that the administrative ex 
pense, which I suppose would include some selling expense and ad 
vertising, and so forth, and general office overhead, would come out 
of that. 

Mr. Wituts. Yes. But we don’t have any advertising. We don’t 
have any advertising expense. But there are other items in there. 
Actually, we men Just as well recognize the fact—I am willing to 
concede it—that our margin of profit on some of these contracts is 
substantial, a there is a reason for it, and I have prepared a state 
ment on that point that I think may be of some help to the sub 
committee. 

Mr, Harpy. I wish you would submit it for the record, please, if 
you bave it available. We will not take the time to read it into the 
record now. It will be considered at this point. 

(At the request of Chairman Hardy, the following was inserted 
into the record :) 


Wuy DBippers oN DereENse Joss QuoTe Hicgner Prices THan Tar Quorep 1% 
INDUSTRY 


As an American Citizen, war veteran, and taxpayer, I naturally am anxious 
to help keep defense costs to a minimum. 

My experience with defense contracts, however, has long since made it plain 
that Government defense contracts are vastly different from civilian productio! 
contracts. The entire modus operanda of the two—in estimating, quoting, and 
in performing—are of necessity drastically different one from the other. 

In those cases where the Government buys a standard product from a manu 
facturer who is in regular production of that item, the change in estimating, 
quoting, and performing is not as great as in the case of a contract or who com 
petes on an item which is new to his production line—even though the product 
is akin to his regular production. 

Every responsible manufacturer, even on civilian contracts, knows how quickly 
he can be bankrupted by a chance-taking estimator. And in Government con 
tracts the risks are multiplied many times over. 

It is a well-known fact that many contractors have been forced out of busi- 
ness because of errors in estimating Government jobs. And even one of my 
principals—Roscommon Manufacturing Co.—lost a substantial sum of money 
on its first contract because it underestimated the scrap allowance on one of 
the components with extremely close dimensional tolerances. 
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The risks involved in Government defense contracts are extraordinary. Let 
me illustrate: 

1. Should the contractor decide that a certain item on which he is quoting is 
exempt from manufacturer’s excise tax, and should the Internal Revenue Depart- 
ment later disagree with his decision, that S-percent tax which he would have 
to pay, Obviously could make quite a difference in the net result. 

2 If the packaging company should insist on increasing its previously quoted 
price to the contractor on the ground of an admitted error, or because the 
Government has changed its packaging specifications, that, too, could make the 
difference between a profit and a loss. 

*. The current pricing situation in industry in general has thrown the problem 
of estimating costs into complete chaos. In normal times, all manufacturers’ 
quotations are held firm for months, Today, civilian manufacturers protect 
themselves against the inflation spiral p\ quoting conditionally only. Manu- 
facturers currently reserve the right to increase their price if the cost of labor 
or material rises. In contrast, when a bidder quotes to the Government, the 
bid must be firm and unconditional for a period usually of 60 days. 

In short, the manufacturer, during this 60-day period, finds himself in an 
awkward and frequently financially precarious position—his *:lling price to 
the Government is firm and unconditional; his own costs are subject to un- 
predictably large increases. Consequently, when a bidder quotes to the Goy- 
ernment, he can never be sure of what his profit ultimately is going to be. 

4. The human equation enters into Government contracts. In spite of all 
the quality-control measures which any good manufacturer uses, human beings 
make mistakes. In the case of civilian contracts, errors in workmanship or 
material are usually discovered within 5 days. In the case of Government 
contracts, such errors may not be discovered for Inany months. One adjustment 
for a faulty shipment of material could at one fell swoop wipe out, for the 
contractor, the accumulated profits of a number of contracts. 

The chief of the packaging division at the Rossford ordnance depot told me 
of ohne manufacturer of engines who had to pay some $20,000 extra for the re 
packaging of the engines, due to an error in processing. 

5. Unusual delays resulting from Government red tape can be extremely 
costly, tie up a small manufacturer's capital, and frequently seriously aflect 
a company’s entire operations, 

ror example, Roscommon Manufacturing Co. has suffered severely and un 
necessarily, due to the fact that its limited capital has been tied up in labor 
and material while months were required for the Government to correct its 
own errors on contracts No. 4526, No. 4607, and No. 10778. 

6. In times like these, when the best machine tools are being overtaxed 
and are not available for additional work, it sometimes becomes necessary 
to use substitute machines and substitute sources—in other words, to make 
the best of what we have. 

But by doing this, the contractor faces additional risks. For example, Auto 
motive Supply Co. had to make tentative arrangements to have the entire 
assembly on contract No. 12605 made in Rockford, Ill., by the Carter Manu 
facturing Co. It was this same basic source that Mechanics Universal Joint 
Co. was using for the rough machining of the same item. It may be of interest 
to add that Mechanics is the Government's prime source for this particular 
universal joint which is used as original equipment in building tanks. 

Automotive, after being awarded their contract, was advised by Carter that 
Mechanies had asked Carter to refrain from doing the work for Automotive. 
Carter informed Automotive that Mechanics had assured them, Carter, that 
they, Mechanics would have enough work to utilize Carter's entire capacity. 

Automotive then was faced with the choice of using a larger and well-estab- 
lished company whose quotation would run the cost up to $100 each on an 
**om which had been contracted for delivery at $37.50-—or use a substitute 
item which had been contracted for delivery at $37.50—or use a substitute 
source whose finances and experience were limited. For self-preservation, 
contract with the substitute source, Automotive had to give said manufacturer 
two increases in price in order to keep production rolling. Automotive simply 
could not afford to tie up production on a lawsuit with the contractor while 
Automotive’s delivery commitments to the Government were running out. 

Under existing conditions, it becomes increasingly difficult to find the proper 
source of supplv, thereby subjecting the contractor to extraordinary risks. 

It seems to ine that under such circumstances no human being can possibly 
foretell what the ultimate net profits are going to be until the ne plus ultra— 
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the final incontrovertible end. It is therefore in the interest of self-preserya- 
tion—and in the long run, in the Government’s interest as well—that bids to 
the Government must, of necessity, be higher than quotations for the same part 
to civilian customers. The Government's interest is served in that valuable 
sources of supply are permitted to remain in business; parts are delivered 
promptly, enabling the Armed Forces to have desperately needed material in time 
and in sufficient quantity. 

It is true that in some cases contractors’ risks, for which wide allowances 
have been made, do not materialize. Profits under such circumstances, there- 
fore, can be abnormally high. In such cases, the Government has its recourse 
and remedy through the provisions of the Renegotiation Act and can recover the 
excess profits. In numerous cases such excess profits are returned by acquies- 
cence and mutual agreement with Government representatives. This arrange- 
ment is not only fair to both contractor and Government alike, but actually 
serves the very purpose for which the act was adopted. 

Mr. Harpy. I wanted to ask you also: While these contracts are all 
relatively small, were they all secured through competitive bidding‘ 

Mr. Wriuts. No. Two of the larger contracts were negotiated con- 
tracts. Contract No. 14314 was negotiated. 

Mr. Harpy. What is the amount of that contract ¢ 

Mr. Wiiuts. $44,250. 

And contract No. 12605 was negotiated, and the amount of that is 
$75.000. 

Mr. Harpy. What is the biggest contract that you have? 

Mr. Wiruts. The largest contract that we have is contract No. 14336, 
for $213,902.50. 

Mr. Harpy. That was an advertised contract? 

Mr. Wiis. That was an advertised, competitive bid. 

Mr. Casry. Mr. Willis, you represent the Roscommon Manufactur- 
ing Co., of Roscommon, Mich. 

Mr. Wits. Yes, sir: I do. 

Mr. Casey. Do you handle work for them on a commission basis? 

Mr. Wits. Yes; I do. 

Mr. Casvy. As a manufacturer’s agent ? 

Mr. Wituts. That is correct. 

Mr. Casey. In somewhat the same capacity as you represent the 
Automotive Supply Co.? 

Mr. Wirxiis. Somewhat, ves. 

Mr. Casry. You receive 10 percent on the work that you get for 
that company ? 

Mr. Winuts. That is correct. 

Mr. Casey. And the Twin Manufacturing Co., of Detroit, Mich. ? 

Mr. Wiis. Yes. 

By the way, on that, if I may, I think T have a conscience, and 10 
percent might sound high. I think that the subcommittee at this stage 
is entitled to know what I did for the 10 percent, and I was afraid you 
were going to ask me that question; so, IT had this chart made up. 

Mr. Harpy. I see we are going to run into quite some complications. 
If you have an explanation in there of this 10 percent, if you would just 
submit those charts. we will tr v to avoid—— 

Mr. Winniis. Oh, T didn’t intend to read this, or anything. I meant 
to point out merely that. the 10-percent commission which I received 
from Roscommon actually represents a much lower net return than 
normally 5 percent, because, as shown by this particular exhibit, which 
you can read at your convenience, IT did everything including—one 
time when we had a bottleneck on the job because of one of the com- 
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ponent parts we were having a lot of difficulty with. It was a Blanch- 
ard grinding job and the Blanchard grinder insisted on throwing the 
job off, and that was the only component part that was holding us up. 
That was on Friday that he told me he didn’t want to handle the job. 
[ went in on Saturday morning in some old clothes and worked with 
the grinding operator from 7:30 in the morning until 4:30 in the 
afternoon, and we licked the bottleneck and he kept the job and he 
completed the job and continued to do it for us. 

So I did everything, including the purchasing of component parts 
forit. Lexpedited. I lost money on the job. 

Mr. Casry. Did you have a standing agreement with the Roscom- 
mon people on this work ¢ 

Mr. Wiriuis. Yes. You see, my arrangement with Roscommon is 
this: They are located up North. The two owners are mechanics, 
excellent mechanics, fine, honorable gentlemen. They do not have the 
oflice staff or the facilities to do things like some of these big com- 
panies do. So they consider me as their local representative for all 
purposes. I have, on numerous occasions, spent all morning on the 
telephone calling every steel warehouse in the city, in order to locate 
a ton of Bl1l-12 screw-machine stock. I do everything for them in 
this area. 

Mr. Casry. Do you represent them in commercial business? 

Mr. Winuts. Yes. I get only 5 percent on civilian business. 

Mr. Casry. I suppose the difficulties that you run ito in your work 
with the Government warrants the other 5 percent: does it / 

Mr. Wiiuts. That is correct. They incidentally—well, I don’t 
know whether I am talking too much or not—but they hadssome un- 
usual problems. ‘They were very unfortunate. I think they were 
just unlucky. But I have this chart here. I don’t like to trust my 
memory. Roscommon had an awfully disicult time. This chart here, 
which I have marked “Exhivit W-2,”-is a chart showing the time 
taken by Ordnance to correct and adjust their own errors and prob- 
lems in the performance of contracts. Now, it so happens that, out of 
the 18 contracts with which I have been identified, the 4 in which we 
had trouble were all Roscommon, and I had quite a job explaining it 
to them. 

This contract, No. 10778—and this will just take a minute—we had 
the parts at the packaging company, and I called the inspector and 
we had an inspection. The inspector started to write out his inspec- 
tion report. He gave it tome. The contract called for 220,000 stamp- 
ings. He gave me inspection reports for 20,000. I wanted the 
inspection reports also for the 200,000 which were right there at the 
packaging company, and he said, “Why, you haven't got the order 
for that.” Well, we discovered that in the award section of the con- 
traet—on the first page— a typographical error had been made whereby 
the numerals 8 and 9 had been left out. So, I started immediately to 
get it corrected. I went from the packaging company that very day 
over to Ordnance Tank-Automotive Center. I thought I could get 
it within a few hours, and it took us exactly from May 4 until June 18, 
7 weeks and 3 days, just to correct that typographical error, to just 
insert the numerals 8 and 9 in the contract. During all this time, the 
parts were on hand at the packaging company, and Roscommon, being 
asmall company, found it was hurting them to have their money tied 
up in all that material and not being able to ship it and get their money. 
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At this time, we had been asked to ship 5 percent over the amouit 
expressly called for in the contract; so we asked for shipping instruc- 
tions. We asked for those shipping instructions on June 4, asking 
them where to ship to. We didn’t get it for 16 weeks. In other words, 
we didn’t get our shipping instructions until September 24, 1951. On 
both of those cases, I pushed very hard all the time. I just didn’t let 
it go. I mean, just because I made the request, I didn’t forget about 
it. I was expediting every day—almost every day, anyhow. 

Mr. Harpy 1 doesn’t look like you were very etlective. 

‘ir, Wituis. Sometimes I am not, sir. 

On contract No. 4526, I think it was the Stock Control Division 
that made the mistake, or someone over there made a mistake and 
we were given the contract to produce one of those yokes which I 
show over there at the end of that display board. Our contract 
called just for the yoke. We shipped about 50 percent of the contract 
and we were suddenly informed by the Stock Control Division that 
they were getting the wrong part; that they wanted not only the yoke 
hut a sti unping, a sealed assembly pressed on to the yoke. They asked 
me *i I wouldn't suspend shipments and that they would try to correct 
the situs ition immediately, and negotiate a contract with us to cover 
the additional cost of the stamping, and would I do that. TI saia, 
“Of course. We don’t want you to have any parts that you can’t use.” 
I said, however, “Now, Roscommon is a small company and there is 
a lot of money tied up in forgings here, labor and material, and we 
have to get it in a hurry.” So he said, “We will have it for you in 
about 4 days.” He said, “I will get the letter out right now and I will 
call the cdntract administrator at the district and we will get it out 
for you in 4 days.” 

Well, on conract No. 4526, it took them from June 4 to September 
11 to make that correction. That was 14 weeks and 2 days to get 
us the supplement to the contract enabling us to ship the new part 

On contract No. 4607, which involved the identical problem and | 
believe it is the identical part, although we requested the correction 
or they wanted to make the correction on June 4, this is December 12, 
and we haven't got it vet. 

Mr. Harpy. I hope, General Deitrick, that you, at least, are making 
a mental note of these items. 

General Derrrick. Yes, sir. 

Mr. Winuts. Now, I say again, I know the trouble on this last one 
here, this 4607: and, while I ean understand it, T had difficulty with 
my people. That is being held up by the Air Force. Part of this 
material is going to the Air Force. The Fiscal Office told me they 
were ready to go: they were O. K. on it, but they had to wait for an 
O. K. from tne Air Force, and I think that has been in Fiscal trying 
to get the Air Foree’s O. K. for about 2 months now. Inthe meantime. 
of course, the parts are being held up and we are tied up. 

So that gives you some idea of why it is sometime hard to sell these 
people on bidding on Government jobs. 

Mr. Casey. And you represent the Twin Manufacturing Co., of 
Detroit. Mich. ? 

Mr. Witrts. That is correct, sir. 

Mr. Casey. On a 5-percent basis? 
Mr. Wiis. That is correct. 
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Mr. Casey. And the Production Machining Co., of Chelsea, Mich. 
on a 5-percent basis ? 

Mr. Wiuurs. That is correct. 

Mr. Casey. And the Prime Packaging Co., Detroit, Mich., on a 5- 
percent basis? 

Mr. Wituts. That is right. 

Mr. Casry. And the Evanston Manufacturing Co., of Detroit, Mich. 

Mr. Wiis. Yes; I represent them. 

Mr. Casey. Would you explain your arrangement with that com- 
pany ¢ 

Mr. Winuts. Well, my arrangement with that company is 20 percent 
of the net profits, and that again represents less than the normal 5 per- 
cent. The only reason for it was that, after they had bid the job, they 
were concerned about whether or not they were going to show a profit 
on it. They had called me up aud wanted to know if I would represent 
them, and I went out, looked over their facilities and it looked more 
like a tool shop than a production shop. I mean, their equipment was 
in the nature of a tool shop rather than for production. I explained 
it to him, and Mr. Mize, the president of the company, said that they 
would buy production equipment and so forth. They were very 
anxious to get into Government work. We were quite fortunate, I 
believe, Within a couple of weeks or so, to find an item that they thought 
they could make and at a profit. Mr. Ed Mize bid the job. We put 
abid in. We were low bidder. 

ly that time, his brother Paul had come back from out of town, 
When Paul saw it. he got worried. And they wanted to know from 
ie—they said they had not had any experience with forgings, and 
that happened to be a forging. 1 have a sample on the board of that 
unit. They had not had any experience with forgings, and how much 
did I think the forging was going to cost. I told them what I thought 
it was going to cost, but always explaining very clearly not to take my 
view of it because you cannot rely upon me; you have got to get a firm 
quotation from the company. They were very much concerned. 
Paul thought they were going to lose money on it. So, he wanted to 
know if thev had to pay me 5-percent commission; and, if they lost 
money, they might lose their normal loss plus 5-percent which they 
had to pay me. So, they wanted to know if I wouldn’t go along with 
them on a percentage-of-the-profit basis. I generally do not like to 
do that and have never done it before, and I don’t want to do it again. 
But I thought that they would feel a little more secure and a little 
easier about handling the Government job if I did it that way, on a 
percentage-of-the-profit basis. They were so much concerned about 
t, actually worried. Mr. Ed Mize asked me if he could back out of it, 
and I said, “Definitely not. You are on that contract to stay.” 

So I said, “Now, in order to relieve any worry on your part,” I said, 
“I know enough about that part that I can prove to you it can be made 
at a price and show a profit.” So he said, “By golly, if vou do that, 
| will feel very happy about it.” 

So I took the print out—this was just to relieve his worry—and I 
took it out to Production Machining Co., and asked them to give me a 
quotation on it, and sure enough T was given a very nice quotation, so 
nice that if Evanston wanted to subcontract it and make a profit, it 
could be done. Well, I just got that quotation from them for the 
purpose of relieving their worry, that’s all. 
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When Paul saw the quotation, he decided that they had better tak: 

it. It was a good deal, which, of course, affected my commission, 

naturally, because then 
Mr. Harpy. You didn’t actually have any idea of subcontracting 

that, did you? 

Mr. Witurs. Oh, no. In fact—— 

Mr. Harpy. You were just using a little psychology ‘ 


















Mr. Wituis. That is correct. I didn’t want him worried. I fee! 
very strongly about my people, and I mean that sincerely. I don’t 





want them worried about a contract. I am in some measure respon- 
sible for them getting it, and I don’t want them worried about it, and 
I don’t want them to lose any money on it. 

Mr. Casey. Mr. Willis, for the purpose of brevity, I want to read 
this paragraph, and if I give you the number of an IFB and a contract 
number, can you locate it in your records, one that was made with the 
Automotive Supply Co. ? 

Mr. Wituts. [f you give me what ? 
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Casry. A contract number. 

Wius. If you give me the IFB—— 
Casry. And the contract number. 
Wits. Can I locate it in my records ¢ 
Casey. Yes. 








Mr. Wiuuts. Yes, sir. Very quickly. 

Mr. Casey. Let me read this paragraph: 

Automotive was the successful bidder under IFB 51—-2391FC, contract DA-20 
OS9-ORD-14336. Remarks on the abstract of bids indicate that Motive Equip- 
ment & Manufacturing Co., of Chicago, Ill., who bid lower than Automotive 
Supply Co., on an alternate part, was rejected because the bidder did not meet 
the item specifications. However, from information obtained from Ordnance 
tiles the work was eventually subcontracted by Automotive, through Paragon, to 
the Motive Equipment & Manufacturing Co., who were the original low bidder. 
Also, a preaward survey dated February 13— 


Of course, this latter information I don’t expect you to comment on— 












did not recommend award of this contract to Automotive. 

But on the first part, is that information substantially correct ¢ 

Mr. Winuis. The facts are correct; yes, sir. That is quite interest- 
ing. Actually, as I recall it, Automotive Supply Co. was either the 
second or third low bidder, and I had no idea whatsoever that we were 
going to get that contract. However, we were called by the engineer- 
ing department and asked if we would submit a sample of the part 
we intended to produce. So we had a sample made, and as I under- 
stand it, ours was the only sample that was O. K.’d. In other words, 
Motive Equipment in Chicago had submitted a sample and it was 
rejected. So we were awarded the contract. 

Now, we had planned to make that part, in effect, in the same manner 
that we have made the tank joint, subcontract the various items, 
the component parts and supervise them and so forth. We had all 
of our sources of supply lined up and ready to go. After Motive 
learned -that the contract was awarded to us—I didn’t know anybody 
in the Motive organization whatsoever—their sales manager called 
Mr. Priscol and wanted to know if they couldn’t do the job for us, 
and they quoted a price, which I think was $1.5634—Mr. Priscol has 
just told me the original quotation was $1.65, and he chiseled them 
down to $1.5634. But that sounded very attractive to us. Of course, 
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inasmuch as we knew that their sample had not been approved, and 
| also knew something of the company in the replacement field. we 
thought it was worth at least checking into, so first we drew a Dun 
& Bradstreet report on them. It was excellent. They are rated 
AAA-1, L believe. I then flew to Chicago and made a complete study 
of their plant and their facilities. They have a magnificent plant. 

In going through all the equipment, I found that they had every 
type of machine tool that would be required to make this part, and of 
course we knew they were making it.for the replacement trade. They 
were lacking only one item, and that was what we call an end grinder, 
and they said that was coming in, that they had ordered it. So every- 
thing looked like we might be able to expedite delivery and co a better 
job if we actually subcontracted it to them. 

Mr. Casey. How much was your price, Mr. Willis 

Mr. Wituis. We quoted $1.75. Then, at the same time, I showed 
the prints to Mr. Askins, general manager of the company, and I 
wanted to be absolutely certain that he knew the details of those prints, 
so I went over the component parts with him, and all the close toler- 
ances shown on that print, and wanted to be certain that he knew what 
he was doing. He said it was O. K., that he understood it, and they 
would go ahead on that basis. 

Mr. Casey. Did he explain why his own sample was defective or 
rejected / 

Mr. Wituts. He didn’t explain it, but I know why, Il think. T mean, 
those fellows so often don’t appreciate the importance of the meticu 
lous details in a blueprint. Now, in the replacement field in which 
they are engaged, it doesn’t make too much difference if they are a 
thousandth or two-thousandths off the blueprint limit. So when they 
submitted a sample, they probably thought that Ordnance engineers 
were just like some of the jobbers they sell and it didn’t make any 
difference. But it does. So we finally gave them the order, 
Frankly—— 

Mr. Prisco. Just a minute. Why didn’t you tell them of the 
samples that you made by hand. It cost us $300—four pieces. 

Mr. Wituts. So we finally gave them the order, reserving the right 
at all times to go into their plant and inspect component parts and 
finished assemblies. We reserved the right to take over all raw ma- 
terial in the event they had any difficulty whatsoever, labor trouble or 
otherwise, and, in general, to supervise the entire operation. 

Now, it so happens, I think, that the ultimate facts proved that 
the ordnance engineers were right, because we had a lot of trouble 
withthem. In the first place, they had miscalculated their packaging, 
or they had misconstrued the packaging requirements and specifica- 
tions, and although I had checked that before we even gave them the 
contract—I went to their packaging source to see how they intended to 
do the job and gave him specific instructions, although he was not 
our subcontractor, on how we wanted it packaged—when we got the 
first shipment into Automotive Supply Co., it was packaged entirely 
differently and we shipped it back to him. 

On one occasion, we received 5,000 universal joints which we in- 
spected before—we make it a practice to inspect the parts before we 
call ordnance inspection, so that we are sure that when the ordnance 
inspector comes out, the parts are O. K. But this 
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Mr. Casey. At any rate. the contract was completed at the price that 
you got of $1.5634, su as far as Automotive was concerned, you receive: | 
your $1.75; is that right ¢ 

Mr. Wiuuis. That is right. But the contract is not completed yet. 
It is in the process now. We shipped 10,000 units Friday, I believe 
it was. 

Mr. Casey. What is the total amount of the contract from the Gov 
ernment 4 

Mr. Wituis. That is $213,000, I believe. 

Mr. Casey. That was negotiated after advertising ? 

Mr. Wits. It is approximately $213,000 here. I might say, while 
on that point, I think that in the final analysis, it was a question of 
their facilities and equipment and our know-how combined, which is 
finally producing the parts. 

Mr. Casey. I have no further questions. 

Mr. Harpy. ‘hank you, Mr. Willis. for a very interesting presenta 
tion. Thank you also, Mr. Priscol, for coming. 

Let us go off the record. 

(Discussion off the record.) 

( Witnesses excused.) 

Mr. Harpy. In order to expedite the business of the subcommittee, 
we are going to have to try to compensate for having run a little 
longer this afternoon on some of these matters which proved so in- 
teresting, so we are going to have to hold a session tonight, and I wil! 
ask Mr. Casey to read the names of the people that we will need here 
tonight. 

( Discussion off the record.) 

Mr. Harpy. I would like to ask you to return at 7:30 tonight and 
we will try to release you after tonight. 

Now, tomorrow we will not be able to use this room. We will re- 
convene here tonight, but tomorrow we will reconvene in room 737 
So the hearing will recess now until 7: 30. 

(Whereupon at 5: 30 p. m., the hearing was recessed until 7: 30 p. m., 
of the same night.) 






































EVENING SESSION 
(The subcommittee resumed hearings Wednesday, December 12, 
1951, at 7: 30 p. m., Chairman Hardy presiding.) 

Mr. Harpy. Let the subcommittee come to order. 

Who is your first witness, Mr. Casey ? 

Mr. Casey. Is Mr. John Powers here? 

Mr. Powers. Yes, sir. 

Mr. Casey. Will you come forward, please ? 

(The following persons were sworn: John Powers and Phil Lasky.) 

Mr. Harpy. Mr. Reporter, let the record show the presetce of Mr. 
Hoffman, Mr. Riehlman, Mr. Bolling, and myself, which constitutes 
aquorum. (Mr. Meader arrived later.) 

Mr. Casry. Are you gentlemen connected with the Great Lakes 
Equipment Co. ? 
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TESTIMONY OF JOHN POWERS, GREAT LAKES EQUIPMENT CO. 


Mr. Powers. We are. 

Mr. Casey. Are you partners in that company ? 

Mr. Powers. We are. 

Mr. Cassy. And you have a Government contract ? 

Mr. Powers. We have. 

Mr. Casey. Is that the only contract you have? 

Mr. Powers. The only one. 

Mr. Casey. And when was the company formed ? 

Mr. Powers. November of last year. 

Mr. Casey. 1950? 

Mr. Powers. 1950. 

Mr. Casey. And was it for the purpose of performing this one con- 
tract ¢ 

Mr. Powers. Yes. 

Mr. Casry Did you have any plant or facilities when you formed 
the company ¢ 

Mr. Powers. Yes: we had an arrangement with the Guaranty Sales 
Co. to take part of their plant. 

Mr. Casey. To take part of their plant? 

Mr. Powers Yes, sir; at 7500 Fourteenth Street. 

Mr. Casry. What do the facilities consist of 

Mr. Powers. We have space from about that wall to that wall [in- 
dicating |, and from here back [indicating], divided into three sepa- 
rate sections. 

Mr. Casey. And what was the amount of the contract that you had ? 

Mr. Powers. $10,430.10. 


Mr. Casey. Has the contract been completed ? 

Mr. Powers. Not yet. 

Mr. Casry. Are your deliveries on schedule ? 

Mr. Powers. No, sir. We had 30 items to deliver, and we delivered 


29, 

Mr. Casey. Is there anything in default or delinquent? 

Mr. Powers. No. It was a question of when this thing was ordered 
and we get the parts from the companies. We found out that the 
specification was written back in 1943 and had never been purchased 
since that time. When they got the principal part of this contract, 
the component part of Briggs & Stratton, an engine and a pump— 
this was used to pump gasoline—we found the engine ran one way 
and the pump the other way. In other words, the Briggs & Stratton 
people had changed their design between 1943 and 1950. So we have 
reengineered the whole deal. 

Mr. Casey. Did you get an increase in price? 

Mr. Powers. No. We asked for one. What we asked for was 
engineering on this thing. We asked for $4400, but they said they 
were going to give us $1,900 instead. 

Mr. Casey. That is still pending? 

Mr. Powers. Well, as far as the Ordnance is concerned, they have 
agreed to it, but we haven't got any money af all from anybody. So 
I don’t know whether we are going to get it or not. We hope to get it. 

Mr. Casey. Are you actually manufacturing this part / 

Mr. Powers. No. We assemble these parts. We buy all these com- 
ponent parts and put them together. It comprises an engine, a pump 
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and very small parts, and four large hoses. It is used to refuel auto- 
mobiles or airplanes. It can be carried around any place on the field, 
We had to redesign the entire thing because this internal gear just 
wouldn’t work the right way. 

Mr. Casry. Well, who has worked on this contract? 

Mr. Powers. Myself and Mr. Lasky and one other partner by the 
name of Mr. Arch Galbreath. 

Mr. Casry. Do you spend full time on this work 4 

Mr. Powers. No; the three of us do not. We hoped, when we first 
got the contract, to be able to put it out in 3 or 4 months, but running 
into trouble, we have had it over a year. It is just one of those things. 

Mr. Casry. Do each of you have regular employment ¢ 

Mr. Powers. Yes. He has his own company and I have my own 
employment, and the other partner has his own employment. 

Mr. Casey. When do you work on this contract 4 

Mr. Powers. Well, I am pretty much on my own time. We do 
the work right at his place. We have worked Sundays and nights 
on the thing, and the other fellow is pretty much on his own time. 
He is an agent for the company. So we do have our own time that 
we can devote to this. 

Mr. Casey. When were you supposed to have the contract com. 
pleted ? 

Mr. Powers. In August of this year. Deliveries were to be com- 
pleted in August of this year, but because of this hold-up on engineer 
ing, because of the fact that we had the trouble getting this one gear 
that is necessary and we had to get it from Briggs & Stratton, we 
just couldn't get it. So we couldn't proceed because then we had the 
other thing that came in, the matter of packaging. We found out 
that the specifications had been changed and we thought we could 
package ourselves for $2, and then we changed—they changed it, and 
we had to send it out to be packaged, and that made more money that 
we had to pay. 

Mr. Casry. Was that contract advertised or negotiated ? 

Mr. Powers. It was not—I understand it was advertised originally, 
but they couldn’t get anybody to take it. They came to us and asked 
us if we would take it, because we knew the parts business. Mr. 
Lasky has been in it for 12 years. My other partner has been in 22 
years, and I know something about it. 

Mr. Casry. Whom did they approach ? 

Mr. Powers. Mr. Galbreath. They asked him if he would take it, 
and that is when the three of us got together to do this, and all three 
of us had to work on it. 

Mr. Harpy. It was a negotiated contract, a lump-sum contract / 

Mr. Powers. Yes, sir: negotiated contract. 

Mr. Harpy. And the three of you do not have a normal working 
business together ? 

Mr. Powers. Oh, no; just for this one purpose of this contract. 
That is all. 

Mr. Harpy. Did the Ordnance Department inspect the facilities 
that you were going to use to perform this contract ? 

Mr. Powers. The Ordnance Department not only inspected it, but 
they came down and gave us cooperation and engineering help all 
the way through. In fact, some of the Army offices devoted a great 
deal of time to us. 
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Mr. Harpy. Had you arranged for the lease of space in which to 
perform the contract prior to the time the contract was awarded to 
you ¢ 

Mr. Powers. Yes. We had arranged with Mr. Lasky for his place. 
That was the natural place to do it because we had to have tools and 
testing equipment, and he had them right in his place. 

Mr. Harpy. So the three of you are a partnership ¢ 

Mr. Powers. That is correct. 

Mr. Harpy. The three of you as a partnership are leasing space 

‘from one of you who does have a business, a going business ? 

Mr. Powers. That is right. 

Mr. Casey. You had available one small drill press for this opera- 
tion; is that so/ 

Mr. Powers. No; we didn’t use a drill press at all on this. This is 
an engine and a pump, the same as you use in a gasoline station. The 
only difference is that this is portable. This is a portable thing. 

Mr. Harpy. Well, actually you don’t require any machine tools to 
perform this contract ¢ 

Mr. Powers. Not machine tools. We only require small tools, and 
we require testing equipment. 

Mr. Harpy. It is more or less a mechanie’s operation plus certain 
testing; is that correct ? 

Mr. Powers. That is right. It is an assembly, more of an assembly 
operation. 

Mr. Casry. Did the representatives of the Detroit Ordnance District 
inspect your facilities, or the Tank-Automotive Center? 

Mr. Powers. That, I don’t know. I know the man, Mr. Taylor, was 
there from the Engineering Department, Mr. Bodkin, and inspection 
from Woodbridge. So I guess that is the district office. 

Mr. Harpy. This is the type of an operation which would not have 
required any substantial plant and equipment ? 

Mr. Powers. No, sir, it would not; absolutely not. 

Mr. Harpy. That is the key to the thing, Mr. Casey . 

Mr. Casey. I have no further questions. 

Mr. BotuinG. I have one question. How do you expect to come out 
on this contract ¢ 

Mr. Powers. Well, we hope to come out in the black and not in the 
red. We hope, but we don’t know yet. 

Mr. Bouirnc. That depends on the question of additional engi- 
neering ¢ 

Mr. Powers. That is right, and also the fact that we still have one 
more to go, and we still have one packaging job to do which we have 
to farm out because we can’t package, and this packaging requires 
extra handling and you have to know that business. We don’t know 
that business. 

| Mr. Harpy. When you say that you have one more to go, what 

do you mean? Do you mean one more unit 4 

Mr. Powers. Yes. 

Mr. Harpy. You have assembled all except one unit? 

Mr. Powers. We have assembled and shipped all except that one 
unit. 


93669—52———-39 
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Mr. Casey. On this form that apparently you were required to fill 
out, you indicated, I believe, that you had provided someone to solicit 
the contract. 

Mr. Powers. Nobody solicited it because we were asked to take it. 
I don’t think a contract of this type would be solicited by anybody. 

Mr. Harpy. Is the subcommittee to understand from your testimony 
that actually you were solicited by Ordnance? 

Mr. Powers. Mr. Galbreath was asked by Mr. Butts. They couldn't 
get anybody else to do this assembly job because it is a little ticklish, 
and they asked us if we would take it. 

Mr. Casey. I have no further questions. 

Mr. Harpy. I have none. 

Thank you very much. You will be excused. 

( Witness excused. ) 

Call your next witness. 

Mr. Casey. Mr. Harold Hadden. 

(Mr. Harold Hadden was sworn.) 


TESTIMONY OF HAROLD HADDEN, DETROIT, MICH. 


Mr. Casey. What is your business, Mr. Hadden ? 
Mr. Happen. We are a manufacturing concern and the name of 
the company is the Terry Machine Co. 
Mr. Casey. Of automotive parts / 
Mr. Happen. Yes. 
Mr. Casey. Do you have contracts with the Detroit Tank-Auto- 
motive Center ? 
Mr. Happen. We do, yes. 
Mr. Casry. What does your business run a year with the Tank- 
Automotive Center? Do you have any figures on that ? 
Mr. Happen. Well, let me see. Just from memory, last year we 
ran about $50,000, and this year to date we have run $97,000. 
Mr. Harpy. You also do commercial business besides / 
Mr. Happen. Yes, sir, we do. 
Mr. Harpy. What is your total annual volume of business, ap- 
proximately ¢ 
Mr. Happen. The figure I gave you for this year was our total. 
Mr. Harpy. About $50,000 7 tiol 
Mr. Happen. $97,000. \ 
Mr. Harpy. $97,000 ? que 
Mr. Happen. Yes, so far to date. \ 
Mr. Harpy. That is your total including your Government busi- und 
ness ¢ just 
Mr. Happen. Yes, it is. M 
Mr. Casry. Now, do you actually manufacture the parts that you quer 
contract to furnish to Ordnance ? 
Mr. Happen. We manufacture the majority of them. 
Mr. Casry. And you have the facilities to manufacture the parts 
in your own plant, do you ? 
Mr. Happen. Yes, sir, we do, except for certain operations that 
we may have to let out, and that is our grinding work. If we are 
making a gear, we have to let out cutting the teeth on those gears. CUSSI 
Mr. Casry. Now, how many people do you employ ? whic 


rings 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 597 


Mr. Happen. We employ six at the present time. That is besides 
the three partners. 

Mr. Casey. Besides the three partners? 

Mr. Happen. Yes. 

Mr. Casey. Are you equal partners in this business ¢ 

Mr. Happen. Yes, sir. 

Mr. Casey. And I believe you furnished a profit-and-loss statement 
toa member of the staff of this subcommittee, did you not ¢ 

Mr. Happen. Yes, sir, I think we did. 

Mr. Casey. I notice on that profit-and-loss statement that you have 
not included any salaries for the three partners. 

Mr. Happen. I have an up-to-date one that I would like to give the 
subcommittee. 

Mr. Casey. I would like to say, Mr. Chairman, that one of the rea- 
sons we had this witness come in was the fact that the profit-and-loss 
statement as we then viewed it, indicated a seemingly large profit, but 
upon further examination, we found that the salaries of the three 
partners had not been included in the profit-and-loss statement, and 
upon questioning the witness, after he appeared here in Detroit this 
week, we found that by including the partners’ salaries, the profit has 
been materially reduced and is probably a reasonable and fair profit 
for the work performed. 

Mr. Harpy. I think it is a good idea to get that particular thing 
cleared up if he omitted the salaries of the three partners of an organ- 
ization having a total volume of business of less than $100,000 a year. 
That is an important item in the financial statement. 

Mr. Casey. In fact, I would like to read this up-to-date statement 
that he has furnished today, which indicates that on a business of 
$97,000, approximately, the net profit was $26,000, but in the revised 
statement that he has now furnished, it indicates that the three part- 
ners drew from the business $21,222, leaving a net profit of $5,494. 
Under those circumstances, Mr. Chairman, I have no further questions 
of this witness, 

Mr. Horrman. Was that after taxes? 

Mr. Casry. I believe that was before taxes; is that so? 

Mr. Happen. Yes, sir. 

Mr. Horrman. What would it be after taxes and after renegotia- 
tion! 

Mr. Harpy. The thing that made this particular transaction look 
(ueer Was a $26,000 profit on less than $100,000 worth of busines. 

Mr. Horrman. Yes. Well, probably the members of the staff didn’t 
understand that in western Michigan a lot of people like the farmers 
just put this in, their time, and don’t charge it up. 

Mr. Harpy. Well, being a farmer myself, I know that that fre- 
quently happens. But it is unusual to find that in business. 

Mr. Casey. May we have this | indicating| for the record ? 

Mr. Happen. Yes, sir, you can. 

Mr. Harpy. Thank you. 

Any questions from any of the members here? 

You will be excused. Thank you very much. 

We had a Mr. Barringer who was called to appear, but after a dis- 
cussion with Mr. Barringer, we have a sworn statement from him 
which will be incorporated into the record at this point, and Mr. Bar- 
ringer has been excused. 
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The statement reads: 


I, Wallace M. Barringer, while in the employment of B. & R. Industries did 
call on and interest various manufacturers in quoting on Ordnance invitations 
to bid. These manufacturers were given such assistance as required by the 
B. & R. Industries, such as technical advice, blueprints, ete. The agreements 
between B. & R. Industries and these various manufacturers was written anid 
called for 5 percent of invoice amount on any successful bid submitted by these 
manufacturers on which we materially aided them. They were free, however, tu 
quote on any other bids if they so desired. 

Mr. H. E. Ruessman, now employed by the Ford Motor Co. at their Buffalo, 
N. Y., plant, has in his possession all records as to contracts obtained, com- 
missions paid and any other pertinent information. 

I understand that at a later time after I was no longer actively working for 
B. & R. Industries that Mr. Ruessman did bid under the name of B. & R. In- 
dustries and if successful the work was subcontracted to various manufacturers. 


That is signed by Wallace M. Barringer. 
Mr. Casty. Is Mr. W. A. Steiner here ‘ 
(Mr. W. A. Steiner was sworn.) 

Mr. Casry. What is your full name? 


TESTIMONY OF WILFRED A. STEINER, PRESIDENT, 
HART HYDRAULICS, INC. 


Mr. Srerner. Wilfred A. Steiner. 

Mr. Casey. Are you the president of the Hart Hydraulics, Inc.? 

Mr. Sterner. I am. 

Mr. Casey. What is the nature of the business of the Hart Hydrau- 
lics, Ine. ? 

Mr. Srerner. Well, originally it was hydraulics, valves, and equip- 


ment. We don’t do much of that anymore. 

Mr. Casry. What do you do now? 

Mr. Sretner. Well, we take all our Government contracts in the 
name of Hart Hydraulics. 

Mr. Casey. Can you explain that a little further? 

Mr. Srerner. Well, I have the Steiner Machine Products and the 
Hart Hydraulics, Inc., and we take most of our Government work in 
the name of Hart Hydraulics. 

Mr. Harpy. Do you own both of those companies? 

Mr. Sretner. Yes. 

Mr. Casey. What do you do with the contracts once you get them / 
Do you subcontract the work ? 

Mr. Srerner. Steiner Machine virtually does everything. 

Mr. Casry. In other words, the Hart Hydraulics, Inc., completely 
subcontracts the work to the Steiner Machine Co. ? 

Mr. Srerner. That is right. 

Mr. Casry. Why is that, Mr. Steiner? 

Mr. Srerner. Well, back in 1949, I think it was, we had a contract 
from the arsenal, and we were pretty long in delivering 

Mr. Harpy. You are speaking of “we.” Which company was that 

Mr..Srerver. Steiner Machine. 

Mr. Harpy. All right. 

Mr. Sremner. So they were telling us that they were going to 
blacklist us and things like that. So I had a deal with a man by the 
name of Charlie Hart. So we started our work under the name of 
Hart Hydraulics. 
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Mr. Harpy. If you couldn’t make deliveries on the Steiner Machine 
Co. and stay on the list, at least you switched names so you could keep 
on getting some business ; 

Mr. Sretner. That is right. 

Mr. C AsEY. Did they ever blacklist the Steiner Machine Co. ? 

Mr. Sremer. Not that I know of. 

Mr. Harpy. Hart Hydraulics is still in good standing? 

Mr. Sterner. Yes, sir. 

Mr. Casey. Have you had any further trouble with them? 

Mr. Srerner. I have never had any trouble. There just threatened 
to be some trouble. 

Mr. Harpy. You thought there was going to be some trouble so 
you took out insurance / 

Mr. Sremver. That is right. I might explain the reason we were 
so slow in delivering was “because I had a bad contract. Between 
the time I got the contract and the time I delivered, why, the price 
in castings broke and also gears, and I managed to at least break 
even on it. 

Mr. Casey. How many people do you employ 

Mr. Sterner. We have 14 in the shop now. 

Mr. Casey. Are those people employed by the Steiner Machine Co. / 

Mr. Srerner. Steiner, yes. 

Mr. Casey. Is anybody employed by the Hart Hydraulics, Inc.? 

Mr. Sterner. No. 

Mr. Casey. Is that just 

Mr. Sreiner. There is no one. I mean I am the president, but 
there is no one employed or no one has any salary or draws any- 
thing. 

Mr. Harpy. You don’t draw a salary from Hart Hydraulics? 

Mr. SrTerner. No. 

Mr. Casry. Is it just a name? 

Mr. Srerner. Yes, sir. 

Mr. Casey. Do you employ someone to get contracts for you, Mr. 
Steiner ? 

Mr. Steiner. Yes, sir. 

Mr. Casey. Who do you employ ? 

Mr. Sretner. French Lippitt. 

M ‘asey. What kind of an arrangement do you have with Mr, 
Lippitt ? 

Mr. STEINER. We pay him 5 percent. 

Mr. Casey. Of all contracts that he gets with the Tank Auto- 
motive Center ¢ 

Mr. Sreimer. That is right. 

Mr. Casey. Has he been successful in getting contracts for you? 

Mr. Sterner. Yes, sir. We have got quite a number of contracts. 

Mr. Hanoy. Does he get them for Hart or for Steiner / 

Mr. Srerer. For Hart. We got some in Steiner. Some we have 
had with Steiner, and when they come up again, we just repeat them. 
We have kept the Hart name also because the boys know it under 
the name of Hart. So they keep sending us the bids that way. 

Mr. Harpy. If they come around and inspect Hart’s facilities, do 
you take them over to Steiner and show them that / 

Mr. Sremner. Well, I will explain it. They ask a question right 
away why we have got the Steiner name on the outside and no Hart 
name, 
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I don’t know why I am here, to be honest with you. 

Mr. Harpy. Well, we are trying to find out something about Hart 
Hydraulics. Have you told the whole story about Hart Hydraulics / 

Mr. Sremver. Yes. You are the first one that ever asked me. | 
mean from your subcommittee here or anything. 

Mr. Harpy. You mean the Tank and Automotive Center never 
asked you where the Hart Hydraulics plant was? 

Mr. Srerer. I beg your pardon? 

Mr. Harpy. Has anybody from the Tank and Automotive Center 
ever asked you where the Hart Hydraulics plant was? Did they 
ever inquire as to how Hart was going to fill this contract, any 
contract ¢ 

Mr. Sretner. If they did, I told them Steiner was. 

Mr. Casry. Did they 

Mr. Sretner. I don't recall if they ever did. We have had people 
around. I mean I got nothing to hide on the deal. There is no 
reason why I wouldn’t tell them. 

Mr. Harpy. You think that all the time they knew that you just 
had a dummy name there. Did they know why / 

Mr. Sremer. Well, they never asked. Maybe they asked Mr. Lip- 
pitt. I don’t know that, because he makes most of the contacts, or 
practically all of them. 

Mr. Casey. How many contracts do you now have, Mr. Steiner?! 
Do you know ¢ 

Mr. Srerver. Well, we only have five or six left to fill. 

Mr. Casry. Can vou estimate for us your total business and vour 
Government business for the present year? 

Mr. Srerner. For this year? 

Mr. Casey. Yes. 

Mr. Sreiner. Well, I think it will run—it has run $50,000 or 860,000 
so far. 

Mr. Casry. What is that, the Government business ? 

Mr. Srerner. Yes. 

Mr. Casey. How much commercial business do you do 

Mr. Sreinsr. Well, we have done, I think $105,000 total through 
October. 

Mr. Casry. Now, does Mr. Lippitt—do you know whether or not 
Mr. Lippitt represents other companies in the same capacity é 

Mr. Srerner. Well, he doesn’t represent anyone doing the same kind 
of work that I do, as far as I know. I would be unhappy if he was. 
I know he represents other companies, but they do other work than 
what I do. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Casey. What service does Mr. Lippitt perform for you, Mr. 
Steiner ? 

Mr. Srerner. Well, he is our liaison man between us and the Ord- 
nance Tank Automotive Center and the DOD, and out at the tank 
arsenal. He contacts some of the commercial firms. When we need 
a subcontractor, he takes us around in an effort to find subcontractors. 

Mr. Harpy. Does he get you commercial work as well as Govern- 
ment work? 

Mr. Srerner. Yes, sir. 
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Mr. Casey. Is this mostly advertised procurement that you pay the 
5 percent on? 

Mr. Srerner. Yes, sir. We have had some negotiated, but they 
have been a follow-up on sealed-bid contracts. That is, we were the 
low bidder, and they just increased the amount of the bid, or the 
number of pieces, you might say. 

Mr. Casry. How long have you employed Mr. Lippitt? 

Mr. Sretner. He has been with me since 1946 or 1947. 

Mr. Harpy. Is he your only source of Government contact—I mean 
he is the only one that makes contracts in connection with Govern- 
ment work? 

Mr. Srerner. Yes, sir. I have had some fellows say that they would, 
but they never brought in any business. 

Mr. Casey. Mr. Steiner, [ have in front of me an invitation bid 
and award form. It is on Invitation No. DA20089, ORD51, 2122FS 
of December 8, 1950. 

Mr. Srerner. Have you got the contract number? T would know 
it better from the contract number. 

Mr. Casry. All right, number D.A20- 

Mr. Srerner. Just give me the last figures. 

Mr. Casry. 13631FS. 

Mr. Sretner. Yes, sir. 

Mr. Casrty. On that form you have indicated that in answer to 
subparagraph 3, you have not employed or retained a person other 
than a full-time employee to solicit or secure this contract, and I am 
wondering whether or not this is a contract in which Mr. Lippitt 
worked for you in securing them. 

Mr. Srerner. He possibly did. It says, “Other than a full-time 
employee,” doesn’t it? I consider him a full-time emplovee. 

Mr. Casry. Even though he represents other companies? 

Mr. Srerner. Well, yes. 

Mr. Casey. And even though he is only paid a 5-percent commis- 
sion basis for any contract that he gets? 

Mr. Sretner. That is right. I couldn't afford him any other way. 

Mr. Harpy. How can you call him a full-time employee? You 
don’t believe that, do you? 

Mr. Srerner. He has been the only salesman IT have had. 

Mr. Harpy. He might be the only salesman you have, but you 
know that you aren’t the only employer he has. 

Mr. Sreryer. Well, he just makes his other contacts incidental to 
mine. 

Mr. Harpy. How do you know he doesn’t make yours incidental to 
theirs ? 

Mr. Sreiner. He might do that, too, but he makes them all at once. 

Mr. Harpy. That being the case, he is a full-time employee of you 
and each of the other people he represents. 

Mr. Srerner. Well, I consider him full time in that I presume that 
he gives all of his time necessary to solicit business for me. 

Mr. Harpy. Well, we have heard, and I presume you have heard, 
some other testimony along the same lines today. It is getting a little 
bit preposterous. Is is inconceivable to me that you as a businessman 
‘an classify an individual working for you in that sort of a capacity 
whom you know to be working for a number of other people to be a 
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full-time employee of yours. Am IJ to understand that your testimony 
here under oath is that you consider him to be a full-time employee 
of yours? 

Mr. Sretner. Well, I will say so; yes. I mean if I hired him for 
4 hours a day, and that is all I needed him for, it would be full tine 
as far as I am concerned. 

Mr. Harpy. I am asking you—— 

Mr. SrerNer. Well, that is the way I look at it. 

Mr. Harpy. That would make him a full-time employee of yours 
because you hired him for such a time as he might think was neces- 
sary to carry on your business with the arsenal or with the ordnance 
depot on the basis of a 5 5-percent commission, when you know he is 
working for a group of other employers? You still sit there and say 
to this subcommittee that you consider him to be a full-time employee / 

Mr. Sterner. Well, at one time he didn’t represent these other com- 
panies, these other people. So at that time he was a full-time em- 
ployee, and I have never considered him any different. 

Mr. Boiirne. Mr. Chairman, I have a question. Mr. Steiner, how 
many hours a day do you put in your business on the average? 

Mr. Sterner. Do I? 

Mr. Boturna. Yes. 

Mr. Sterner. Oh, eight or nine. 

Mr. Boturne. A day / 

Mr. Sterner. Yes, sir. 

Mr. Botiinc. Do you work for anybody else? 

Mr. Sterner. No. 

Mr. Botuinc. Do you consider yourself employed full time ? 

Mr. Srerner. Yes, sir. 

Mr. Bourne. Mr. Steiner, if you put in 4 hours for yourself and 
2 hours for somebody else, but the 4 hours you put in for yourself were 
all you needed to put in for yourself, w nila you consider yourself 
full time ? 

Mr. Srerver. Well, I think as far as this situation would be con- 
cerned, it would be part time, but as far as the people I was represent- 
ing, it would be full time for them. 

Mr. Borne. Two hours for them would be full time? 

Mr. Sterner. For them, if I could do all they needed in 2 hours. 

Mr. Harpy. Mr. Steiner, you don’t believe that, do you? You are 
not trying to tell this subcommittee that you consider the relationship 
on the part of the employer and on the part of the employee to be 
opposite ? 

Mr. Sterner. Well, I had a fellow estimating for me, and all he put 
in was 4 or 5 hours a day, and that was all full time as far as he was 
concerned. ‘That is all we needed him for. , 

Mr. Harpy. Was that all he worked ? 

Mr. Sterner. Yes, sir. 

Mr. Harpy. He didn’t work—how many hours did he work? 

Mr. Sterner. Four or five hours a day. 

Mr. Harpy. He didn’t work for anybody else? 

Mr. Srerner. No. 

Mr. Harpy. Insofar as his employment was concerned, it was full 
time ? 

Mr. Sretner. As far as I was concerned, I would say so. 
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Mr. Bouuine. What about the time they started working for some- 
body else? Is he full time under that definition ? 

Mr. Srerner. Well, he would be as far as I was concerned. 

Mr. Botzine. How, under your own definition? You just got 
through saying, if I understand the record of what you said, that he 
worked for you full time, for you only. He was a full time ow ee. 

Mr. Srerner. If he put in all the time that was necessary to do the 
job for me, that would be full time, wouldn’t it? It would be full 
time as far as the Job was concerned. 

Mr. Botirne. Mr. Steiner, are you completely satisfied with your 
volume last vear? 

Mr. Srerner. With my volume? 

Mr. Bourrne. Yes, sir. 

Mr. Srerner. No; I am not. 

Mr. Botrine. And yet the man who worked for you a certain 
number of hours a day and didn’t bring you in capacity volume and 
was a full-time employee did all that he could? 

Mr. Sretner. Well, apparently in his own mind he did. 

Mr. Botrane. We are not talking about his mind. We are talking 
about yours. You are the one who signed the statement that he was 
a full-time employee. 

Mr. Sterner. Well, sure, he is a full-time employee, as far as I 
know. He was contacting DOD and the Ordnance Tank Automotive 
Center, as far as I know. 

Mr. Botirne. All he had to do was contact them? He didn’t have 
to produce business to be a full-time employee? You weren't inter- 
ested in results? All you were interested in was a contract? 

Mr. Sterner. Sure, I was interested in results. 

Mr. Bourne. All right. You said within the last few minutes 
that your volume was not as high as you thought it might be, or 
words to that effect. 

Mr. Sretner. That wouldn’t be entirely his concern. 

Mr. Botrina. He is the only person that you have soliciting com- 
mecial and Government business. 

Mr. Sreiner. No; I have another party. 

Mr. Casry. Who is the other person that solicits business for you? 

Mr. Srerner. His name is Walter Brady. 

Mr. Casry. What arrangement do you have with him? 

Mr. Srerner. I pay him 5 percent. 

Mr. Casry. I thought I asked you some time ago, Mr. Steiner, if 
there was anyone else you employed, and you said that some fellows 
had come in and promised to get business for you but had never 
produceal. 

Mr. Srerner. Well, you were talking about just the Government 
business, I understand. I misunder stood you if you meant anything 
else, 

Mr. Casry. This Walter Brady doesn’t get any Government busi- 
ness for you? 

Mr. Sretner. No, sir. 

Mr. Casey. He solicits commercial business ? 

Mr. Sterner. That is right. 

Mr. Casry. Isee. Now, Mr. Steiner, you were interviewed at some 
time by a representative of this sube ommittee ? 
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Mr. Srerner. Yes. He was from the General Accounting Office. 

Mr. Casry. General Accounting Office? 

Mr. Sterner. That is what he told me, yes. I thought he was from 
the Senate committee. I don’t know where he was from. He said hie 
was from the General Accounting Office. Whether it was this com- 
mittee or the Senate committee, I don’t know. 

Mr. Casry. Well, at any rate, did you ever state to anyone that the 
reason for employing a 5-percent representative was that you could 
not afford either a full-time representative nor could you afford to go 
down to OTAC, as that would result in you losing about $25 an hour / 

Mr. Sterner. I don’t know whether I said $25 an hour. I said the 
rest of it; yes. 

Mr. Casey. You said the rest of it ? 

Mr. Srerner. Yes. : 

Mr. Casry. You couldn’t afford a full-time representative? Is that 
what you said ? 

Mr. Srerner. Yes, sir. 

Mr. Casey. And yet you signed 

Mr. Harpy. Just a minute, Mr. Casey. 

Mr. Steiner, we have gotten some previous testimony from you 
which it is difficult for me to comprehend as truthful testimony from a 
man with the intelligence that you appear to possess. I want to give 
you the opportunity if you can do so, to review this testimony and to 
correct it if you find errors in it. And I am afraid that some of it is 
not going to look good. If you would like that privilege, I will give 
you the opportunity to go back over it, because how can you testify 
as you-have done about what you consider to be the employer-employee 
relationship between yourself and Mr. Lippitt, and in the face of that 
testimony, you have stated that you could not afford to employ a full- 
time man asa salesman. I think you will readily recognize the con- 
flict in your own testimony. So the subcommittee wants to be entirely 
reasonable and fair. 

Mr. Srerner. Where does it conflict? I don’t follow you. I 
couldn't afford a full-time employee, and yet I hired Mr. Lippitt? Is 
that—— 

Mr. Harpy. You hired Mr. Lippitt and you testified that he is a full- 
time employee. Now, if you don’t see any inconsistency in your testi- 
mony and you want it to stand, it is satisfactory to the subcommittee. 

Mr. Srerner. What I meant was that I couldn’t afford a full-time 
employee on a salary. I mean if I had to employ him full time and 
pay him a salary, I couldn’t afford to do that, no. 

Mr. Harpy. I understand then that you want to leave your testi- 
mony just as you have given it ? 

Mr. Horrman. Well, in fairness to the witness, what he says is this: 
He says he couldn’t afford a full-time man on a salary. Now, he might 
be able to get somebody in that he figures is full time on a commis- 
sion. Anyway, the question wasn’t right to him because—— 

Mr. Harpy. Let us go off the record. 

(Discussion off the record.) 

Mr. Harpy. Back on the record. 

Mr. Sterner. I did not intend to make any inconsistent statements. 

Mr. Harpy. I felt certain that you did not. 

Mr. Casry. Do you know Mr. W. S. Venson? 

Mr. Sterner. Yes, sir. 
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Mr. Casey. And he is connected with the Tank Automotive Center? 

Mr. Sretner. No. He is connected with the Detroit ordnance dis- 
trict, I believe. 

Mr. Casey. I believe so. Now, has he been to your plant? 

Mr. SretNer. Well, his representatives have. I understood they 
represented him, yes. ; 

Mr. Casey. For the purpose of examining your facilities? 

Mr. Steiner. Yes, sir. 

Mr. Casey. And did they ask you about the connection between 
the Hart Hydraulie Co. and the Steiner Machine Products Co. 

Mr. Sterner. I don’t recall. It has been a while ago. 

Mr. Casey. The Hart Hydraulic Co. is not a successor to the Steiner 
Machine Co., is it? 

Mr. Sretner. No. 

Mr. Casey. They are both still in existence ? 

Mr. Sreter. That is right. 

Mr. Casey. I have no further questions, Mr. Chairman. 

Mr. Harpy. Are there any questions from the subcommittee ? 

Mr. Sterner. You know, you bring up this question of 5-percenters. 
I might add here that I don’t think the Army does anything to do 
away with them. I don’t like it. I mean here, your man said to me, 
“Well, do you think you have to pay 5 percent to get Government 
business?” TI said, “No, I shouldn’t have to.” But here, they give 
out IFB’s. If you aren’t one of the first ones to get the IFB, you 
don’t get any print. So what good is the IFB without any prints? 

Mr. Casry. Is this because there aren’t enough prints to go around ? 

Mr. Srerner. Yes. 

Mr. Casey. In other words, you have to be on the spot to get an 
1FB to bid 

Mr. Sterner. You have to be on the spot to get prints. I have been 
down there myself and looked over the board and asked for an IFB, 
and I have made a request for it in writing, and when it comes out, 
there is no print with it. Here is how the Air Corps works—I don’t 
know whether I am getting everything I should from the Air Corps— 
but a while ago the Air Corps sent me four or five pamphlets and they 
said, “Mark off what work vou can do,” and I did that without any 
contacts there. I get IFB’s from the Air Corps with the prints. 
Maybe I am not getting every one of them because there aren’t prints 
to go around, but you are talking about 5-percenters and they do 
nothing to do away with them. I mean if they did away with them, 
maybe it would cost the Government a little bit more money to print 
40 blueprints instead of 5 or 10 or whatever they do print—I don’t 
know how many they print—but it would save them money in the end. 

Mr. Horrman. What you mean is you would rather deal direct 
and get the business than hire someone? 

Mr. Sterner. Why, sure. But how can I get away from it? 

Mr. Horrman. If you hire a 5-percenter it is because you think you 
are forced to do it? 

Mr. Sretner. If I don’t I don’t get prints. I mean I can’t run the 
place and be down at. Tank Automotive Center asking the IF'B’s, so 1 
have to have someone do it for me. 

Mr. Horrman. And you don’t have anybody in Washington who is 
close to the people who award the contracts that could get one for you? 
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Mr. Srerner. No, I don’t. What I meant about Lippitt, if he didn’t 
bring any business in as a lot of salesmen do, you can’t afford to pay 
him, “and if he was on a salary, that’s what you get lots of times—all 
they do is loaf all the time. So about the only equitable thing you can 
do is pay them a percentage or pay him a fee for the work he brings in. 

Mr. Harpy. In other words, you find that having a repres sentative 
that you have to pay a commission to is necessary in order to get Goy- 
ernment business ¢ 

Mr. Sterner. I don’t have any other way to do it. I haven’t the 
time to run the plant and to be down there too. 

Mr. Harpy. And he does perform a service 

Mr. Sterner. Yes. 

Mr. Botirne. Mr. Steiner, one of the things that bothers me about 
this whole business is the number of people who are qualified to do 
a certain job. Now, how many people would you say that you know 
of who are able to do the kind of work that you are in this weed 
I mean would you guess¢ That is a very tough question. don't 
expect a specific answer. What I am trying to do is to get e the 
Ordnance problem, because it is not a question of 5 or 40 prints. 

Mr. Steiner. I do personally, or the shop? What do you mean? 

Mr. Botirea. err the shop does. 

Mr. Sretner. I don’t know. There must be thousands of them, 
aren't there ? 

Mr. Bouiine. Are you suggesting that the only answer to the elim- 
ination of 5-percentagers would be that they make thousands and 
thousands of prints on each job? 

Mr. Sterner. Well, I have been down there at bid openings and the 
most there has been there is less than 50. There have been forty some. 

Mr. Boriine. All I want to do is bring out—I am not trying to de- 
velop an argument. Al] I was trying to do was bring out the other 
side of the dilemma, a real dilemma, because if there are, in this coun- 
try, a great many people, hundreds and thousands of people who can 
do the same work and then you ask that they prepare prints for each 
one of the ones who are able to do that work so that everybody has a 
fair chance, you would get into a real dilemma, a dilemma of expense 
for the Government. 

Mr. Srerner. Yes; you would. But my point is: The Air Corps 
is doing it some way or other. I don't know how they operate. 

Mr. Borirne. Or from your experience they appear to be / 

Mr. Sretner. That is right. They are down there in Dayton, 
and I have no representative there, and I still get IFB’s and prints 
from there. 

Mr. Casey. Have you got a contract with the Air Force ? 

Mr. Sterner. No; I haven't. 

Mr. Casey. You haven’t been the low bidder or have you submitted 
bids ? 

Mr. Srriner. I have submitted bids; yes. I have never been 
successful. 

Mr. Casgy. Have you operated without the services of Mr. Lippitt ? 

Mr. Srerner. Well, not since 1946 or 1947 when he came with me. 

Mr. Casey. Did you operate without him before then? Did_you 
have anyone representing you in the same capacity before Mr. Lip- 
pitt came with you? 

Mr. SrerNer. I had someone else, yes. 
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Mr. Casey. I have nothing further. 

Mr. Boturne. That is all. 

Mr. Sreiner. Now, about the inconsistencies in my testimony, I 
think I have straightened that out. 

Mr. Casey. It may be, Mr. Steiner, that you had just a narrow in- 
terpretation of a full-time employee. 

Mr. Srerner. I still say if the man does all that is necessary, why 
isn’t he full time as far as Tam concerned? It might not be so on his 
part, but as far as Tam concerned he is doing a full-time job for 
me. 

Mr. Horrman. Maybe I didn’t hear it all, but as I understand what 
they are getting at, you signed some sort of a statement here with 
the Ordnance Departme nt in which you said that you couldn't afford 
to hire a full-time man. 

Mr. Casry. That is not the statement. Mr. Hoffman, that he signed. 
He signed a statement saying that he has not employed anyone to 
solicit the contract other than a full-time employee, indicating that 
he considered Mr. Lippitt a full-time employee. 

Mr. — nN. Didn't he say so here today ¢ 

Mr. Casey. And he does now, and I say his difficulty is that he has 
put a narrow interpretation upon the term “full- time employee.” 

Mr. Horrman. But he said the same thing both times. 

Mr. Harpy. Ina statement which he says he made, he said he could 
not afford a full-time employee. 

Mr. Horrman. And now he says he has one. 

Mr. Harpy. That is right. 

Mr. HorrMan. Well, maybe he has changed his mind. 

Mr. Sremner. I qualified that by saying I couldn't afford a full- 
time employee on a salary basis. 

Mr. Harpy. Let us go off the record. 

(Discussion off the record. ) 

(Witness excused. ) 

Mr. Casry. Is Mr. Jack Snyder here? 

Mr. Snyper. Yes. 

Mr, Casey. Mr. Chairman, we have considered this matter involv- 
ing Mr. Snyder, and I don't believe that there is anything that Mr. 
Snyder has that can contribute to the matter that we are consider- 
ing here, so I suggest that he be excused. 

Mr. Harpy. All right. Mr. Snyder you will be excused. Thank 
you. 

(Whereupon, Stanley Pilarski and Joe Nashar were sworn.) 


TESTIMONY OF STANLEY PILARSKI, PRESIDENT, VICTORIA 
MOTOR SALES 


Mr. Casry. What is your full name, sir? 

Mr. Pruarsk1. Stanley Pilarski. 

Mr. Casey. And you are his attorney are you? 

Mr. Nasuar. My name is Joe Nashar. I am the manager. 

Mr. Prnarskt. He is running my place. 

Mr. Casey. And vou are president of the Victoria Motor Sales? 

Mr. Pmarskt. That is right. 

Mr. Casey. And do you have contracts with the Detroit Tank Auto- 
motive Center ? 

Mr. Prarskt. Yes. 
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Mr. Casey. What is the nature of your business? 

Mr. Pucarsxi. Dealer and manufacturer. 

Mr. Casry. And are you the sole owner, Mr. Pilarski? 

Mr. Pruarsxi. That is right. 

Mr. Casry. How long has that company been in existence? 

Mr. Pimarsxi. Since 1942. 

Mr. Casey. Mr. Nashar, do you work on a salary ? 

Mr. Nasnar, Yes, sir. 

Mr. Casey. Do you work on a commission basis at all ? 

Mr. Nasuar. Strictly salary. 

Mr. Casey. Strictly salary? 

Mr. Nasuar. That’s right. 

Mr. Casry. Now, do you employ anyone on a commission basis, Mr, 
Pilarski? 

Mr. Pruarsxi. Nobody. 

Mr. Casry. Are you a Hudson automobile dealer ? 

Mr. Pinarsxt. Hudson and Willys. 

Mr. Casry. Do you have any manufacturing facilities at all? 

Mr. Punarskt. Yes. I am a tool maker. 

Mr. Casry. A tool maker? 

Mr. Pinarskt. That is right. 

Mr. Casey. And do you manufacture any automotive parts? 

Mr. Pinarskr. Yes; during the last war, and now, too. 

Mr. Casey. Do you have any facilities in operating condition at the 
present time? 

Mr. Privarsxi. Sure. 

Mr. Casey. What is the nature of the facilities you have? 

Mr. Nasuar. We have screw machines, punch press, drills, grinders, 
mills. 

Mr. Casey. When did you put those machines in operation? Have 
they been put in operation recently ? 

Mr. Pruarski. About a year ago. 

Mr. NAsuar. They were run all during the war. 

Mr. Piuarski. The last war. 

Mr. Harpy. Do I understand, then, that they were running during 
the war and then they were put out of operation and put into stor- 
age? 

Mr. Pinarskt. Storage. 

Mr. Harpy. And you recently reinstalled them ? 

Mr. Pivarsxkt. That’s right. 

Mr. Casry. Who is Mr. Salla—M>. Walter Salla? 

Mr. Naswar. He is one of our employees. 

Mr. Casey. Did he work in the overhauling of any of these 
machines ¢ 

Mr. Nasuar. Yes. 

Mr. Casry. Does he do some of the work under these Government 
contracts in his basement or garage? 

Mr. Pmuarsxr. Yes. He was doing finishing on some stuff. 

Mr. Casry. And has the machinery that he has been working with 
at home been moved into your place? 

Mr. Prnarsxi. Some of them ; yes. 

Mr. Casey. Some of it has? 

Mr. Piuarsxt. Yes. 
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Mr. Casry. What machinery has been moved into your place? 

Mr. Prnarski. Screw machine. 

Mr. Casey. A screw machine / 

Mr. Prvarsxi. Yes. 

Mr. Casry. When was that moved in? 

Mr. Prmarsxi. I would say about May. 

Mr. Casry. May of this year ¢ 

Mr. Pmarsxt. Yes. 

Mr. Casey. Do you have some subcontractors that work for you! 

Mr. Pinarski. Some parts—some percentage. 

Mr. Casry. Some percentage / 

Mr. Prearskt. Yes. 

Mr. Nasuar. We have some of our own work where we subcontract 
part of the job, and we either finish it or we do the primary work 
and have the second operation done out. 

Mr. Casey. I see. Is the Ray Manufacturing Co. one of your 
subcontractors ¢ 

Mr. Nasuar. Yes. They have done some of the operations for us. 

Mr. Casry. And the Kane-Scott Corp. ¢ 

Mr. Nasuar. Yes, sir. 

Mr. Casry. Now, do you have the records there on contract 15863 ¢ 

Mr. Nasnar. Yes, sir. 

Mr. Casry. Was that for 14,000 studs at $1.95 a piece / 

Mr. Nasnar. Yes. 

Mr. Casry. Was that work subcontracted to the Kane-Scott Corp. 
at a unit price of $0.95 a piece 4 

Mr. Nasrar. Part of the job, yes. 

Mr. Casry. What part of it was subcontracted / 

Mr. Nasnar. We started to blank the stud. We run into some of 
the scrap, and that’s where part of the overhauling in the machine 
came in, and we had to subcontract the blanking of the stud and 
part of the threading of it. We, in turn, get the studs. We have 
to clean them, burr the studs, inspect them, pack them and ship them. 

Mr. Casey. In other words—— 

Mr. Nasnar. And all that has to be gaged, and it is a fussy part. 

Mr. Casry. In other words, the studs were actually manufactured 
by the Kane-Scott Corp., but there were other certain finishing op- 
erations, and the packing had to be done by your corporation after- 
wards? 

Mr. NasuAr. Yes, sir. When we got the part from Kane-Scott, 
it was not a finished part. 

Mr. Casey. I didn’t get clearly the part that the screw machine 
played in this thing. Did this break down during the course of the 
performance of the contract ? 

Mr. Naswar. We were set up on these studs, and evidently one of 
the cams on the screw machine was off and we had to scrap approxi- 
mately 4,000 to 6,000 studs. While this one machine was tied up, we 
didn’t know—it may have been tied up—in order to get the material 
out and not be held up on our delivery, we subcontracted the part that 
we would have done on that particular machine. 

Mr. Casey. Well now, do you have the records on contract No. 
15940? 

Mr. Nasuar. Yes, sir. 
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Mr. Casey. And were you awarded item 3—A, 12,000 pins at $1.091,? 

Mr. NasHar. Yes, sir. 

Mr. Casry. Were you awarded item 3-B, 4,000 pins at $1.0914 / 

Mr. Naswar. Yes, sir. 

Mr. Casey. Did you subcontract those to Kane-Scott for $0.45 a 
piece / 

Mr. Nasnar. Part of the operation, yes, sir. 

Mr. Casey. What part of that operation did you subcontract ? 

Mr. Nasnar. We sublet the blanking and part of the grinding of it. 

Mr. Casey. Part of what? 

Mr. Nasnar. Part of the grinding. 

Mr. Casrey. What work was left for you to do on that contract 
after you got it from Kane-Scott ¢ 

Mr. Nasnar. Well, there was knurling to be done on that, and that 
had to be blackened, cleaned, inspected, and all of those parts had 
to be gaged, packed, and delivered. 

Mr. Casry. What is knurling? 

Mr. Nasuar. Knurling is on the end of—well, it is something like 
you might take a screw that has a serration on it so your hand don't 
slip—your finger don’t slip on the knob. 

Mr. Casry. Now, you mentioned inspecting a couple of times. 
Aren't these parts inspected by the Government before they are 
accepted / 

Mr. Nasnar. They are inspected by us first. They have to be 
gaged. We pass our own inspection on it. Then it is inspected by 
the Government inspector. Otherwise, if we had all this stuff and 
did not inspect it and the inspector came along and inspected part of 
these here, and they weren't all inspected, he would go along and pick 
out so many here and so many there. They don’t have time to 
go through and inspect 10,000 or 5,000, whatever it may be, or they 
would be spending the day with us. 

Mr. Casey. Well, you inspect it for your own protection as thie 
prime contractor. 

Mr. Nasuar. That is right. Otherwise, we would be sending this 
stuff out without inspection, getting it all back, and then we’ve got 
another overhead expense. 

Mr. Casry. Now, Mr. Pilarski, to refresh your recollection, did you 
have some trouble involving the Carter Carburetor Co. ? 

Mr. Pinarskt. Yes, I did. 

Mr. Casry. Would you care to tell the subcommittee exactly what 
that was? 

Mr. Nasuar. May I explain that, sir? 

Mr. Casey. Yes. 

Mr. Nasnar. Well, that was on an IFB that was approximately— 
well, it was a little over 3 years ago—which called for a carburetor 
kit on a jeep engine, which we are an authorized Willys agent, and 
we were submitting a Hygrade kit as an equal. That called for a 
Carter kit “or equal,” and we submitted this Hygrade kit as an equal. 
At the time of the opening, we were low bidders. 

Mr. Casey. $2.35 a piece ? 

Mr. Nasnir. That is right. Then I believe that was when ASX 
1222 domestic storage was revised, and we weren’t up to date on the 
revision. There had to be some change made that we weren’t aware of. 

Mr. Casry. What was that that was revised / 
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Mr. Nasnar. The packaging on it. 

Mr. Casey. The packaging specifications on that particular kit? 

Mr. Nasuar. That's right. Which we had a price of $2.85, and then 
we never got the contract. Evidently we were nonresponsive, and I 
believe the next lowest bidder on that was someone else with a Carter 
kit that I believe got the business. They claimed that the Hygrade 
kit wasn’t an equal at the time, and probably 9 months to a year later, 
it was approved—that Hygrade kit was approved. We got a letter to 
that effect, that it was approved at a later date. But at the time, it was 
not approved as an equal. 

Mr. Horrman. You submitted it as an equal ? 

Mr. Nasuar. That’s right. 

Mr. Botirne. What is a Hygrade kit ? 

Mr. Nasuar. A Hygrade kit is—well, you might-say this Hygrade 
kit would be like substituting a Champion spark plug for an Auto-Lite 
oran AC. It is another outfit that makes carburetor kits or electrical 
equipment and stuff like that like Auto-Lite would make spark plugs 
or points, and Deleo-Remy would make points or coils, practically the 
same as you might say 

Mr. Botuine. Hygrade is an “or equal’? 

Mr. Nasnar. That’s right. 

Mr. Horrman. What was the trouble? He said there was some 
trouble. What was that? 

Mr. Nasnar. At the time this Hygrade kit was not approved. It 
wasn’t an equal at the time. 

Mr. Horrman. Where does the trouble come in? 

Mr. Casey. We are getting to the trouble now, Mr. Hoffman. 

Mr. Horrman. Oh, all right. 

Mr. Casey. Now, at the time that you submitted that bid. did you 
receive some telephone calls from some people outside of the Ord- 
nance Department ? 

Mr. Nasuar. I believe Mr. Pilarski did. 

Mr. Pivarskt. I did. 

Mr. Nasnar. He got a call saying that 

Mr. Harpy. Maybe we had better let Mr. Pilarski testify about the 
call he got. 

Mr. Pinarskt. It was Thursday, Friday, and Saturday. The last 
call 1 received Saturday. 

Mr. Casry. Three calls in a row? 

Mr. Pruarskt. Three calls in a row, each day. 

Mr. Casey. What was the substance of the calls? 

Mr. Pinarskt. First he approached me to withdraw 

Mr. Nasuar. Withdraw the bid. 

Mr. Casey. Withdraw the bid? 

Mr. Pinarsxt. That’s right. 

Mr. Botiine. Who? 

Mr. Pmarskr. Carter Carburetor. 

Mr. Casry. That is, the person who called you represented that he 
was from the Carter Carburetor Co. 

Mr. Pinarsxt. Yes. It was a long distance call from St. Louis. 

Mr. Casey. And what was the reason he asked you to withdraw the 
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Mr. Pinarskt. He told me I am a Willys dealer, a Willys dealer 
using a Carter carburetor kit—* You shouldn’t represent,” you know, 
“Hygrade kit to the Government.” 

Mr. Casey. In other words, you were bidding on a Carter car- 
buretor kit and you had no business doing 

Mr. Nasuar. No. He was bidding on a Hygrade kit, and Carter 
told him as a Willys dealer that he couldn’t bid on a Hygrade kit, 
that Willys uses a Carter kit. 

Mr. Pitarskt. He told me I am going to lose my franchise if I am 
not going to withdraw from Hygrade. 

Mr. Horrman. What was that ? 

(Answer read.) 

Mr. Casey. He is a Willys dealer. 

Mr. Horrman. Oh, secondary boycott. 

Mr. Casry. Yes. This call was made 

Mr. Pinarskt. On Friday—on Thursday and Friday, and on Satur- 
day he called back again, a long-distance call. He told me—he asked 
me, you know, I told him, “I am going to stick to it,” and he finally told 
me, he asked me how much money I would take, you know, to back 
out from the deal, and he asked me, “Will $5,000 be enough if you 
withdraw from the deal?” 

Mr. Casey. He asked you if $5,000 would be enough if you with- 
drew from the deal ? 

Mr. Pitarskt. That’s right. 

Mr. Casey. And you refused to withdraw ? 

Mr. Pivarsxt. I refused. 

Mr. Harpy. Was that at a period when no determination had to be 
made as to who it would be awarded to? 

Mr. Naswar. That’s right. 

Mr. Pinarsxt. Then, after I told him that I refused, you know, 
such and such a thing, then he told me, he said, “I don’t care. You 
know how much money we are going to spend. Carter Carburetor 
is going to get the order.” 

Mr. Casry. Did he identify himself by name? 

Mr. Pinarskt. Well, at the time, yes, but it was 3 years ago. I 
don’t think I could tell now the name. 

Mr. Casey. Do'you remember the name now? 

Mr. Pinarsxi. No, I can’t. It’s so long ago. It’s about 3 years 
ago. 

Mr. Casry. You don’t remember the name, Mr. Nashar? 

Mr. Nasuar. I remember hearing the name but being 3 years ago, 
when Mr. Black was up, he asked me if I remembered the name, and 
I don’t remember, to be frank. 

Mr. Boutuinc. Do you still have your Willys franchise ? 

Mr. Nasuar. Yes, without the contract? 

Mr. Bouuixc. How much was that contract? What was the gross 
amount of that contract ? 

Mr. NasHar. Approximately, $141,000. 

Mr. Botiine. You got a firm offer of at least $5,000 to withdraw ? 

Mr. Pinarsxt. That’s right. 

Mr. Boritnc. How was it that you were able to bid with the right 
specifications for this Hygrade kit which concerned the Carter Car- 
buretor so much, or is that a trade secret ? 
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Mr. Nasuar. No. At the time, Mr. Pilarski asked a friend or an 
acquaintance that worked for Hygrade or a representative that worked 
for Hygrade, and he told them about this, that he wanted to bid 
on these carburetor kits and he wanted to know whether Hygrade 
had a kit that would be equal to the Carter kit, this certain number for 
the jeep carburetor, and he said, “We can make the kit up if we don’t 
have it.” The next thing was the price. They gave him a price 
on it. They would have to make this kit up, which would have been 
equal to their knowledge. Later they found out that it wasn’t, and 
they wanted to know why or something, and they got that squared 
around, but we didn’t get the business. 

Mr. Botiine. Let me get this straight: This Hygrade kit wasn’t an 
equal at the time that the bid was in controversy, but about a year 
later it was? 

Mr, Naswar. That’s right. 

Mr. Botuirne. Now, let us identify Hygrade. That is giving me 
some difficulty. I didn’t realize it was a trade name. 

Mr. Nasuar. That is a trade name. 

Mr. Botitine. What is Hygrade? It is a company, isn’t it? 

Mr. Nasuar. It is in New York. 

Mr. Botuine. Hygrade what? 

Mr. NasHar. Hygrade Products. 

Mr. Casey. Mr. Nashar, do you remember the circumstances con- 
cerning these telephone calls distinctly ¢ 

Mr. Nasuar. Just what Mr. Pilarski told me. 

Mr. Pivarskt. That time, Mr. Nashar was working for somebody 
else, for some other outfit. 

Mr. Casry. Now, Mr. Pilarski, do you remember the price of the 
kit that was actually awarded on the contract by Ordnance? 

Mr. Prinarskt. $2.74. 

Mr. Casry. $2.74? 

Mr. Pmarski. Right. 

Mr. Casey. Now, would it be permissible for you to have withdrawn 
your bid once you submitted it to the Ordnance Corps? 

Mr. Nasuar. No, sir. 

Mr. Pmarski. No. 

Mr. Casry. Did some employee of the Ordnance Corps call your 
company and tell you that you could withdraw that bid ¢ 

Mr. Pinarskt. I don’t remember. 

Mr. Harpy. Let us have a little consultation here for a moment. 

(Discussion off the record. ) 

Mr. Harpy. Go ahead, Mr. Casey. 

Mr. Casey. Mr. Pilarski, you discussed this situation with Mr. Black, 
did you not ? 

Mr. Pinarskt. Yes, we did. 

Mr. Casey. And that discussion with Mr. Black took place within 
the last 3 or 4 months, did it not, Mr. Pilarski, and at the time you 
talked with Mr. Black, you knew the employee’s name who called you, 
didn’t you, Mr. Pilarski ? 

Mr. Pivarskti. I don’t remember. 

Mr. Naswar. May I answer that. sir? Mr. Black asked us about 
that, and there wasn’t a call. We went down to the Ordnance. We 
made the call down there, a personal cail, when they were out at 
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Mr. Harpy. When you say “we,” who do you mean ? 

Mr. Naswar. Mr. Pilarski and myself. 

Mr. Harpy. Didn’t I understand you a while ago to indicate that 
you were not, at the time of this contract, employed 

Mr. Pmarskt. Tasked Mr. Nashar to go with me. 

Mr. Nasuar. I was with a Willys distributor and Mr. Pilarski was 
one of our dealers and it was up to the distributor to see that they got 
the parts situation taken care of, whether it was Mr. Pilarski or any 
of the other dealers at no cost to the dealer, and it was my place to 
do that. 

Mr. Casry. Mr. Chairman, I should like to show this statement to 
the witness merely for the purpose of —e him whether it refreshes 
his recollection as to who that employee wa 

Mr. Harpy. Very well. Show Shek, 

Mr. Casey. Take a look at this and see if it refreshes*your recol- 
lection. 

Mr. Nasuar. That was who we went down to see at his own office. 

Mr. Horrman. Mr. Chairman, does that hook up with what you 
are getting at? He says he went down to see this man. 

Mr. Casey. That is all right. 

Mr. Nasuar. Yes. There was a personal call down there. 

Mr. Pivarsxr. At Ordnance. 

Mr. Casry. Now, will you relate the circumstances of that visit down 
to Ordnance. 

Mr. Nasuar. Well, we went down there to find out what the packing 
specifications were on that, and they asked us whether we knew what 
the packing specifications were which we weren’t too familiar with 
after there had been a change made. 

Mr. Casry. Who did you speak to down there? 

Mr. NasHar. I don’t remember who the first fellow was that we 
talked to, and then he referred us to Mr. DeLoria. 

Mr. Casry. And Mr. DeLoria was chief of procurement at the 
arsenal ? 

Mr. Naswar. That’s right. 

Mr. Casey. And still is? 

Mr. Nasuar. He is out at the arsenal. And he said, “Well, we 
are not down here to run people out of business. We want to see 
that — gets a fair shake. If you are capable of fulfilling 
this contract, it is yours. If you can’t meet the qualifications, the 
parts don’t mie specifications or—” Wait a minute—— 

Mr. Casry. Mr. Nashar, were you employed by Mr. Pilarski at 
this time? 

Mr. Nasnar. No, sir. 

Mr. Casry. Were you there? 

Mr. Naswar. Yes, I was there. I am trying to think just what 
the exact words were. But that was 3 years ago. You will have to 
excuse my memory for that. He said, “We are not here to have people 
lose money * * *” because we were trying to find out about the 
packaging specifications and we were w orking close, and at the time 
the kit would cost us approximately $2.09, I think it was, and the 
packaging at the time would run approximately 27 or 28 cents, and 
we didn’t figure the packaging would run that much, so we tried to 
get more money on it for the packing because we weren't too fa- 
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miliar—well, after you sign an invitation for bid and it 1s opened, 
it is your baby. 

Mr. Casey. It had been opened ? 

Mr. Naswar. Yes, sir. 

Mr. Casry. It had been opened, but there had been no public open- 
ing of the bid, had there ? 

Mr. Naswar. It was opened; yes. This was after the opening. 

Mr. Casry. After the opening ? 

Mr. Naswar. Yes. 

Mr. Harpy. But no award ? 

Mr. Nasuar. No award, because at the time of the opening, I sat 
in on the opening with Mr. Pilarski and they asked us what we were 
going to submit because we—we were going to submit a Hygrade 
kit. but when we told them we were going to submit a Hygr: ade kit, 
thev asked if we had the number of it. We didn’t have the number 
of the kit, but we were going to furnish this Hygrade kit equal to 
the Carter, and that is what the holdup was. We didn’t have a sample 
to submit. 

Mr. Casry. Well, now, let us go back, Mr. Nashar: Yoy submitted 
a bid on a Hygrade kit? 

Mr. Nasuar. That’s right. 

Mr. Casey. You represented it to be “or equal” to the Carter car- 
buretor kit ? 

Mr. NasHar. That’s right. 

Mr. Casry. The bids were opened? 

Mr. Nasuar. That’s right. 

Mr. Casry. You were the low bidder? 

Mr. Naswar. That’s right. 

Mr. Casey. When did you first feel that there was some difficulty 
about the packaging specifications? 

Mr. Nastar. When we started to find out the variation between our 
bid and the next lowest bidder, we wondered why there was such a 
variation. Then we went to find out about packing. We took an ap- 
proximate figure on packing, which before that they had a com- 
mereial pack—— 

Mr. HorrmMan. Did you think that you might have underestimated 
the « ost of the packing? 

Mr. Naswar. Yes. That is where it was. We figured that the pack- 
ing would probably run approximately 10 cents because it would al- 
ready be boxed and we would mark the parts and ship them. But then 
when each part had to be processed and there was approximately, I’d 
say 30 to 40 little parts in there that had to be processed, it ran the 
packing cost a little more than that dime that we expected. 

Mr. Casey. What actually happened? Did you withdraw your bid? 

Mr. Nasuar. No. Evidently we were found nonresponsive. 

Mr. Casgy. You say “evidently.” Did they tell you that you were 
nonresponsive ? 

Mr. Naswar. It was held up for something or another. That I 
don’t know. But we were trying to find out ‘whether this Hygrade 
kit would be approved, and Hy grade v yas supposed to submit a sample 
of this kit with either prints or whatever it might be so they could 
compare it with the Carter. 
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Mr. Horrman. Counsel asked you if you did withdraw your bid 
Did anybody ask you to withdraw your bid? 

Mr. Nasuar. No, sir. 

Mr. Bouuine. Mr. Pilarski, after you found the differential between 
what you thought the packing was going to be and what it actually 
was going to be, were you sorry that you weren’t found responsive / 

Mr. Pitarsxt. No, I wasn’t sorry. We never even discussed it afte: 
that because we didn’t have any chance. We just walked away from 
the Ordnance and I was sure we got the job, you know. 

Mr. Boitine. If I understood Mr. Nashar correctly, your cost in 
producing the Hygrade kit was $2.09? 

Mr. Pivarskt. Yes. 

Mr. Bourne. Instead of the cost of the packing being approxi 
mately 10 cents, it was going to be 27 or 28 cents? 

Mr. Pivarskt. Yes. 

Mr. Botziinc. Which adds up to $2.37 or $2.38, and you bid $2.35; is 
that right? 

Mr. Prnarskt. That is right. 

Mr. Boturne. So you weren't sorry to lose the bid? 

Mr. Pitarskt. No; I was not sorry to lose the bid, but still—— 

Mr. Horrman. Did they lose it? 

Mr. Pinarskt. Sure. 

Mr. Nasuar. It was nonresponsive. 

Mr. Casey. They believe it was nonresponsive although no one told 
them why they didn’t get the award. 

Mr. Horrman. I don’t know what this is all about. It happened * 
years ago. Did they make too much money ? 

Mr. Nasuar. We haven’t made enough. 

Mr. Botiinc. He didn’t lose. 

Mr. Harpy. Let us go back just a little 

Mr. Horrman. And when you go back there, straighten this thing 
out for me so I know what the situation is. I don’t know what is 
happening here. 

Mr. Harpy. I think I can. 

How soon after the bids were opened did you receive these telephone 
calls from Carter? 

Mr. Pinarsxt. I would say about the next day. 

Mr. Harpy. And you received three calls? 

Mr. Pivarski. Three calls, one day after day. 

Mr. Harpy. And those calls were urgently urging you to withdraw 
your bid; is that right ? 

Mr. Prarsxt. That’s right. 

Mr. Harpy. I believe you testified that you could not withdraw 
your bid. 

Mr. Pruarskr. Pardon me? 

Mr. Harpy. I believe you testified that you could not withdraw your 
bid. You said it was a firm bid. 

Mr. Priarsxi. That’s right. 

Mr. Harpy. So the only basis on which you could withdraw your 
bid was by consent of the Ordnance Department ? 

Mr. Pruarskt. That’s right. 

Mr. Harpy. All right. Now, how soon after these telephone calls 
was it that you made your trip to discuss this matter with Mr. 
DeLoria ? 
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Mr. Prvarskt. I think we discussed it—I think it was—it was Thurs- 
day, I think, Thursday and Friday, something like that. 

Mr. Harpy. During the following week ¢ 

Mr. Pinarsxr. The next day, I think. 

Mr. Nasuar. The following day, I think. 

Mr. Puarsxi. The following day after the opening of the bid. 

Mr. Harpy. Was that before or after your telephone call? 

Mr. Prarsxt. Oh, that’s the first day I received, you know, the next 
day after the bid was opened, and that day we went to Mr. DeLoria 
and went to inspection and found out nobody—you know, about the 
processing, you know the kit 

Mr. Harpy. Is it not true that you went to see Mr. DeLoria about 
this packaging proposition after you had received the alleged calls 
from the Carter Carburetor Co. ? 

Mr. Nasuar. No. That was before. 

Mr. Pitarskt. That day I think I had a call after I come back from 
DeLoria, I had a call, I think. 

Mr. Horrman. He had three calls, remember. 

Mr. NaswHar. We went down to see Mr. DeLoria. Then when he 
came back is when he got the call. 

Mr. Horrman. The first one ? 

Mr. Nasuar. Yes; the first call. 

Mr. Harpy. Did Mr. DeLoria at any time give you permission to 
withdraw your bid? 

Mr. Nasuar. No, sir. 

Mr. Horrman. Why don’t we have that gentleman tell us what 
happened down there¢ Apparently, as I understand it, Mr. Hardy, 
the contract wasn't awarded to them. Is that correct ? 

Mr. Harpy. That is right. 

Mr. HorrmMan. Why don’t we ask Ordnance? 

Mr. Harpy. Let us go off the record. 

(Discussion off the record.) 

Mr. NasHar. At the time when they said the kit was not equal, 
the engineers from Hygrade in New York flew to Detroit and they 
went out to the arsenal and talked to somebody out there. Who they 
talked to, I don’t know. The heads of the Hy grade Corp. and some- 
body out at Engineering out at the arsenal] talked the thing over. They 
talked about why the Hygrade kit wasn’t equal to Carter. Who it 
was they talked to, I don’t remember. 

Mr. Harpy. Well, that was straightened out subsequently. The 
thing that we are trying to tie up—— 

Mr. Casey. Mr. Chairman, may I continue ? 

Did you have some information that this Hygrade kit had actually 
been approved prior to the time the bids were opened 

Mr. Nasuar. Yes: that had been approved. Whoever approved it 
evidently went in a roundabout way to get it approved. 

Mr. Casry. What do you mean by that ? 

Mr. NasHar. Somebody else was bidding on a Hygrade kit, too. 

Mr. ae The Piston Service Co. ? 

Mr. Nasnar. I believe it was. They bid on the Hygrade kit, too. 
T hey au are a distributor for Hygrade. 

Mr. Casey. Were they the second low bid? 

Mr. Nasnar. No. 
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Mr. Harpy. So the Hygrade kit was already approved and then 
was subsequently disapproved; is that it? 

Mr. Nasnar. Evidently. That was the story that I got on it. I 
had to be approved, and then again it was not approved. — 

Mr. Casey. Did you know, Mr. Pilarski, at the time you got these 
telephone calls, that your bid was going to be thrown out / 

Mr. Prvarsxt. No. 

Mr. Casry. Then, after your first conversation with Mr. DeLoria, 
you still had hopes of getting the contract at the $2.35 figure 

Mr. Piunarsxt. That’s right. 

Mr. Casry. And you still had hopes of performing the packaging 
insuch a way that you would not suffer a loss in the contract 4 

Mr. Pitarskt. Yes. 

Mr. Harpy. Notwithstanding the fact that you had learned that 
your packaging was going to be more than you thought it was going 
to be, you were not willing to withdraw for $5,000 / 

Mr. Pinarskr. That’s right, because I was approached, you know, 
and I would lose my franchise, and that’s why I would say even if | 
lose that $5,000, vou know, I wouldn’t back out from the deal. 

Mr. Harpy. I think in view of the fact that there is a conflict in 
this testimony with the information which was gathered by our 
investigators 

Mr. Horrman. Why can't I see that information ? 

Mr. Harpy. You can. 

Mr. Horrman. I would like to know what is going on. 

Mr. Harpy. I will be happy for you to see it. 

Mr. Horrman. The way it looks to me, this man here has a low 
bid. They offer him $5,000 to withdraw his bid. He won’t do it. 
But Ordnance doesn’t award it to him. Now, I would like to know 
why Ordnance didn’t award it to him. He lost the $5,000. Did 
somebody else get the $5,000? 

Mr. Harpy. According to his testimony, the reason they didn't 
award it to him was because they determined it was not equal to the 
Carter kit. 

Mr. Horrman. That isn’t the way I got it. 

Mr. Nasuar. That is the way it wound up. 

Mr. Harpy. You did not know whether that was the case or not, 
but that was your belief ¢ 

Mr. Nasnar. That was our understanding; yes. 

Mr. Horrman. Then I want to see the date when that kit was first 
approved and then the date it was disapproved and who the fellow 
was that did it and why, and what other bidders used the same kit. 

Mr. Harpy. I want to start again and put it just as clearly as I 
possibly can put it: Did either of you tell Mr. Black that Mr: DeLoria 
told you that you could withdraw that contract if you desired—thie 
bid, I mean ? 

Mr. Nasnar. No, sir. He must have misinterpreted it. 

Mr. Horrman. All this purports to be is what Mr. Black said they 
said. It isn’t a statement by him. 

Mr. Harpy. That is correct. That is what I am trying to find out. 

Mr. Botting. Mr. Pilarski, what is the answer to the question 4 

Mr. Harpy. Mr. Pilarvski, Mr. Nashar has answered. Did you or 
did you not tell Mr. Black that Mr. DeLoria said that you could with- 
draw the bid and he would agree to it? 
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Mr. Piiarsxt. I think Mr. Joe Nashar explained once already. Mr. 
DeLoria mentioned to us, he said, “If you fellows thinks you are going 
to lose any money on this, you don’t hs ive to ti ake the deal.” 

Mr. Casey. In other words, he did give you permission to with- 
draw your bid? 

Mr. Nasuar. Not exactly. He told us to check on the packing of 
it to find out whether we could perform, because they are not there 
to see anybody lose any money on any contracts or any Government 
business at all, They are not there to run people out of business. 

Mr. Harpy. There seems to be a little bit of conflict in what you 
understand and what Mr. Pilarski understands. In view of these 
circumstances, gentlemen, I think we should have all the records on 
this particular transaction from the Ordnance Department. 


TESTIMONY OF MAJ. GEN. A. B. QUINTON, JR., OFFICE, CHIEF OF 
ORDNANCE 


Major General Quinron. I presume they can be obtained. 

This question of “or equal” bidding has been a very confusing thing 
for years, and as far as I am concerned, it will always remain so. It 
happens that I know Mr. DeLoria is a purchasing man. He is not 
the gentleman that passes upon the equivalency or equal of a product. 
He is not an engineer. That determination would have had to be 
made by the engineer or some technical people at the Detroit Arsenal. 

Mr. Harpy. I think that understanding would be supported by this 
testimony. The question that is here involved is whether or not Mr. 
DeLoria could have authorized the withdrawal of a bid or could have 
secured approval of withdrawing a bid. 

Major General Quinton. Of course, he can testify to that himself. 
I only go to this point: You gentlemen have heard in the course of 
this testimony here about nonresponsive bids, about throwing out bids, 
and giving opportunities after competitive bids are asked, to negotiate 
a contract with another bidder. In this problem right here, there is 
a possibility—not that it existed—that this company being low bidder, 
they don’t want him to lose his money. They say, “Reexamine your 
costs. If this packaging costs more than you had anticipated, your bid 
might have caused you to lose money.” We don’t want to have con- 
tractors lose money. It might have run to the point where we threw 
out the bid and asked for negotiat ions with this company, with Carter 
and other bidders. ‘ 

Mr. Boturne. General, would I be right in thinking that one of 
the reasons you might feel it not wise to award a contract to a man 
who was going to lose money on it would be the possibility that his 
enthusiastic desire to perform adequately on that contract might be 
somewhat limited ? 

Major General Quinton. I may say that my entire service in the 
Ordnance Department—we have gone on the policy that if we should 
think that a contractor would lose money, that, it is bad policy to give 
him that contract. Now, sometimes the bid is so low that your atten- 
tion is immediately focused upon it. You inquire. The man made an 
error. Sometimes we run into this question of mutuality of errors, 
where the bid is so low in comparison with other bids that the atten- 
tion of the purchasing offices have been called to that thing, and they 
inquired about it. We settle cases like that of mutual error constantly. 
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The purchasing man is put on notice. The bid is too low in comparison 
with others, and it is not desired to have any contractor take a contract 
and lose money on it because he is a disappointed contractor. There 
is NO economic sense to it, and there is never a desire. We hold that a 
contractor is entitled to his cost and a fair profit; and certainly, in 
competition, that is certainly so. 

Mr. Harpy. Generally, I think you can understand what are the 
connotations of this whole thing. For that reason, I think it should be 
cleared up, if the records will serve to clear it up. 

Major General Quinton. You wish to have Mr. DeLoria tomorrow / 

Mr. Harpy. Yes. I think we should have him along with all the 
records that are available on this particular contract, 1f we can find 
out what the bid number was and locate the invitation and the contract. 

Major General Quinton. We can do that. 

Mr. Cary. Could you give us that. bid number, sir? 

Mr. Harpy. If we have it. Have we got it? 

Mr. Horrman. In view of your statement, Mr. Hardy, about what 
happened down there on their visit, I want to read to him this state- 
ment signed by Mr. Black. I understand he is a Detroit GAO man, 
who is investigating for the subcommittee. I will read all of it: 

Mr. Stanley Pilarski stated that approximately 2 years ago his company bid 
on it. Pilarski further stated that he received four long-distance calls fron 
St. Louis from a person he believed to be the sales manager of Carter Carburetor 
and each time he was offered $5,000 to withdraw his bid. Victoria was informed 
by an Ordnance employee that they could withdraw their bid. According to 
Pilarski, the award was made to the third lowest bidder, a Carter Carbureto1 
distributor. Pilarski stated that Piston Service, a Hygrade distributor, had 
the approval of an “or equal” kit from Odrnance before the bids were opened 
However, the letter approving the “or equal” was removed from the file. Victori 
was going to furnish a Hygrade kit also. 

The point I had in mind was that before the bids were opened, the 
letter approving was withdrawn. Is that what you meant, that it was 
disapproved ¢ 

Mr. Harpy. No. 

Mr. Horrman. Is that the way you understood it, as I read it here / 

Mr. Nasuar. Approximately. Then there is another mistake. I) 
didn’t go to the third lowest. It went to the second lowest. There wa: 
an error there, too. 

Mr. Horrman. You didn’t tell him or don’t remember telling him 
that it was the third lowest? 

Mr. Meaver. Were both of these gentlemen together when Mr. Black 
interviewed them ? 

Mr. Pinarski. Yes. 

Mr. Meaper. You don’t suppose Mr. Black made this up, do you? 

Mr. Pmarsxi. No; I don’t think he did. 

Mr. Nasuar. He might have put it down in error, that it went to 
the third lowest. It went to the second. 

Mr. Botting. Mr. Pilarski, could it be also that you and Mr. Nashar 
refreshed your memory after you were interviewed by Mr. Black? I 
mean, you could have discussed this matter with him without ref- 
erence to records and so on, and then having discussed it with him 
and knowing of the further investigation on the part of the subcom- 
mittee, you examined into the matter further and refreshed your 
memory / 
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Mr. Pivarskt. This time we just talked, the four of us, and we talked 
about that kit, you know. 

Mr. Horrman. I don’t think the three or four is material, do you ? 

Mr. Harpy. No. 

Mr. HorrMan. I mean, it isn’t vital to the thing, anyway. What I 
would like to know is: How come that Ordnance—if DeLoria told 
them that he didn’t want them to lose money, as the gentleman says 
here, that amounts to a consent, doesn’t it? It amounts to tacit con- 
sent anyway, that “Well boys, it is all off.” Now, I would like to know 
why he did that, [mean why DeLoria did that, whether he heard from 
Hygrade. 

Mr. Harpy. That is just one of the reasons why I want to see the 
files. 

Mr. Horrman. Yes. 

Mr. Harpy. Well, any further questions ? 

Mr. Horrman. And IT would like to know, Mr. Hardy, why that 
letter was removed from the file. 

Mr. Harpy. Yes. That is another aspect of it, why, if this kit once 
had been approved, it was disapproved before the award was made. 

Mr. Horrman. And the letter pulled out. 

Mr. Harpy. That is right. 

Well, any further questions ? 

(Discussion off the record.) 

Mr. Casey. Mr. Chairman, I want to ask this question: Do you have 
any records there that would indicate the IFB number on those kits? 

Mr. Naswar. I don’t have it here. That is 3 years ago. But I 
would imagine that that would be some time in probably the latter 
part of September, 3 years ago, because IT know we were going deer 
hunting. But it seemed to me like it was October. 

Mr. Harpy. Well, the hearing will stand adjourned until 9:30 
tomorrow morning in room 737. 

(Whereupon, at 9:40 p. m., Wednesday, December 12, 1951, the 
heartme was adjourned until 9:30 a.m., Thursday, December 13, 1951.) 
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INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES GOVERNMENT 


THURSDAY, DECEMBER 13, 1951 


House or REPRESENTATIVES, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON EXPENDITURES 
IN THE EXECUTIVE DEPARTMENTS, 
Detroit, Mich. 
The subcommittee met, pursuant to call, at 9:45 a. m. in room 737 
Federal Building, Representative Porter Hardy, Jr. (chairman) 
presiding. 
Present: Representatives Porter Hardy, Jr. (chairman), Richard 
Bolling, Clare Hoffman, Walter Riehlman, and George Meader. 
Also present: Ralph Casey, counsel, and Edward P. Schaffer, staff 
member. 
Mr. Harpy. Let the subcommittee be in order. This morning our 
first testimony will be from representatives of the Chrysler Corp. 
(F. W. Misch was called as a witness on behalf of the subcommittee.) 
Mr. Harpy. Now I notice you have a long prepared statement. The 
subcommittee would like to give you an opportunity to present the 
whole statement if time permits. Can you estimate how long it will 
take to present this statement ? 


TESTIMONY OF F. W. MISCH, ASSISTANT COMPTROLLER, 
CHRYSLER CORP., DETROIT, MICH. 


Mr. Miscu. I think, Mr. Chairman, it will probably take 30 or 45 
minutes. Id like to spend a few minutes with these charts. <As I 
told Mr. Casey, I think that we have anticipated a great many ques- 
tions, and it might be advantageous to us, as well as to you, to try to 
eet all of this statement in the oral part of this, if we can. 

There is one other request I would like to make. I have been suffer- 
ing from laryngitis, and I would like to spend the time with you 
on the questions, and I would also like to work these charts. I would 
like to have Mr. Smith, one of my associates, do the reading of this 
thing. 

Mr. Harpy. He will do the reading on vour behalf ? 

Mr. Miscu. He will do the reading on my behalf; yes, sir. 

Mr. Harpy. That will be agreeable. 

Mr. Horrman. Would it be possible to put the statement in without 
reading it and let Mr. Casey take up, then, those points he thinks 
should be clarified or wouldn’t it? 

Mr. Harpy. That is what I had originally planned. 
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Mr. Horrman. The schedule at the moment looks like it might 
permit him to read the statement because of the delay of another 
witness. Suppose you go ahead, Mr. Misch, and if our time seems to 
be running out on us we may have to insert part of it in the record 
and get it summarized. 

Mr. Miscu. We would appreciate it if we could read it all. We 
think it isa good story. 

Mr. Harpy. We will try and see how our time goes. 

Mr. Smiry (reading). My name is F. W. Misch. I am assistant 
comptroller of Chrysler Corp., 341 Massachusetts Avenue, Detroit 31, 
Mich. My duties include signing most of Chrysler’s contracts wit! 
the Government. 

On behalf of Chrysler, I am here to contribute what we can to the 
correct answer to the problem the subcommittee is studying. 

My statement will be brief, and in order to help the subcommittee 
I have brought along a few charts that will make what I say cleare: 
to you. Before doing so, I should like to make a few observations. 

Some of the testimony presented to this subcommittee implies high 
profits. So far as Chrysler is concerned, I believe we can show that, 
far from overcharging for what it sells, Chrysler has actually saved 
the Government a “great deal of money on the parts business it has 
done with the Government. 

As a large Federal taxpayer, Chrysler is interested in the Govern- 
ment buying at the lowest ultimate cost on all its requirements. In 
the last five calendar years, for example, we have paid to the Federa! 
(jovernment more than three quarters of a billion dollars in taxes. In 
the same 5-year period, we have sold the Government less than $12,- 
000,000 worth of parts, both our own and those we buy from others. 

Chrysler’s net income from its parts business with the Government 
has been nominal and by design has been maintained at a lower level 
than what we have earned on like civilian business. This is our tra- 
ditional practice. During World War II, Chrysler built and de- 
livered to the Government more than 400,000 military trucks, great 
quantities of tanks, tank engines, aircraft engines, antiaircraft guns, 
small-arms ammunition, major airframe assemblies, submarine nets. 
equipment for making atomic bombs, rockets, and many other military 
and defense products. Throughout World War II, Chrysler volun- 
tarily limited its net return on Government business. The result was 
that not once in the Renegotiation Board’s annual reviews of our 
business were we asked to return 1 cent to the Government. 

As I will show, bidding on Government parts business and filling 
the orders we receive is an extremely complex and expensive process— 
far more so than the handling of normal civilian business through 
regular channels. Packaging 1s an important factor. For example. 
we find that on one item, costing one-third of a cent to purchase, 
there is added cost of 5 cents to package according to Government 
specifications. Other items on the same basis run more than 100 
percent. From our experience, the average cost of packaging far 
exceeds the 10 percent used in computations by the subcommittee’s 
staff. 

Chrysler never knowingly charges the Government more than the 
lowest price it charges any other “buyer of like quantities, although 
many Chrysler dealers and distributors normally buy more parts 
from Chrysler than the Government buys from us. I will show that 
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our prices are competitive prices established in a highly competitive 
market, and are fair. 

If the Government can find suppliers to provide parts of like 
quality and render comparable service at lower total cost than it pays 
Chrysler for these things, we certainly believe the Government should 
buy from those suppliers. 

Chrysler performs valuable services on that portion of the Gov- 
ernment parts business that we receive. We believe we perform these 
services efficiently and economically. If it were possible for the 
Government to perform these services itself, which I doubt, I am 
convineed it would cost the Government a great deal more. 

Your problem, as I understand it, concerns the extent to which 
the Army Ordnance Department can, practically, expeditiously, and 
economically buy replacement spare parts and concurrent spare parts 
for military vehicles from the original manufacturers of the parts, 
rather than from the vehicle manufacturer who assembles the parts 
in the finished truck or car. The problems are not the same on replace- 
ment and concurrent parts. 

We will deal first with our military replacement-parts business with 
the Government. 

We have been for many years a major volume producer of specially 
designed, special-purpose military vehicles. As many parts of these 
vehicles as possible are the ones we use for our regular civilian prod- 
ucts, since this means savings for the Government and the taxpayer. 

But there have to be many hundreds of parts specially designed 
for the unusual duty these military vehicles perform. 

For the average military vehicle, it is necessary to have available as 
service parts a minimum of about 1,800 items consisting of parts, sub- 
assembhes, and assemblies. Some subassemblies and assemblies con- 
sist of several or many separate parts, but are treated for replacement 
purposes as single parts. 

Asa result of improvement changes in the vehicles week after week 
and year after year, I estimate that Ordnance must have on hand, for 
servicing its old and current Chrysler-made military trucks, not 
merely 1,800 items but about 10,000 different parts, subassemblies, and 
assemblies. And that applies to Dodge trucks alone, without taking 
into account the trucks the Army buys from many other producers, 
large and small. 

As vehicle manufacturers, we have always undertaken to stand 
behind our products in the field by maintaining up-to-date prints, 
engineering specifications, and stocks of parts in order that such ve- 
hicles might be properly serviced if and when repairs became neces- 
sary. It is important to keep in mind that after the end of World 
War II Government buying of spare parts dropped to practically 
nothing. Considering the large number of our vehicles and stocks 
of parts in Government inventories, we discontinued making and 
stocking parts peculiar to military vehicles. 

While Government demand was low, Chrysler and its suppliers, 
like other vehicle manufacturers and their suppliers, were all under 
great pressure from the public, dealers, and the Government itself to 
fill the 4-year void in output of civilian vehicles. However, as the 
Army used up its supply of certain spare parts, it encountered in- 
creasing difficulty in obtaining replacements. By 1947, the situation 
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had become acute. The Ordnance Department often asked for our 
help in procuring scarce items. 

As the result of this situation, and after repeated requests fron 
Ordnance, we undertook to bid whatever we possibly could on all 
calls for replacement parts for Chrysler-made vehicles, both parts 
we make ourselves and those made by others for us, and this we did. 

Now, I want to emphasize that the Government’s small replacement- 
parts business was very inconvenient in our effort to cope with the 
public demand for cars and trucks. Generally speaking, quantities 
were small; in many cases tools, dies, or fixtures necessary for making 
of the parts were gone; more often than not space and machine time 
in our plants and in our suppliers’ plants was almost nonexistent ; and, 
finally, Government purchases from us involve many costly and time- 
consuming special requirements not present in our regular commercial 
business. 

I want to emphasize the differences in conditions that prevailed be- 
fore 1948, and those after 1948. 

In the interim period from World War IT until early in 1948, our 
prices to the Government for those few parts we furnished them 
(largely parts common to civilian vehicles) were the same as the 
lowest prices to our regular civilian customers for like quantities. 
After our reentry into large-scale supply of parts during 1948, our 
bids became even lower in most cases than our prices to our most 
favored civilian customers for like quantities. And they still are. 

In 1946, we sold only $250,000 worth of replacement parts of all 
kinds to the Government, including parts common to our regular 
civilian vehicles. In 1947, we sold the Government about $750,000 
worth of such parts. In 1948, we sold it a little over $1,000,000 worth 
of such parts. This compares with replacement-part sales of about 
$15,000,000 that we will make to the Government this year. We have 
a number of other customers, regular civilian parts wholesalers and 
distributors, to each of whom we regularly sell over $1,000,000 worth 
of parts a year. 

Up to this year, our replacement-parts business with the Govern- 
ment did not justify maintaining complete and separate records that 
would permit an accurate segregation of earnings on that business. 
We have done so, however, this year. 

During the first 10 months of 1951 our earnings on our total replace- 
ment parts sales to the Government were slightly over 6 percent. The 
cost of handling, warehousing, purchasing, pricing, specifying, in- 
voicing, and so on was 10 cents for each $1 of our basic cost. The 
cost of packaging and boxing to Government specifications was 2% 
cents for each $1 of such costs. It is significant that these costs were 
developed in a period of high volume on such Government business. 
Costs of these services of necessity were certainly relatively higher in 
relation to basic cost in the low-volume periods prior to 1950 and 1951. 

Now, if you please, I wish to show you some charts we have pre- 
pared, showing the many functions and services this Government 
replacement-parts business involves. The first chart that I ask you 
to examine shows the steps we must take in merely bidding on this 
business. 

What we have done here, gentlemen, is arrange by steps, I think 
pretty clearly, the various major divisions of the job of just bidding 
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on a Government part. Then I break down each of these things on 
this supplementary chart. I think possibly the best thing to do to 
clarify it is to go through this thing and come back and get the 
details. 

What the Government has to do, of course, before they put in an 
analysis for bid, we don’t know, but when we get the analysis for 
bid invitation, we switch that into our Government-order groups. 
\fter they have gone through a number of processes which I will 
cover here, they pass it along to our technical records department, 
where we make engineering checks to bring parts numbers up to date 
and perform other functions which again I will show you in some 
detail. 

Then we pass these things into our procurement department to 
establish potential sources of supply. ‘The first potential source, of 
course, is to go to our own parts stock. Many of these parts we carry 
in substantial stocks. 

If, however, we do not have the part in stock in sufficient quantity 
to supply on that bid, we then check our own tools and facilities to 
see if it is a part that we make, by any chance. If we do make it and 
it is a part we normally supplied—and to use an example, we might 
say an engine, and no one has ever made engines of this sort for 
us—we have to check our tooling and facilities and see what blank 
space we have available and to see what tooling is available to make 
the parts to make up the engine. 

However, if it happens to be a part as complex as an engine and it 
contains many purchase parts in itself, then we have to go through 
this next procedure that I am going to talk about. However, many 
of these parts are parts that we would buy normally from someone 
else and in that case, we have to explore the vendors’ tools and 
facilities and get quotations from them through our purchasing 
department. f 

That information flows up to our procurement department and 
then goes again to our Government-order groups, where we compile 
estimated cost and delivery information. From that point, it oes 
to another group in the Government-order department for the final 
preparation of the bid. 

Now, I would like to talk for a minute, if I may, about each of these 
groups. I would like to talk about the functions that we perform in 
No. 2, the first analysis of the bid invitation. The first thing we have 
to do with these invitations is to eliminate non-Chrysler items because 
normally, we never bid on an item not our own. 

The second item is, check amount of time until bid opening. In 
other words, we cannot. route these things through our own rather 
tremendous shop and through the hundreds of people that have to 
handle it without knowing the time limit on it and preparing to honor 
time limits. 

The case in point is that if there is such a short time limit on a 
bid, we cannot possibly prepare data and we either have to ask Ord- 
nance for additional time or we have to forget about bidding on that 
piece of business. There are time limitations on those things. 

The third thing is, check terms and conditions. That, of course, is 
usually a routine matter except that frequently Government terms and 

93669—52——41 
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conditions do change, if necessary, to protect ourselves and the Goy- 
ernment by doing that job. 

The fourth item is, review any new terms with legal and operating 
departments. That, of course, means these departments. 

5. Determine Government’s delivery requirements, starting date, 
rate of delivery, and completion date. 

There again, we find in a good many cases we can’t meet those 
delivery dates, because of inadequacies in our shops or inadequacies 
in our suppliers’ shops. In many cases, they have to be checked. 

6. Check packaging, packing, and boxing specifications. 

You should know, of course, that these packaging specifications are 
very complex things and incidentally, they are subject to frequent 
change, as the Government finds conditions in the field that change the 
requirements of this packaging. 

7. Determine Government priority assignment. That, of course, has 
just come into the picture in the last few months but it is a very neces- 
sary thing in our obtaining the materials that we need to make the 
parts with our suppliers obtaining those materials. 

8. Establish follow-up date for completion of bid. That means we 
have to alert people within our own organization as to the timing 
schedule in order to get these jobs done. 

9. Inform all interested departments of above facts so prices and 
delivery information can be developed. 

Now, at this point I might tell you gentlemen that our experience 
recently with bids on these Government parts is that each request for 
bids will have as many as possibly 16 to 18 items on it. Now, many 
bids have one item and many bids have 30, 40, or 50 items, but the 
average seems to be 16 or 18. So this process pretty much has to be 
gone through for each item. Quite often in the bid we might be able 
to supply one, two, three, or four, but not the complete numbers of 
items on the bid. 

The third general grouping here is to check technical records depart- 
ment. The first item there is, check items to be sure that part names 
and numbers agree. In other words, we are checking against clerical 
errors. We make them ourselves and we think Ordnance makes them 
occasionally. 

2. Check for possible parts supersedence. We find quite often in 
these days, because of the scarcity of certain key materials, we make 
engineering changes in parts so we won’t utilize those scarce materials. 
So we have to check to the new number and that moves us into No. 8, 
which is, if supersedence is involved, check detailed drawings to de- 
termine extent of interchangeability. 

4. Review interchangeability rulings to determine if commercial 
substitute is usable in Army supply system. 

That in itself is an operation that requires a man with a high degree 
of technical experience. 

No. 4 is the establishment of potential sources of supply. The first 
item here is, check supply of parts in stock at Chrysler parts plants. 
That is Item4A. It says: “If there is no supply or an inadequate sup- 
ply on hand, continue as follows:—” and I might tell you this, that 
back in the early years, as indicated in the statements, we found in a 
great many cases we did have stocks of parts which were those parts 
that were common to our regular civilian vehicles. Many of those 
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parts came right out of our own stocks, stocks that we built up in 
periods of production. _ ae 

On the other hand, I think today the situation has changed to some 
degree. In the large quantities that the Government is buying today, 
we find we have adequate stocks on hand in our warehouses. We more 
often have to procure or manufacture according to the line-up on the 
particular part. : i 

2. Check Chrysler Corp. record of item to determine original source 
or sources. 

In other words, the best place for us to check to procure a part, or 
the best place for us to try to procure the part again is the source. If 
it happens to be of our own manufacturer, it becomes a matter of doing 
the checking job here in 4B. If it happens to be a part we buy out- 
side, we ante first check the supplier that originally supplied us. 

Going into item 3, segregate list into items to be— 

a) Purchased finished (see item 4C) ; 

6) Purchased partially finished from outside sources with 
certain additional fabricating or finishing operations to be per- 
‘formed within Chrysler plants; 

(c) Wholly fabricated within Chrysler plants. 

Now, I might explain that we buy many castings and we buy many 
forgings where we do the machining operation and where we have 
tooling to do machining operations. Where we do heat treating and 
perform other operations of the finished parts, we still have to go 
to the supplier to get the basic items we start with. 

Now, when we check Chrysler Corp. tools and facilities, it is quite 
acomplex process. The first is, check to determine if part is currently 
in production. Ifthe parts are currently in production, it is relatively 
easy to produce. 

2. Check availability of tools, dies, jigs, and fixtures if production 
must be resumed. 

3. Check latest manufacturing line-up to determine if original 
plant now has facilities to produce. 

In cases of parts that we haven’t produced for several years, we may 
find we have the tools, dies, jigs, and fixtures in storage, but the space 
used for manufacture of that part at that time it was manufactured 
is not available. 

That is, in order to utilize our facilities to the fullest extent and 
most economically at all times we try to use all the facilities at all 
times. 

4. Determine cost of reworking present tooling and of providing 
any additional or new tooling required. 

Quite often we find that the tooling we had in storage for a part 
has to be reworked to fit different machines that might be required 
for the job. 

5. Establish new manufacturing line-up if additional corporation 
plant facilities must be utilized. 

In other words, if we produced this part previously at our Dodge 
plant and find we have no space of that sort available at Dodge any 
more, we have to make layouts at the Highland Park or Plymouth 
plants, if we are going to be able to produce the part ourselves. 

6. Estimate costs involved. 

7. Determine material availability. 
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8. Establish delivery promise. Of course, that is basically a part of 
seven. 

As to 4C, explore vendor tools and facilities, we have to go through 
almost the same process with our suppliers that we go through our- 
selves in our own plant when we try to determine whether it is possible 
to produce a part. 

in other words, we have to go to our supplier, our last supplier, 
usually, and determine if the part is currently in production and at 
what source or sources. That was No. 1. Then No. 2 is, check latest 
purchase line-up to determine last-known source or sources. 

3. Contact previous vendor to determine if he still can produce and 
does he still have tools and facilities? 

4. If no tools currently are available, query other potential sources. 

5. Determine vendor’s material situation and extent to which we 
must assist. 

6. Obtain vendor’s quotations and best promise of delivery, along 
with possible tooling cost. 

5. Compilation of estimated cost and delivery information. Now, 
this is our gathering-together process in order to make the bid. First, 
we must accumulate estimated costs of materials, labor, factory over- 
head, tooling, packaging and shipping, warehousing, and administra- 
tion. Warehousing, incidentally, is an all-encompassing word. There 
are a lot of various things included in that. 

Also, I would like to call to the attention of you gentlemen, the 
cost factor is constantly changing, particularly in times like these, 
where costs are not very stable. It means many many people in our 
organization have to tie into this operation. 

2. Check computations. 

3. Establish selling price. 

4. Verify that the prices established do not exceed the lowest at 
which the corporation sells to any other buyer of comparable quan- 
tities. 

5. Check estimates of delivery against Government requirements. 

Incidentally, that last operation is also performed in a broad way 
early in the game on this thing because if we haven’t a chance to meet 
delivery, there is no point in going through these many costly opera- 
tions that we have reviewed here. 

6. Preparation of final bid with accompanying data. 

(1) Correct bid to reflect superseded parts being offered. 

(2) Complete bid and recheck after insertion of prices, delivery 
data, and computations. 

(3) Prepare cover letter or enclosure to clarify reasons for offer- 
ing of alternate parts. 

Incidentally, occasionally we advise Ordnance why we can’t bid 
at all on parts in letters. This situation came up many, many times, 
particularly in 1947 and 1948. The situation developed that it was 
impossible for anyone to supply that part -without completely new 
tooling. In a small quantity of parts, you might quite often find 
that a.part would, normally costing 20 cents, require tooling of $2 
or $3 a part, in order to produce a limited quantity. 4 

We would want to advise Ordnance of that situation and will do 
so. If that particular quantity of parts were manufactured, it would 
be at a cost that would be out of reason for the particular part: be- 
cause of the quantity involved. 
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(4). Enclose blueprints of substitute parts so Government can 
verify interchangeability. 

5). Deliver bid to Government. 
6). Attend bid opening; record all bids; prepare abstract of bids 
received. 

(7). Alert interested parties of possibility of award. That was 
particularly done in cases where we appeared to be the low bidder. 
(8). Follow Government on final procurement action. 
Remember that we must go through this procedure on every bid, 
whether we get the business or not. And going through the pro- 
cedure costs money, whether the bidder is a parts maker or vehicle 

manufacturer. 

Many of the contracts we receive as a result of these bids are small. 
I sign many Government contracts for less than $100 worth of parts. 
Most Government contracts average about 15 pages, and there are 
many other pages of paper work. ‘The cost of merely preparing a 
bid is far more than the total value of some of these smaller bids. 
Even when we receive the award on such.bids we generally lose 
money on them. 

When a bid is successful and the Government places the order, 
someone must fill it and deliver the goods to Ordnance in the condition 
that Ordnance wants it, and packed as Ordnance requires it. And 
whether the parts maker does this, or Chrysler, or Ordnance itself, 
filling an order and delivering the goods costs money. I wish to show 
you what is involved. 

This chart, as you can see, is very similar to the last one, except 
the operations are greatly changed. The Government procurement 
office passes to us a contract. We analyze the contents of the contract 
and immediately activate the proper departments because many 
departments have to get into the game. Now, it is a pretty complex 
thing in our operation. The first item, of course, is to order the mate- 
rial. Now, that doesn’t mean to necessarily purchase. There are 
many steps involved beyond the mere purchase of materials. 

If it happens to be a part that comes out of stock, it is merely a ques- 
tion of filling the order from stock. 

However, if it happens to be a part that is going to be made in our 
plants, we have to secure the material and manufacture the parts. 
That sounds relatively easy but I think you have to reserve judgment 
until we look at the great detail on the next chart. Where it 1s an item 
that we procure from a vendor and it is a single item, it is a question of 
placing the purchase order and securing the parts from the vendors. 
There, again, it isa much more complex thing than that relatively sim- 
ple statement. 

Whichever of these three methods are used, we then have to go to our 
packaging and engineering departments, to our boxing department 
and pack these parts and ship the parts and pack them first according 
to Government specifications and then ship them. We get to the last 
operation, which is the billing. 

I might explain one other thing at this point, too. It is a rela- 
tively simple thing to follow one part and, when it is not too complex 
a part, to again use an example that I used before—an engine, which 
we might sell to the Government, or transmission or axle. 

Frm one of those items contains, particularly the engine, hundreds 
of parts. 
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Many parts are of our own manufacture and many are parts that 
we have to purchase and procure. You have to flow all of those 
parts to the right spot at the right time to manufacture that engine, 
and do it*economically. It is not an easy thing to do, and it takes a 
big organization that is highly trained. 

To talk about the first item on our flow chart, “Analyze Contents 
of Contract and Activate Proper Departments,” the first thing we 
have to do is verify conformity of the contract with the bid. Then, 
in order to alert all people who would be interested in the job and 
who-will take part in the job of filling this Government contract, we 
photostat the contract and distribute copies. Just the photostating 
of these parts contracts, in 1 year’s time, is a very expensive operation, 
but we have found from experience it is the cheapest way to get 
information transmitted to the various departments that have to 
initiate action. 

Those were the first two items. Now, item— 

3. Record pertinent details of contract and delivery obligation. 

4. Alert all affected departments and division. 

5. Issue procurement instructions. 

6. Issue packing, packaging, and boxing instructions. 

7. Issue shipping instructions. 

8. Issue billing instructions. 

In other words, at the very beginning of the game, we have to alert 
all departments, and you are going to see very shortly each of those 
departments. In many cases there are many departments that have 
to be notified. 

The first job is that of ordering material. We have to (1) issue 
requisitions against Chrysler parts plants for material on hand. That 
carries over to our item 4. Number 2 is: Segregate list into items to 
be, first, purchased finished and, secondly, purchased partially finished 
from outside sources, with certain additional fabricating or finishing 
operations to be performed within Chrysler plants. The next item 
is: Wholly fabricated within Chrysler plants. 

Now, most of those items we are going to get more detail on. The 
simplest operation in the bunch, of course, is where we fill an order 
from stock. I want to emphasize that where we fill an order from 
stock there has been a great deal of detailed work in order to get the 
part in the stock, and we won’t talk about that here. 

When we fill an order from stock, first we have to pick various 
items of stock and, secondly, consolidate the order, and, third, de- 
liver to shipping plant. The shipping plant quite often is in the 
same plant, and it either has to go to the shipping plant or shipping 
department. 

We do have many plants that get involved. The next chart has 
to do with securing material and manufacture parts. No. 1 is: Re- 
view manufacturing line-up of parts to determine plants involved. 

I might stop here and tell you that, despite the seeming wasted mo- 
tion in an operation of this sort, we have numerous cases in our shop 
line-ups where the Newcastle forge plant makes a forging and we 
might send it to the Dodge plant for certain machining operations. 
It might from that point be sent to the Highland Park plant for even 
further machining operation. Because of the type of machinery wo 
have in each of those plants, it is economic to send it from one plant 
to the other, but it still is a complicated process, and somebody has 
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to be behind the thing to determine where it is most economical to 
do the job. 

No. 3 is: Be sure that facilities and tooling required are made 
available immediately. 

No. 4: Obtain necessary material through available commercial 
channels. 

No. 5: Execute necessary Government forms and applications to 
obtain material allocations under existing regulations. 

No. 6: Establish expediting, inspection, and follow-up procedures 
to assure material availability and fabrication of parts at rate con- 
sistent with contract requirements. 

That last point is important. Incidentally, that is the key to au- 
tomotive straight-line production. In other words, we don’t bring 
a lot of materials into our plants for our production until we need 
it. That is the key to low-cost production, and that is the thing that 
brought the price of automobiles down to where the ordinary man 
could reach them. In other words, it is a question of timing. 

No. 7 is: Manufacture parts. 

No. 8: Consolidate order. 

No. 9: Deliver to shipping plant. 

The next chart is “Secure Parts from Vendors.” The first is review 
list of vendors involved; second, issue requisitions for procurement. 
In other words, the requisition is the authority for our purchasing 
department to make a buy. Third, issue purchase orders to vendors. 

I might stop and talk about that procedure. It is our ordinary 
practice in buying any part at any time to obtain just as many com- 
petitive parts from suppliers as we can. Quite often we will have as 
many as four, five, or six bids on parts. It is our standard practice 
to get at least three whenever we can. Naturally, of course, where 
there are substantial vendors and tooling involved, that limits the 
number of vendors who can bid. The fellow with tooling has the 
advantage over the fellow who doesn’t have it. 

Fourth is: Effect delivery to vendor or provide for the creation of 
tools, dies, jigs, and fixtures where required. Fifth, check vendors’ 
ability to obtain necessary materials and render all possible assistance. 
Sixth, establish expediting, inspection, and follow-up procedures to 
assure material availability and fabrication of parts at rate consistent 
with contract requirements. 

Again, in these days of shortages of material and difficulty in pro- 
curing good vendors, we find very often we have production follow- 
up men continually in the plans of our suppliers, not in the case of one 
supplier but in the case of many of them. That is necessary in order 
to be sure that we are getting our material when we want it and 
getting it in the quality we want it. 

No. 7 is: Receive and inspect parts at shipping plant; and No. 8 is: 
Consolidate order. 

The next chart is “Packaging and Shipping.” Procedure 1 is: de- 
termine packaging, packing and boxing requirements of contract 
(domestic or export); (2) analyze packaging, packing, and boxing 
specifications, as amended to date; (3) issue process standards, which 
are our interpretation of specification requirements; (4) review process 
standards with resident Government inspector to secure his con- 
currence, 
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I don’t have to offer an exhibit here of this sort, but I wonder if you 
men have seen one of these Government specifications on boxing. It 
is a very complex thing for the various parts involved, and they change 
continually. Incidentally, I don’t say that critically. I think that 
conditions change from time to time and new processes develop for 
preserving material under very, very bad conditions. 

I think our combat people found during the last war that the 
preservatives they were able to use in Europe and in other places of 
that sort were completely inadequate in the South Pacific, and they 
had to go out and develop new boxing specifications. We, as industry, 
and other people in the business of supplying the Government, had 
to develop means and methods to do that packaging and a preserving 
job. 

(5) Procure required packing materials and plan delivery to our 
plants to coordinate with flow of parts; (6) clean part and apply 
preservative; (7) wrap, package, box, and label. 

I don’t want you to think that is a department-store job the way 
you would have a hat wrapped over at one of our department stores. 
As a matter of fact, we maintain, when we have the necessary volume 
of business, and we do have it today, boxing production lines that 
take up big plant space, where we have a specialized operation in 
order to do a sufficient job. 

Mr. Harpy. How much of that is a mechanical operation ? 

Mr. Miscu. Very little of it. Much of it has to be a hand operation, 
but it is stil] done on lines and it is done progressively; so, it is as 
cheap as possible. Again, it has to be done in quantities to get that 
kind of a money-saving operation. 

If you are only going to package 50 parts and it is special pack- 
aging, naturally it has to be done by hand, and it can’t be very well 
done on the line in that case. 

No. 8 is inspection ; and No. 9, load and ship. 

The next chart is “Billing.” (1) Prepare inspection and accept- 
ance reports; (2) execute Government vendors’ shipping document 
forms; (3) prepare 43 or 83 copies of invoice and supporting docu- 
ments (38 or 78 for Government). Now, the reason for the differ- 
ence there is this: Part of my responsibility at Chrysler’s has to do 
with our accounting department. I was shocked when I found the 
number of copies of documents that is required. 

I can see that people in many echelons of.the Government service 
may need them, but that is part of the job of supplying parts. You 
have to supply them with 78 copies of the invoice. We need four or 
five for our purposes. 

No. 4 is collections. 

Mr. Situ (reading) : 


. 


In attempting to estimate vehicle manufacturers’ costs in selling to the Gov- 
ernment replacement parts they buy from others, a member of the subcom- 
mittee’s staff failed to take into account any of the costs involved in operations 
these two charts show, other than packaging. And his allowance for this was 
unrealistic. . 

The staff member estimated that the average cost of packaging was 10 percent 
of the basic cost of the parts. 

Our experience in the first 10 months of 1951, a period of high volume, shows 
that the actual cost is 23 percent. 

Ordnance has specifications, many of them extremely complicated for packag- 
ing replacement parts it buys. When it buys such parts to use at once, ordinary 
packaging usually is adequate. But when it orders the parts to store in depots 
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around the country, it in many cases specifies protective coatings, packing the 
goods in multiple-lined, moisture-resistant cartons and crating in wooden boxes. 
For parts it ships or may ship abroad, it usually specifies a great deal more 
packaging, with added heavy-duty protection against water and weather dam- 
age, dehydrating agents, and specially reinforced exterior crating. 

We have brought here some illustrations of the careful and complicated pack- 
aging that is necessary for most Government replacement parts. Ordnance has 
found this packaging necessary after many years of experience in the field and 
in combat. Parts must be where they are needed; must be there when they are 
needed, and must be in proper condition at that place and time. 

I invite you to examine these illustrations. 

Mr. Harpy. I don’t believe we need to spend too much time on that 
exhibit you have there. In fact, we have to figure some way to expe- 
dite this. 

Mr. Miscnu. All right, fine. 

I do think this is an important thing to look at, unless you have 
seen it. This [indicating] is a relatively simple gear, first and reverse 
transmission gear. I don’t know what S—-1599 means, but I guess 
that is some preservative that we figured out as the proper preserva- 
tive. Then we package it in a Mopar carton. 

Now, shipping for our normal civilian purposes of these parts would 
be in a cardboard carton which might be engineered to a number of 
different strengths according to the number of these gears that would 
be put in them, but would still be shipped in a cardboard carton. 

Now, the Government domestic package, we have to clean it by sev- 
eral different solvents. We have to rustproof it with United States- 
specified rust-proofing. We have to cushion gear teeth with grade 
C, type 1, class 2. Again, that means nothing to me, but this looks as 


if it is of very highly engineered Whigs yi Then we have to over- 


wrap with a different grade of paper. We can still pack in this orig- 
inal-type carton box. However, in practically every case for domestic 
use, the Government specifies a wire-bound box. Now, again I think 
that is probably required by the Government. 

Mr. Harpy. For domestic use? 

Mr. Miscu. Yes. That is for domestic use. You see, that is not 
a thick board. It is a relatively thin board, but you still have to 
remember that these Government parts are kicked around in Govern- 
ment warehouses and move from place to place a great deal more 
than our stuff. 

Mr. Harpy. Perhaps unnecessarily so at times? 

Mr. Miscu. Well, I don’t know. 

Now, when we get into the export pack, we go through the first two 
operations the same as for domestic pack. T he third seems to be the 
same, and the fourth seems to be the same except that our overwrap 
is a different material. Then we unitize, which puts the thing into 
our Mopar box. Then we overwrap the carton with grade C, type 1, 
class 2, use French seamlock. Again, it doesn’t mean anything to me, 
but if you want to examine it you will see that that thing is pretty 
securely wrapped, much more than your department store wraps 
anything. 

Then we have to identify and dip coat seal. Apparently that seal 
is so stuck on there that regardless of conditions it is not going to 
come off. 

The last operation with this particular package is overwrapped with 
kraft paper and identify it. You can’t see it from there, but this is a 
printed identification that is on that card. 
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Then, for the export packaging, you see this type of corner. This 
is a corner from an export box. You can also see that that is interlined. 

Now, in order to save time, I am not going to try to show you photo- 
graphs. We have photographs of other operations of smaller parts 
and larger parts, but we are trying to save time. 

I think that illustrates our point pretty well. 

Mr. Iserman. I think you gentlemen have copies of the photographs 
in one of the books you have there. 

Mr. Smiry (reading). Someone has to do this packaging, and here 
again, whether Chrysler does it, the parts manufacturer or Ordnance 
itself, the packaging costs money. And the smaller the volume and 
the more irregular the business, the greater the cost. We can and do 
assure to the Government substantial savings by having an organized 
flow of many parts through the packaging process. 

I wish to tell you something of the total volume of our spare parts 
business and of the organization, highly trained and specialized, that 
we have to carry on that business in both military and civilian itenis. 

Besides Army trucks that Chrysler has built, there are on the road 
today in the United States alone, about 1,000,000 Chrysler-built civil- 
ian trucks and about 9,000,000 Chrysler-built passenger ears. Chrys- 
ler Corp.’s parts division is responsible for maintaining sources and 
supplies of replacement parts for these vehicles and for operating an 
effective system for organizing and distributing them wherever they 
might be needed, and we do this in competition with many other 
concerns. 

In our parts division alone there are nearly 5,000 employees who 
direct and carry out these responsibilities of supplying parts, for both 
civilian and military vehicles that we make. 

And back of our parts division personnel there are literally thou- 
sands of other Chrysler Corp. employees in our engineering, purchas- 
ing, planning, and other departments, who are actively concerned with 
the design and performance of the vehicle parts, as well as with pro- 
curing them and making them available. 

For making replacement parts for both military and civilian vehi- 
cles of our make, the parts division draws upon all of Chrysler Corp.’s 
plants, feeder plants, car- and truck-producing plants, other plants of 
our own that manufacture replacement parts items no longer on our 
assembly lines, and many of the plants of nearly 10,000 supplier firms 
from whom we buy materials and supplies. 

In warehousing, processing, packaging, and distributing replace- 
ment parts, the parts division operates a base plant at Marysville, 
Mich., and four other parts plants to serve specific areas of the country. 
The parts division sells replacement parts to about 160 independent 
business firms who are our parts wholesalers; it supplies more than 
10,000 retail dealers and also many more service garages. 

The experience of our parts division over many years of supplying 
and distributing replacement parts for civilian and military cars and 
trucks gives it a solid background for performing these services effi- 
ciently and economically. 

Our Marysville parts plant, employing more than 2,500 people, 
receives, processes, warehouses, packages, and ships parts and does a 
great deal of clerical work involving orders, records and distribution. 

Surveys show that at the present time approximately one person in 
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every six at the Marysville parts plant alone works full time on Gov- 
ernment parts orders, and more than one of every seven square feet 
of floor space in that plant of a million square feet in area is devoted 
to Government work. 

I have grave doubts that Ordnance can duplicate Chrysler’s buying 
organization and the buying organizations of other vehicle manu- 
facturers with which Ordnance does business and bring together its 
requirements of replacement parts as efficiently as Chrysler and other 
vehicle manufacturers do it on a tremendous scale. 

I doubt very much that the manufacturer of one part or a few could 
process intermittent orders, or handle the Government’s complex 
packaging as efficiently as Chrysler can do these things by reason of its 
handling thousands of different parts for millions of vehicles. 

In order to buy all replacement parts direct from parts makers, 
either the Government, the parts maker, or both, would necessarily 
have to duplicate some of the facilities that Chrysler now has, and 
would have to duplicate, also, facilities of all the other truck manu- 
facturers from whom Ordnance buys. 

My observations have not persuaded me that governments, whether 
Federal or local, are likely to be more efficient in business operations, 
than are private concerns in competition with each other. ‘There is a 
rigidity in Government working forces, and under Government regu- 
lations a rigidity in its operations, that put the Government at a dis- 
advantage as compared with the flexibility of private concerns that 
must operate efficiently or perish. ‘ 

I have told you that Chrysler’s prices to the Government for replace- 
ment parts are no higher than the lowest prices we charge our parts 
wholesalers on like orders, and they often are less. ‘These prices are 
fairand reasonable. And we havea test by which we can show they are 
fair and reasonable. 

Chrysler has scores of parts wholesalers and thousands of dealers 
throughout the United States. Many of Chrysler’s vendors from 
whom Chrysler buys parts have distributing systems of their own. 
They sell to the public the same parts they sell to Chrysler. They com- 
pete with Chrysler for the business of Chrysler’s dealers, and their 
dealers compete with Chrysler’s dealers. 

Now, this means two things: First, that Chrysler’s prices to its 
customers must be competitive with prices that its vendors or their 
distributors charge, or Chrysler will ise its parts business. Second, 
that Chrysler’s prices must be competitive, or Chrysler’s dealers will 
lose business to the vendors’ dealers. 

And here is another thing: There are literally thousands of parts 
manufacturers from whom hirpslae does not buy parts, but who are 
anxious to sell to Chrysler’s dealers. So, again, Chrysler’s prices to its 
customers must be competitive with the prices these other manufac- 
turers charge. 

Both Chrysler and Chrysler’s vendors meet stiff competition in 
selling parts applicable to Chrysler’s vehicles. 

; I would like to emphasize that our sales of replacement parts to the 
Government represent an extremely small percentage of the Govern- 
ment business on which we bid. 

During the Government’s fiscal year from July 1, 1949, through 
June 30, 1950, we submitted 415 bids for replacement parts on items 
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other than engines, transmissions, axles, and other major parts that 
we make. These bids were, in most cases, on items that the Govern- 
ment could obtain from original equipment manufacturers. The Gov- 
ernment awarded to us only about 18 percent of the business. Other 
bidders, either manufacturers who make the parts for us or other com- 
panies who were able to make or buy them, perhaps, in some cases, 
people who had bought and sorted out surplus stocks from the War 
Assets Administration, did lower than we did on 82 percent of the 
business. Similarly, during the next Government fiscal year, July 1, 
1950, through Jurie 30, 1951, we received only 19.92 percent of this type 
of business on which we bid. 

On July 17, 1951, we submitted to the chairman of the subcommittee 
two tables showing that firms other than Chrysler not only are inter- 
ested in bidding on replacement parts that Chrysler buys for Chrysler- 
made vehicles, but actually obtained the biggest share of the business, 
The first of these tables was for the Government’s fiscal year ended 
June 30, 1950. The second table covered only the first 11 months of 
the fiscal year ended June 30, 1951, since information for the month of 
June was not available at that time. 

I have incorporated these tables which are now complete for both 
fiscal years, into this statement. 

Rather than read these tables, I suggest that they be placed in the 
record at this point. 


Government fiscal year ended June 80, 1950 
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Government fiscal year ended June 30, 1951 
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Mr. Miscu. Incidentally, for the benefit of anyone who hasn’t seen 
this, this is a tabulation of all the comparative bids that we made for 
Government parts during the 2-year period which ended last June 30, 
which is the Government fiscal year ending. 

Mr. Harpy. You don’t have that separated by items which Chrysler 
makes as compared to what might be partially fabricated? I 


imagine that. would be a pretty difficult undertaking. 


It isn’t separated as 


Mr. Miscu. No; this is all of our business. 
As a 


to what Chrysler makes and what Chrysler doesn’t make. 
matter of fact, we have no accounting separation of such. 

Mr. Harpy. I can see where that would be somewhat difficult. 

Mr. Miscu. That is right. We run them through in great numbers. 

Mr. Harpy. I have, however, a statement which was just read a 
moment ago in referring to this particular type of transaction at the 
top of page 16. It leaves the inference that the statement relates only 
to the parts which Chrysler makes. 

Mr. Miscu. Well, that states: 

We ‘submitted 415 bids for replacement parts on items other than engines, 
transmission, axles, and other major parts that we make. 

Now, we make many other parts that aren’t the major part. 

Mr. Harpy. I just wanted to get that clear. These 415 bids were 
not exclusively on bids of parts that Chrysler makes ¢ 

Mr. Miscu. That is right. 

Mr. Harpy. That was the inference which I had drawn. 

Mr. SmirH (reading). The subcommittee has indicated it thinks that 
most of Chrsyler’s vendors do not compete with Chrysler for the 
Government’s replacement parts business. Our analyses of bids show 
that Chrysler’s vendors frequently bid against Chrysler, often bid 
lower than Chrysler, and we do not get the business. 

On the other hand, our analyses also show that our vendors some- 
times do not bid, and that sometimes when they do bid their bids are 
higher than ours or are higher than the’prices they charge us. Why 
they do not bid, or why, when they bid, they sometimes bid higher 
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than we, we do not know. I think, however, that it confirms our 
own belief that Government business is not attractive unless it is in 
substantial volume, and that without substantial and regular volume 
it is not economical or practical to set up procedures for analyzing bids, 
preparing bids, filling orders when the bids are successful, packaging 
the parts according to Government specifications, and complying with 
all the other special requirements that doing business with the 
Government involves. 

One thing we do know is that Chrysler never has discouraged its 
vendors bidding for Government business, when the parts in question 
are of vendor design and manufacture. There are two situations, 
however, which I would like to point out in this connection. 

First. If a vendor is making and selling to Chrysler a part that 
Chrysler designed, and Chrysler owns the design, Chrysler does not 
ordinarily permit the vendor to sell the item to anyone else. 

Second. If a vendor is using Chrysler’s tools and equipment in 
making a part, Chrysler does not ordinarily permit him to use its 
tools and equipment for any purpose except to supply Chrysler. 

But even here, as in the case of other parts Chrysler buys and of the 
parts it makes itself, its price to the Government is at most the lowest 
price it would charge its own parts wholesalers for the same volume 
of business, and where conditions warrant, its price to the Government 
is lower. 

I have told you that many of our suppliers, their distributors and 
dealers compete with us, our distributors and dealers in selling re- 
placement parts to the public.- This constitutes by far the greatest 
part of our parts business. It certainly does not seem reasonable to 
assume that Chrysler would thus allow its vendors to compete freely 
with it for the predominant part of the business and try to limit their 
competing for the small and relatively less profitable business it does 
with the Government. And Chrysler does not do so. 

fe ae on Monday this week, a member of the subcommittee’s 
staff said: 

“Most of the parts are identified only by a Chrysler part number and 
sold only to Chrysler. Consequently, no one but Chrysler can supply 
the item and the price to the Government is controlled solely by what 
Chrysler chooses to bid.” 

This short paragraph containg four statements that are incorrect. 

It is not true that “most parts are identified only by a Chrysler part 
number.” All of the parts in question that are regular items of issue 
have Ordnance stock numbers as well as Chrysler part numbers. The 
invitations to bid show these numbers and show also when available 
to part maker’s number and the numbers of other vehicle manufac- 
turers who use the same parts. Furthermore, we understand that 
Ordnance when possible furnishes samples to prospective bidders. 

The statement that parts Chrysler buys are “sold only to Chrysler” 
also is incorrect. As we have pointed out, many of our vendors sell 
parts in the open market, often in competition with us. Other manu- 
facturers sell comparable parts which apparently are accepted as meet- 
ing specifications. Obviously, if they sold these parts only to Chrysler, 
firms other than Chrysler would not be getting 80 percent or more of 
the Government’s miscellaneous replacement parts business that we 
bid on, as they have been doing. 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 641 


Neither is it true that “no one but Chrysler can supply the items,” or 
that “the price to the Government is controlled solely by what Chrysler 
chooses to bid.” 

Many firms bid on parts for Chrysler-made vehicles. Chrysler bids 
successfully only on about 20 percent of the miscellaneous replacement 
parts business on which it submits bids. These facts show conclusively 
that the view that only Chrysler can supply parts it buys from others 
than that Chrysler “controls” the price cannot be, and is not, correct. 

On April 16, 1951, the chairman of the subcommittee asked us to 
furnish certain information concerning 22 replacement parts on which 
Chrysler was invited to bid in 1948, 1949, and 1950. (In 1950 alone, 
Chrysler bid on approximately 1,900 different parts.) In four in- 
stances to which the chairman’s letter referred, the parts were Chrysler 
made. In 10 other instances, Chrysler’s supplier, either did not bid, or 
its bid was higher than Chrysler's bid. In three instances Chrysler’s 
supplier of the part submitted a bid to the Government that was 
lower than Chrysler’s. (The subcommittee’s staff could have found 
other instances in which our vendors underbid us.) On all these 18 
items of vendor manufacture, Chrysler’s bid was based on the price 
Chrysler paid its vendor, plus the average cost to Chrysler of direct 
and indirect labor in procuring, handling, warehousing, packaging, 
packing and shipping the parts, plus burden and administration 
expense and, where applicable, the excise tax payable to the Federal 
Government and a nominal profit. In no instance was Chrysler’s bid 
higher than the price Chrysler was then currently charging regular 
customs on like orders. 

I would like to touch briefly on the concurrent parts aspect of our 
Government parts business. 

Mr. Miscu. Incidentally, before we pass this point, might we sub- 
mit in evidence the tabulation that we did send to the General Ac- 
counting Office on these 22 parts? 

Mr. Harpy. I believe we already have it. I don’t know whether we 
have made it a part of the record or not. 

Well, we will make it a part of the record. 

APRIL 23, 1951. 
Mr. Kurt W. Krawse, 
Chief, Great Lakes Zone, 
General Accounting Office, Detroit 26, Mich. 

DEAR Mr. KravsE: We are enclosing a three page schedule listing information 
requested in letter dated April 16, 1951, by Mr. Porter Hardy, Jr., chairman of 
Government Operations, Subcommittee of the Committee on Expenditures in the 
Executive Departments, Congress of the United States, House of Representatives. 

We understand this information, which consists of purchase prices and sources 
of supply on 22 Dodge truck replacement parts, on which we were invited to bid 
by certain Government procurement agencies during the years 1948, 1949, and 
1950, is only for the use of the above committee. 

We wish to point out that while information has been requested from us on 
only 22 parts, in the year 1950 alone we bid at Government invitation to the 
Detroit Arsenal and the Detroit ordnance district on approximately 1,900 Dodge 
truck replacement parts. 

As noted in the attached schedule, in certain cases substitute parts were 
quoted. Estimated costs of packing, packaging, and shipping shown in this 
schedule are the accumulated actual cost for the year in which the bid was made, 


prorated over manufacturing or purchased costs for that period, as such costs 
are not computed on individual parts. 
Very truly yours, 
CHRYSLER CorpP., 
F. W. Misc, 
Assistant Comptroller. 
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Mr. Sorry (reading). We are now making for the Government in 
substantial quantities three models of a basic three-fourths ton four- 
wheel drive military vehicle: A cargo carrier, a telephone maintenance 
truck, and an ambulance. 

For every 100 of each type of vehicle that we deliver, we deliver also 
spare parts that the Ordnance Department, on the basis of its experi- 
ence, estimates it will need in order to maintain the vehicles for a 
specified initial period. 

For each 100 cargo carriers, for example, it orders 1,329 different 
parts, each bearing a different part number. Obviously it does not 
order the same number of all the parts, but varying quantities accord- 
ing to its experience as to its needs. The 1,329 concurrent parts items 
for 100 cargo carriers number altogether about 57,000 pieces, and in- 
clude, for example, engines, rear axles, front axles, windshield wipers, 
tie rods, speedometer cables, pistons, and crankshafts, as well as the 
many other large and small parts making up the 1,329 part numbers. 

There are a number of important differences between our “concur- 
rent” parts business and our “replacement” parts business. 

In the first place, concurrent parts, generally speaking, cost the 
Government less than the same parts when the Government buys them 
as replacements. 

We are able to produce those parts and assemblies that we make in 
our own plants at exactly our vehicle original equipment production 
cost, and when we buy parts we pay our vendors exactly the same price 
of concurrent spare parts as we pay for parts that we use in assembling 
the trucks themselves. 

In some instances, because the parts makers can make, sell, and ship 
regularly scheduled original equipment parts at less cost than it can 
make, sell and ship replacement parts in irregular quantities, the parts 
makers original equipment price is substantially less than its price 
for parts for resale as spare parts. In like manner, on the parts we 
make it usually costs less to produce spare parts on a regularly sched- 
uled plan along with quantities of production parts than on an inter- 
mittent and fluctuating basis. The parts maker likewise can schedule — 
an even flow of production, produce in large quantities, and use rou- 
tine office procedures that are somewhat.less complicated in selling 
and shipping original equipment than in selling and shipping replace- 
ment parts. 

Our costs in handling concurrent parts we buy are in most cases 
less than our costs in handling replacement parts. For example, by 
establishing an even flow of concurrent spare parts through predeter- 
mined schedules, we can stabilize warehousing and handling costs, in- 
cluding the substantial costs involved in packing, packaging, and box- 
ing parts to meet the Government’s rigid specifications. Selling and 
shipping concurrent parts involves substantially less paper work than 
bidding on replacement parts and processing orders on successful bids, 
and we do not meet the procurement difficulties that we sometimes run 
into in filling orders for replacement parts that are no longer current. 

I said that our prices for concurrent parts are generally less than 
those for replacement parts. This is not always true. Our bids on 
replacement parts we buy are (1) based on the price we pay for the 
part, plus average costs for such factors as handling and packaging, 
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or (2) our lowest ea, to regular customers for like orders, which- 
ever is less. In selling concurrent spare parts, we estimate from de- 
tailed blueprints and specifications the cost of buying, handling, pack- 
aging and shipping each individual part, and apply the same mark-up 
factors as we negotiate with the Government for pricing the vehicles 
themselves. The more exact procedure is practicable on concurrent 
parts because of the large and constant scheduled volume on these 
purchases. As a result, the price to the Government for concurrent 
parts is usually lower than our average price on similar replacement 
parts. But in some instances, our detailed estimated cost of handling 
an individual concurrent spare part results in a higher price for the 
concurrent part than we would charge for the same part bought for 
replacement. 

This is one reason why, in a few instances, our concurrent prices are 
higher than our replacement prices. A member of the subcommittee’s 
staff referred to five such instances in testifying on Tuesday. He did 
not identify the part numbers, so we cannot readily check the trans- 
actions to which he referred. In any event, we should remember that 
we are selling to the Government more than 1,300 concurrent spare 
parts items. There are literally hundreds of instances in which the 
concurrent prices are lower. 

This leads to another important consideration. Most of our “re- 
placement” parts business with the Government is on competitive bids. 
Our “concurrent” parts business is on negotiated contracts. This gives 
to the Government the right to audit our cost and price records, limits 
our mark-ups over our manufacturing costs and purchase prices, and 
establishes a basis for redetermining our prices. 

The greatest advantage to the Government resulting from its buying 
concurrent spare parts from manufacturers of the vehicles doubtless 
is in the planning, scheduling, purchasing, follow-up, sorting, group- 
ing, packing, and shipping that the vehicle manufacturers do. If we 
are buying production parts that are in short supply and the Govern- 
ment goes to the same source for concurrent spare parts, it is not un- 
foreseeable that if the manufacturer gave the Government what it 
wanted and cut Chrysler back the Government would have spare parts 
for vehicles we could not produce. Or if the manufacturer favored 
us, the Government would have vehicles for which it had no spare 
parts. 

The task of putting into effect the hundreds of engineering changes 
which are required to keep these vehicles and parts up to date is in it- 
self a tremendous task and one which only the vehicle manufacturer 
is equipped to do. From our experience, we know that these changes 
continue in substantial numbers during the life of the model. A quick 
survey of our record shows that during the month of November 1951 
alone, despite the fact that the particular model had been in production 
for nearly a year, 12 engineering changes affected more than 200 in- 
dividual parts. 

In the average vehicle there are at least 1,300 different essential 
parts or components that the Government buys as concurrent spare 
parts, Obviously, no single parts manufacturer could accept responsi- 
ility for organizing and grouping parts of many makes for delivery 
to the Government concurrently with the vehicles. Nor do we believe 
that it would be feasible or economical for the Government itself to 
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duplicate the facilities that Chrysler and each of the other vehicle 
manufacturers now has as part and parcel of its entire business for 
buying, consolidating, and grouping concurrent parts, for packing 
them and for shipping them to the various arsenals and depots, and 
for making sure that when the Government receives trucks it will re- 
ceive also and at the same time an adequate supply of parts that match 
exactly the particular parts on those vehicles. 

Counsel for the subcommittee undertook earlier in the hearings to 
develop the thought that, by reason of Ordnance’s preference for buy- 
ing concurrent parts from vehicles manufacturers, the manufacturers 
may feel they have a free hand in setting the prices on such parts for 
vehicles they make. 

Colonel Engler pointed out that price redetermination protects the 
Government against overcharging. 

From the point of view of the manufacturers there is still another 
consideration that strongly deters him from overpricing his concur- 
rent spare parts. Negotiations for vehicles and concurrent spare parts 
are simultaneous. Our own feeling, Mr. Chairman, is that, if we 
charge too much for the concurrent spare parts, we may price our- 
selves out of the market for both trucks and parts. 

I know that in my department we have burned more than 1 quart 
of midnight oil trying to make our prices on concurrent spare parts 
attractive enough to assure our getting the contract for the vehicles 
themselves. 

I have shown you some of the extensive services that vehicle manu- 
facturers like Chrysler Corp. are able to perform on that portion of 
the Government’s parts business that they receive. 

I am convinced that we perform these services efficiently and eco- 
nomically with our existing facilities and personnel, 

I am sure that if the parts makers-or Ordnance were required to 
perform these services there would necessarily be expensive duplica- 
tion and expansion of facilities for procuring, warehousing, and 
processing the parts, for packaging and packing them as the Govern- 
ment wants them, and for grouping them properly and delivering them 
on time where they are needed. And the total cost of the parts to the 
Government just as surely would reflect all these additional operations. 

Mr. Miscu. I thank you, Mr. Chairman, for letting us get all this 
thing read. 

Mr. Harpy. Mr. Misch, I am glad we were able to do it. I think 
you have made, in the latter part of this presentation, a most com- 
pelling argument to support a contention that the price of concurrent 
spare parts should be less than the price of replacement spare parts. 
You have indicated that generally speaking, your price for concur- 
rents are less than replacements. 

Mr. Miscu. That is right. 

Mr. Harpy. It may be unfortunate that we didn’t happen to stum- 
ble on an example of concurrents procured from Chrysler Corp. 

Mr. Miscu. You did present five instances where—— 

Mr. Harpy. That is right. I overlooked that. Have you got a 
copy of that exhibit? 

r. Miscu. No. The only thing I have are notes that I made 
here 2 days ago, when I think that was read in the record. 

Mr. Harpy. So you haven’t had an opportunity to cheek that. par- 
ticular exhibit ? 
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Mr. Misc. The part numbers weren’t identified as recorded in 
the statement. Incidentally, I might tell you this, Mr. Chairman: 
That I believe you will find that within the last 2 months the price 
of most of our concurrent spare parts on this particular contract 
have been reduced, not all of them. Some of them have been in- 
creased, but there has been an over-all redetermination of prices’on 
that contract which I believe resulted in a substantial decrease in a 
great part of these parts. 

Mr. Harpy. I am glad to hear that. Your presentation in connec- 
tion with concurrent spare parts being supplied by the assembler is 
certainly a very compelling argument and demonstrates very clearly 
that the prices for concurrents from an economic standpoint should 
be less through the vehicle assembler than it is through any other 
channel. I can follow that line of reasoning very well, which makes 
me wonder all the more why it is that the information which was 
gleaned by our staff is to the contrary. 

Mr. Miscu. I can’t speak for information other than Chrysler, but 
I can say. this: That if you have only found five cases of Chrysler 
out of —— 

Mr. Casey. You have 17 in front of you. 

Mr. Miscu. Well, even 17. If we have only 17 out of some 1,300 
that we supply, I think you will find that in our testimony we gave 
you reasons there why it could be developed that in some odd cases 
you might have a higher price on concurrent parts. Now, the reason 
for that—in my words and not in the written words—is that on re- 
placement parts we use averages for boxing for this tremendous cost 
of handling that you saw demonstrated today. In other words, we 
have so many replacement parts. We have over 80,000 replacement 
parts that we service ourselves. So if we attempted to do anything 
but use averages for that kind of cost, we would simply be swamped. 
We would need more clerks than the city of Detroit, I suppose. 

On the other hand, there is enough business on concurrent parts. 
We started, individually, the cost of this boxing, and we put the actual 
cost of boxing against each part when we priced them. Now, in that 
way, as you can well see, if you happen to have a part that cost 10 
cents to manufacture, and you have used an average of say 20 percent 
for your boxing cost, you have added 2 cents for boxing cost on a re- 
placement part. On that particular replacement part, because of the 
nature of the part, you might find that the boxing would cost 10 cents, 
as much as the part itself. For that reason alone, our price on the 
replacement—on the concurrent part—could quite well exceed. 

Now, that is the unusual situation. We have found through the 
years that this use of averages on our replacement parts is a good 
thing. It works. But on the other hand, where we do use actual 
costs, you can readily see that there are going to be occasions that will 
make this thing a little bit lopsided. I don’t know that that is the 
reason for the 17 cases that the subcommittee has come up with. But 
that could have something to do with it. 

Mees Harpy. This information here would indicate the total number 
ot items 

Mr. Iserman. If I might say this: On your exhibit 21, there are only 
five cases in which Chrysler’s replacement parts price was less than the 
concurrent price. The other 12 instances are those where other 
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companies’ replacement price was less than Chrysler’s concurrent 
rice. 

Mr. Cassy. Well, looking at those prices, Mr. Misch, do you think 
that the disparity in the amounts is explainable by the difference in 
packaging cost ? 

‘Mr. Miscu. It is quite likely that it is not the whole story, partic- 
ularly where you have other suppliers who have submitted lower re- 
placement parts prices. I am very sure that in the case of those sup- 
pliers—they aren’t our suppliers in most cases, because, looking at 
your’exhibit, the second item, it shows the Chrysler concurrent part 
“rar of $4.30 on a replacement from another company of $1.40. Now, 

am sure that if I had the data on that part, we would find that we 
were paying well in excess of $1.74 for that part. 

Mr. Casey. What does it do to your argument that concurrent parts 
can be supplied by the vehicle assembler at a cheaper price than re- 
placement parts? 

Mr. Miscn. I can’t answer that for just this reason: I don’t know 
anything about the cost of this other company that is mentioned here. 
I am not so sure that this particular part is to the specification, to the 
quality that is demanded in the concurrent part. In other words, you 
are asking me to answer a question that I don’t have all the facts on. 

Mr. Harpy. In other words, you might think that that was a gyp 
parts part deal ? 

Mr. Miscn. I don’t say that, but I say that we would have to check 
all the facts. 

Mr. Harpy. You are just looking at that possibility ? 

Mr. Miscu. I am not even inferring that. Incidentally, the com- 
pany mentioned here happens to be a reputable company. 

Mr. Harpy. I didn’t mean 

Mr. Miscu. But even a reputable company can make parts that are 
not to the specification. A reputable company can make parts to any 
specification. It might not be the identical part for all I know. 

Mr. Rrenuman. Mr. Chairman, I have a question. Mr. Misch, isn’t 
it true that when you get the order for the vehicle in the first instance, 
that you also get an order for the concurrent parts that go with it? 

Mr. Miscu. That is right. 

Mr. Rreutman. Well, those concurrent parts are placed with thie 
very same company that make the original parts for the vehicle; is that 
not true? 

Mr. Miscn. That is generally true, yes, sir. 

Mr. Rreutman. So it would all lend toward a lower price in pro- 
duction if you were placing the same orders for the vehicle plus the 
concurrent parts for the same company ? 

Mr. Miscu. That is correct. That is our experience. 

Mr. Rreniman. That is your experience? 

Mr. Miscu. Yes, sir. 

Mr. Rrmeniman. That again leads to the statement that you made 
here that convinces me too that your concurrent parts certainly should 
be more reasonable than replacement parts, because you do have to go 
back and maybe retool and do a lot of other things when it comes to 
replacement, where in the concurrent part, the order is given at the 
very same time you give the order for the parts of the vehicle that are 
going to be assembled in your plant. 
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Mr. Miscu. I think by far that in the great majority of our prices 
that is true. Our exceptions are brought about by packaging and for 
other reasons, but I think those are just the very occasional exceptions. 
I certainly think in the over all that the Government saves substantial 
money by buying concurrent spare parts in that way. 

Mr. Cassy. Mr. Misch, you appreciate, I suppose, that the Govern- 
ment shouldn’t have to rely on the price redetermination clause to 
protect itself on the price being paid on these concurrent parts. 

Mr. Miscu. Incidentally, Mr. Casey, in the case of our own con- 
tract, such reductions as we have made in concurrent parts prices were 
not in redetermination. Incidentally, I think I said a while ago that 
they were. It was a voluntary reduction made several months ago in 
the price of these parts. 

Now, that reduction, I might say, was made possible by the fact 
that our whole production on this contract accelerated as we got 
into greater production. Our production rate increased. 

Mr. Casey. To repeat my question, the Government shouldn’t have 
to rely on the price-redetermination clause. In other words, there 
should be an endeavor on the part of the vehicle assembler at the time 
the part is negotiated to only ask a fair price for the concurrent part. 

Mr. Miscu. I believe that is right, sir. 

Mr. Casry. Have you the facilities to check the items that are listed 
on that exhibit by the stock number that is given ? 

Mr. Miscu. I don’t have the facilities here to check them. 

Mr. Casry. I don’t mean that. Can you verify whether those prices 
are correct, as far as—— 

Mr. Miscu. Is this a Government stock number ? 

Mr. Casey. I assume it is. 

Mr. Scuarrer. That is right. 

Mr. Casey. It is. 

Mr. Miscu. I am not sure I could do that. I could make a stab 
at it. 

Mr. Casry. I see. 

Mr. Miscu. It is possible. 

Mr. Casey. I am advised that 

Mr. Miscn. Pardon me. I might say this: Our records are carried 
in Chrysler part numbers, as you can guess. There might be a cross- 
reference to stock numbers that could be made available. 

Mr. Casry. I am advised that the way these figures were arrived 
at was to take this particular contract and then to try to find if there 
was a purchase of a replacement part at some comparable period 
and the price at which it was purchased, and that no endeavor was 
made to pick out the lower prices for the replacement parts; that it 
was a random examination. Now, I state that for the record so that 
you will be advised if you can verify that. 

Mr. Miscu. Obviously we didn’t attempt to check our whole 1,300 
or 1,700 parts, whatever they are. Incidentally, we invite you to do 
that. We think you will find our records are pretty good on them. 

Mr. Meaper. May I ask a question at this point? Do I understand 
that you carry Chrysler part numbers and do not carry the Ordnance 
stock numbers ? 

Mr. Miscn. Our basic filing, Mr. Meader, is naturally the Chrysler 
part number. Our whole recording throughout our plant of all our 
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— civilian and Government parts, has to be by Chrysler part 
number. 

Mr. Meaper. Aren’t you required to identify by the Ordnance part 
number if there is one, when you label your part? 

_ Miscu. I think that is undoubtedly done by the technical 
people. 

Mr. Meaper. Well, then, it wouldn’t be difficult to find it from the 
Ordnance part number ? 

Mr. Miscu. If it is possible to find it, we will. I don’t have the 
data here, of course. 

Mr. Meaper. I want to clarify a statement that your replacement 
part sales this year—is that the fiscal year or the calendar year? 

Mr. Miscu. This calendar year. 

Mr. Meaper. Of 1951? 

Mr. Miscu. Yes, sir. 

Mr. Meaper. That it will be about $15,000,000 ? 

Mr. Miscu. That is right. 

Mr. Meaper. Now, does that include your concurrent spares? 

Mr. Miscu. No. 

Mr. Meaper. How much will that be? 

Mr. Miscu. I can’t tell you that. It will be in the millions of dol- 
lars. I don’t think it will be this large, but I haven’t looked at that 
figure, sir. 

Mr. Meaper. You do have your concurrent spares segregated from 
the vehicle costs, do you, in your records, so that you could give us 
the total volume of your concurrent spare business ? 

Mr. Miscu. That is right. Incidentally, as you can guess, the $15,- 
000,000 figure is a little bit of an estimate. Naturally, we only have 
11 months’ operation in there, and we have had to do some guessing 
on the month of December, but that is still a good estimate. I could 
give you the same kind of figure on concurrent; yes, sir. Would you 
like me to write a letter to the committee with that information ? 

Mr. Harpy. Yes. We would like to have that, Mr. Misch. 

(See exhibit 60.) 

Mr. Cassy. Mr. Misch, you pointed out that on one item costing a 
third of a cent, it cost 3 cents to package according to Government 
specifications. Would that be unusual? 

Mr. Miscu. Oh, yes. 

Mr. Casry. For commercial business? 

Mr. Miscx. Oh, that is very, very unusual. I go on to say in that 
statement that: 

Other items on the same basis run more than 100 percent. From our experi- 
ence the average cost of packaging far exceeds the 10 percent used in computa- 
tions by the subcommittee’s staff. 

Now, at another point in here I could tell you that on replacement 
parts—now, this is somewhat different than concurrent parts—on re- 
placement parts, our average cost to package is 23 percent of the basic 
cost. 

Mr. Casey. I am first directing your attention to the fact that a 
particular item cost a third of a cent. Would it be unusual, in a com- 
mercial business, to pay more for the packaging than the item itself? 

Mr. Miscu. It is unusual in our commercial business. I can’t speak 
for other commercial businesses. 
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This particular part, I believe—and I am not a technical man—I 
believe because of requirements to keep it the consistency and pro- 
tect it from moisture and because of the size and shape of the part, 
it became a very expensive thing to package. When we look at the 
packaging cost of our thirteen-hundred-odd items, I certainly want 
to assure you, Mr. Casey, that it is a very unusual thing where you 
find the packaging costing even as much as the part itself. 

Mr. Casry. Of course I was referring to an item of 1 or 2 cents or 
less, rather than items of any considerable amount. 

Mr. Miscu. Right. 

Mr. Casry. Now, taking your 28 percent figure for the first 10 
months of 1951, 23 percent is the actual dollar cost of the packaging ? 

Mr. Miscu. Yes. 

Mr. Casry. Has that packaging cost increased during the year of 
1951 = of proportion to the increase of the cost of the parts them- 
selves 

Mr. Miscu. That I can’t answer, sir, because we did not in the years 
of 1950, 1949, and 1948, keep detail—enough records on the packaging 
of Government parts to tell you that. Now, our own belief, as we 
state in this statement, is that our packaging, in proportion, is cheaper 
in the year 1951 that it has been in any of these other years, the reason 
for that being the fact that, in our opinion, with the greatly increased 
volume of such packaging work that we have going over our line, it 
certainly would seem to us that it would be a cheaper thing. 

Mr. Casey. Has there been any increase in the number of items that 
are now required to be packaged for overseas shipment as against 
prior years? 

Mr. Miscu. I can’t state that, sir. 

Mr. Casey. It would have some bearing if that was the case; would 
it not? 

Mr. Miscu. I should say so. 

Mr. Casey. In other words, it would cost more to package for over- 
seas shipment than it does for commercial ? 

Mr. Miscn. Yes, sir. 

Mr. Casry. And the assumptions that were made by the subcom- 
mittee staff in selecting the figure of 10 percent was based on years 
prior to 1951? 

Mr. Miscu. Well, that I don’t know. I do know this: That in the 
Government business, in replacement parts that we have handled 
through the years, as well as we could allocate such costs, I don’t think 
it has ever reached a point where in the over-all it got as low as 10 
percent. 

Mr. Casry. Well, Mr. Misch, we have made inquiries of both the 
Army and of packaging firms and of other automobile firms, and I 
might say that. 23 percent is the highest figure that I have heard any- 
one mention. Now, the Army representatives themselves, I believe, 
will testify, and I intend to call them to testify, that that 23 percent 
figure is higher than they estimate on their experience to be. Have 
you had any occasion to inquire of packaging firms how much they 
could do that work for? 

Mr. Miscn. That I can’t answer. I do know this: That we use 
packaging firms and have used packaging firms in the past. So I 
would assume that the people who handled that thing for our cor- 
poration could check packaging firms on occasions. 
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Mr. Casry. And some of the large assemblers do use packaging 
firms rather than do their own packaging? 

Mr. Miscu. I understand that. I don’t know that. 

Mr. Casey. Now, you state that you have undertaken to maintain 
up-to-date prints, engineering specifications and stocks of parts. 
There has been some testimony here that all manufacturers are unable 
to bid, in many cases, on the parts that are advertised by reason of 
the inability to secure prints from the Ordnance Corps on parts that 
are manufactured, in the first instance, by the big vehicle assemblers 
or that are used in the vehicle supplied by the vehicle assemblers. 

Could you explain to us exactly what that situation is, as far as 
Chrysler is concerned ? 

Mr. Miscn. I will attempt to do so. I thought we covered that in 
one spot in this statement. 

Mr. Harpy. I think you did discuss it. 

Mr. Botirne. On page 20. 

Mr. Casey. Is that the situation encompassed by the first example 
given on page 20? 

Mr. Miscu. I would like to have just a minute to glance this over. 

No; I don’t believe that completely answers your question. 

Mr. Casey. I didn’t think it did. 

Mr. Miscu. No; it doesn’t. It answers the question with respect to 
parts that we might call proprietary parts of Chrysler. 

Mr. Cassy. That is right. I am not referring to the parts that are 
proprietary. 

Mr. Miscu. I believe in those cases, Mr. Casey, we have on occasion 
supplied Ordnance with copies of prints. I don’t believe that we 
would want to get into a wholesale supplying of such prints to Ord- 
nance. In other words, every time they got an inquiry for prints, I 
don’t feel we should be called upon to supply such prints, the reason 
being very obviously that we are automobile manufacturers and not 
wholesale suppliers of blueprints. It is quite a task on many thou- 
sands of parts to keep prints up-to-date where changes occur and so 
forth, and make copies of them. Now, that is what we attempt to do 
in our own print files. Changes are made, as changes and material 
specifications have to be made. Those things have to be recorded. 
We try to keep our prints up to date at all times. We have big de- 
partments with technically trained people to do that. Naturally, it 
is without compensation to us, and I am not sure that we would even 
want to do it with compensation. It would be a very troublesome 
thing to attempt to supply prints indiscriminately on such items. 

Now, there have been occasions, as I stated a second ago, where we 
have supplied Ordnance with prints. Those occasions were these: If 
Ordnance gets into the position where they can’t buy a part any 
place, including from us, we feel a responsibility for it if it is for 
our vehicles, and we will supply them with prints. In those cases, 
and I think the record will show that in those cases they have been 
supplied with prints—— 

Mr. Casry. In other words, you—I will not say “in other words,” 
because you haven’t mentioned it—but by supplying the print, you 
open the door to further competition with Chrysler for the purchase 
of that part ? 

Mr. Miscu. I haven’t said that, but naturally, that is so. 
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Mr. Casey. And that is the predominant reason for not supplying 
the prints to the Ordnance Department ? 

Mr. Miscu. I would say that it is partly, but the other reason is 
that for 10,000 parts that we are responsible to the service for, it 
would be quite a job to keep prints up to date and supply them by the 
hundreds to anyone who might ask for those prints. 

Mr. Harpy. You don’t necessarily feel called upon to be sufficiently 
charitable to transfer your engineering designs to somebody else? 

Mr. Miscu. I think that is right. As a matter of fact, I think, Mr. 
Chairman, that by far the great majority of important parts that go 
into Chrysler military vehicles are proprietary parts in any case. I 
think what you are talking about is relatively few parts. 

Mr. Borr1nc. These two items on page 20 came into the picture, and 
| am curious about what you just said. I wonder if you could tie that 
down a little bit more specifically because it, in turn, relates to what 
is said on page 21. You say: 

First: If a vendor is making and selling to Chrysler a part that Chrysler 
designed, and Chrysler owns the design, Chrysler does not ordinarily permit 
the vendor to sell the item to anyone else. 

Second: If a vendor is using Chrsyler’s tools and equipment in making a 
part, Chrsyler does not ordinarily permit him to use its tools and equipment for 
any purpose except to supply Chrysler. 

The tendency then on page 21 is to minimize very much the effect 
or the impaet of those two points made on page 20. Now, you have 
just said that you felt—I forget the exact words—but the majority 
of the parts in a Chrysler produced practical or combat vehicle would 
be proprietary items. 


Mr. Miscu. I think I put the word “important” in there, and by 
that I don’t mean part numbers. I am speaking of important items. 
Probably the most important item in a vehicle is an engine, and nat- 
urally, our pogenes are proprietary items. It is a Chrysler-designed 


engine. The Government saves a great amount of money by using a 
Chrysler engine. We have to do very little tooling on our Chrysler 
engine, which has in it many hundreds of parts. 

Mr. Boriine. What do you estimate would be the total number of 
proprietary parts in any given military vehicle, a very rough esti- 
mate. Would it be 50 percent? 

Mr. Miscu. I am not prepared to estimate that. 

Mr. Boturne. You can see the significance in relation to your testi- 
mony on page 21. 

Mr. Miscu. Speaking in dollar value, I should say that the great 
amount of dollar value in a vehicle is proprietary parts. 

Mr. Bottrne. So that—— 

Mr. Miscu. The number of parts is a hard thing to tie down, 
obviously. 

Mr. Boutrna. But in effect the investigator of our subcommittee 
staff ~ we quite as wrong as would be indicated in the statement on 
page 21 

Mr. IsrrmAn. Except that he was talking about parts we buy, not 
parts we make. 

Mr. Miscu. I think that all the statement on page 21 was an at- 
tempt—certainly we understand that it applied to parts we bought. 
Of course, a few parts—— 

Mr. Borzine. Again, we are back to the same thing, because you are 
talking about if a vendor is making and selling to Chrysler a part 
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that Chrysler designed, and Chrysler owns the design, Chrysler does 
not ordinarily permit the vendor to sell the item to anyone else. We 
are still talking about the same thing, parts that you bought? 

Mr. Miscu. , eer sir, that I believe I should state this: That I 
believe most of the proprietary parts of Chrysler manufacture 
wouldn’t get into this thing anyway because of that. 

Mr. Casry. Do you sell whole Chrysler engines to Ordnance or do 
you buy those parts of engines rather than whole? 

Mr. Miscu. I think they are sold both ways, sir. In other words, 
for certain uses, they buy engines that are almost complete. Certainly 
they buy what we call short engines which have all the major moving 

arts in them. They might not include accessories, but they also buy 
wa us, and from other suppliers, pistons, rings, and the many things 
that you you yourself would put in your own automobile when they 
are worn out. I think it is a question of where they want to use these 
things, and for what purpose. 

Mr. Bozic. There is, in effect, no competitive situation actually 
in a proprietary item, engine or otherwise? 

Mr. Miscu. Well, there is to an extent, sir. I doubt very much if 
we would want to sell an engine to Ordnance for more money than we 
would sell it to our own civilian customers. 

Mr. Bottrne. But you do have in operation a very substantial 
fleet of equipment? There is in operation by the military a substan- 
tial amount of equipment for which the only replacement parts are 
proprietary items? 

Mr. Miscu. I think that is right. That same thing is true of the 
public. There are great fleets of our vehicles in use in the public 
which can be serviced only with proprietary items. 

on Boxing. There isn’t much competition in the replacement 
parts ¢ 

Mr. Miscu. We feel that there is, sir. We feel that we cannot be 
very long in business with our lowest priced automobile, for example. 
If our parts were far out of line in price—we sell great. fleets of those 
cars to taxicab companies where the mere fact that they are in taxicab 
use means that someone has figured out what the cost of keeping re- 
placements on those job is. If our replacement parts prices were out 
of line, we wouldn’t be in business very long. 

Mr. Boturne. There is a slight difference in the immediate situation 
where the military faces a build-up and they are going to be inclined 
to change their fleets of going equipment. 

Mr. Miscn. I think that is true. 

Mr. Casry. Mr. Misch, on this same point, on page 20, you refer in 
the second example as follows: 

If a vendor is using Chrysier’s tools and equipment in making a part, Chrysler 
does not ordinarily permit him to use its tools and equipment for any purpose 
except to supply Chrysler. 

How extensive is that practice? 

Mr. Miscn. Usually, that is true of the item that is in the first 
instance more so than it is true in the case of any other part. In other 
words, in almost all cases where we own the design, we may have in the 
supplier’s plants tools and dies that belong to us. Now, there are 
occasional instances when that isn’t true, but I would say that they are 
very occasional. 
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Mr. Casry. Generally speaking, the first and second would refer to 
the same suppliers and the same parts? 

Mr. Miscou. That is right; I think much more tooling that we own 
in our suppliers’ plants, and in those cases where we also own the 
design, which are covered in the first instance here. __ 

Mr. Gasgy. Let me ask you how extensive is the practice of Chrysler 
owning the tools and owning the design that exists with respect to 
many of the parts that Chrysler sells? 

Mr. Miscu. With respect to the number of parts, I can’t say. I tried 
to put that on a dollar basis per automobile. Naturally, we own the 
greater part of our design. Now, there may be a number of smaller 
parts that are commercial parts. 

I will cite you an example. Practically every bearing that we use in 
our vehicle is a commercial-type bearing. It is an item on which we do 
not own the design. It is an item on which there may be 50 people in 
the United States who could manufacture and supply that bearing. A 
bearing is as good an example as I can think of offhand. There are 
other items of that sort in an automobile. 

Mr. Harpy. I think the point Mr. Casey was trying to get at, or at 
least, the point that occurred to me when he raised that question what 
to do with the extent of this design and tool ownership related to the 
extensiveness of the ownership of design and tool and equipment in the 
hands of independent manufacturers. 

Now, of course, on the items which you make yourself, you own the 
design, tools, equipment, and so forth, but with respect to potential 
basic manufacture suppliers other than yourself, how extensive is that 
ownership of design and equipment ? 

Mr. Miscu. Well, I almost have to try to tie it into the number 
of parts. Let me give you an example. We buy bodies for Plymouth 
cars from the Briggs Manufacturing Co. Naturally, we have, in 
their hands, millions of dollars worth of tools to produce those bodies, 
It is our common practice to own those tools and we own the designs, 
Now, on the other hand, when they turn something out, it is a body— 
it is one item—but it is a very expensive item and a very complex 
item. 

Now, on the other hand, again talking about total dollars in tools, 
there are not many suppliers of one item, not of a complex nature, 
who have tooling that belongs to us. I wouldn’t say there was much 
“ that in terms of dollars. It is difficult for me to deal in numbers 
of items. 

Mr. Harpy. You mentioned Briggs. That is, of course, the body 
plant where I presume they make all your bodies. 

Mr. Miscu. No; they do a small percentage of our body work but 
they do make complete bodies for us for certain of our cars. 

Mr. Harpy. Only a small percentage of your total requirements? 

Mr. Miscu. That is right. Still, to make that small percentage of 
our bodies, we have in their plants, millions of dollars worth of tools. 

Mr. Harpy. To what extent, if any, do you secure parts or bodies, 
or otherwise, from some subsidiary or affiliated corporations in which 
you have a financial interest ? 

Mr. Mtscu. Now, Briggs certainly isn’t an affiliated corporation, 

Mr. Harpy. Well, I wasn’t referring to Briggs only. I just merely 
asked you the extent to which you secure parts or bodies through sub- 
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sidiaries or affiliates. You do not have a set-up like General Motors, 
for instance ? 

Mr. Miscu. No. I am trying to think through our subsidiaries 
and I believe there are only two, or possibly three wholly owned sub- 
sidiaries that we get anything from in terms of total dollars of our 
business. It amounts to practically nothing. I think in each of those 
companies none of the stuff gets into military use at all. We don’t 
have the kind of divisional breakdown that General Motors, for ex- 
ample, have. 

Mr. Casey.. Mr. Misch, I assume that the purpose of the charts, 
showing the work involved in the submitting of bids for Government 
work and the administration of the contract and so forth, was for the 
purpose of showing that Chrysler with their large, trained organiza- 
tion is able to handle that kind of procedure much more economically 
than a small rhanufacturer or a supplier could ? 

Mr. Miscn. I think possibly, Mr. Casey, we also had another thing 
inmind. This might be even a stronger thing. 

I think we told you at one point that our cost of warehousing, ex- 
pediting, and all that sort of thing in the case of replacement parts 
amounted to 10 percent of the cost of the basic part. We thought that 
that might, to the casual observer, seem to be a rather high percentage 
of cost for that group of services. We wanted this subcommittee to 
see just how many things were involved in bidding on a Government 
contract. 

I don’t know that we could do that any cheaper than anyone else 
can. I do know there is an awful lot of things to do there. 

Mr. Casry. The other reason would be to explain the discrepancy 
between the cost figures that we had and the eventual price that 
Chrysler charged to the Government. 

Mr. Miscu. I believe that in reading the testimony that was made 
before this subcommittee on Monday, as I believe it was, there was 
reference in the newspapers to 300 million and 600 million. I don’t 
think anything was included in that computation for this kind of serv- 
ice. There may have been, and I am recalling that as best I can. 
Someone has to do that in every case. 

Mr. Casey. The reason I bring this up, Mr. Misch, and I may be 
wrong, is that I seem to get the impression that you are explaining 
how efficiently Chrysler can handle this kind of buying from sup- 
pliers and furnishing this to the Government. In fact, you have so 
stated on page 13 where you say that you doubt that Ordnance can- 
not duplicate Chrysler’s buying organization. Yet you maintain that 
you only get 20 percent of the business you bid on. 

Mr. Miscu. That is right, sir, of this type of business. 

Mr. Casey. Is there some inconsistency in those two positions? 

Mr. Miscu. We don’t think so, sir. 

Mr. Casry. I mean, if you are such an efficient organization, I think 
you should be able to get more of the business. 

Mr. Miscxu. We think we are efficient. 

We are talking about Ordnance, of course—that is, in the first 
place, how efficient they can be in buying the stuff and whether they 
can duplicate the methods of ours. Also, you must remember this, and 
we so stated in our statement, that if there is any place Ordnance can 
find whereby they can buy these things more cheaply than we can 

handle them, we believe they should do it. 
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Mr. Casry. However, at the same time you believe you render 
valuable services to Ordnance by having them buy through Chrysler. 
‘ Mr. Miscu. We believe we render valuable service to Ordnance 
when they can buy through Chrysler at the lowest of competitive bids. 
If the bid isn’t lower, they shouldn’t buy from us. 

Mr. Casey. You have certain suppliers that regularly do business 
with Chrysler, do you not? 

Mr. Miscu. Oh, yes, many of them. 

Mr. Casey. And many of those suppliers do not bid or bid higher 
on Government procurements than you do? 

Mr. Miscit. That is the evidence submitted before the committee, 
as I read it Monday, yes. 

Mr. Casey. Did it come to your attention long before the com- 
mittee brought it out ? 

Mr. Miscu. That is right. 

Mr. Casey. Had the suppliers ever indicated to you why they have 
been refusing to bid and bidding higher ? 

Mr. Miscu. I believe that we have covered that in our statement 
here, Mr. Casey. 

Mr. Casey. I know you have stated you didn’t know why, and that 
the reason you give us is that you probably find it would be too ex- 
pensive to go through the red tape that you have described. 

Mr. Miscn. I don’t believe they ever told us in so many words, sir. 
1 will say this: We have put no restrictions on our suppliers with 
regard to bidding on such business. 

Mr. Casey. They have never stated they rely on Chrysler through 
good times and bad for business and that they cannot afford to not 
give Chrysler the parts business when the Government wants to step 
up the defense program ? 

Mr. Miscu. I am not so sure that specific statement has ever been 
made to me. I am more familiar with accounting people who work 
for various parts suppliers. I do know of some of them whose policy 
is apparently not to sell to the Government because they don’t choose 
to sell at retail. I have heard many statements along those lines 
made from time to time, but I am certainly not in the position to 
testify as to their feelings as to why they don’t take Government 
business. I can see the reasons why they might not be interested in 
Government. business. 

Mr. Casry. How long have you been associated with Chrysler, 
Mr. Misch? 

Mr. Miscu, Twenty-five years. 

Mr. Casey. Is it not a recognized industry practice for regular 
suppliers of certain large vehicle assemblers not to bid on Govern- 
mas business so that they can let the vehicle assemblers bid on that 
WOPrK ¢ 

Mr. Miscu. I would say that they are not many, but some of our 
suppliers do not want to sell at retail at any point; at least they so 
state. 

Mr. Casry. Do they consider the Government as a retail customer ? 

Mr. Miscou. I think the Government is a retail customer. They are 
the ultimate user. I think that is the usual definition of that, although 
I don’t want to get into that kind of a debate because I am no 
linguist. I do think they are the ultimate user, and let us state it 
that way. 
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Mr. Casgy. Shouldn’t the Government get a better price than any 
ultimate user? 

Mr. Miscu. I think we have stated to you that in the years 1946, 
1947, and 1948, when we were bidding on these replacement parts 
business with the Government, we were not giving them better prices 
at that time than we were to our best other customers. The reason 
was that the business was so sporadic and in such quantities that even 
when we gave them that best price we probably didn’t fare nearly 
as well as we did with our larger customers. 

Mr. Casry. At the present time, shouldn’t they get the best price 
possible ? 

Mr. Miscu. We give them the best price possible at the present time. 

Mr. Casey. On page 13, you refer to the fact that you doubt that 
Ordnance can duplicate Chrysler’s buying organization. But is it 
not a fact that even if they bought all their parts through Chrysler, 
they would necessarily have to duplicate to a large extent, the buying 
organization of Chrysler ? 

Mr. Miscu. By the buying organization, Mr. Casey, I refer not 
only to the purchasing agent who actually goes out and places an order 
with the supplier—I also refer to the people who perform the many 
technical services we outlined in the charts. 

Mr. Casey. Well, wouldn’t the Government have to have inspectors? 

Mr. Miscu. They do have inspectors. 

Mr. Casey. I mean they would have to duplicate any inspection 
services that you performed ? 

Mr. Miscn. I should think they would, yes. 

Mr. Casry. They’d have to duplicate any price-analysis work that 
you perform ¢ 

Mr. Miscu. May I ask you to state your original question, first? 
Was it, If the Government did all the business through Chrysler, 
they’d still have to duplicate all these things? 

Mr. Casry. Yes. 

Mr. Miscu. I don’t believe they would. 

Mr. Casry. In other words, the Government would have to have a 
large buying organization, regardless of whom they bought from ? 

Mr. Miscu. I think they would need a much larger organization 
than they now have if they bought all the stuff individually that they 
buy from a few people today. Certainly when we have more sup- 
pliers, we have to put on more purchasing agents. 

Mr. Caszy. That is true, but it is only a question of whether or not 
the savings the Government could effect would warrant it and whether 
there would still be a considerable saving even if they had to increase 
their buying personnel. 

Mr. Miscu. There might be a saving; again, I am not competent 
to judge. 

Mr. Casey. That is really the issue; isn’t it? 

Mr. Miscu. I think that is your issue; yes, sir. I am still not com- 
petent to judge what savings there might be in Government pur- 
chasing. 

Mr. Casey. Well, the Government has got to do the purchasing, no 
matter where they get it. 

Mr. Miscu. They have to do the purchasing with one person or 
many people. As I say, we have to put on many more purchasing 
agents the more vendors we buy from. That has been our experience. 
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Mr. Casry. Now, I believe you have indicated you have felt that 
this is a highly competitive business of selling replacement parts to 
the Government. 

Mr. Miscu. We believe it is, sir. 

Mr. Casey. I am sure you are aware of the testimony by the staff 
representative as to how this study was made—that it was made merely 
by selecting 300 items at random without regard to what the facts 
eventually would show. Obviously, we had no way of knowing what 
the facts eventually would show when we selected the items. 

Now, on the case study involving the Chrysler Corp., have you been 
furnished a copy of that case study ? 

Mr. Iserman. I don’t believe so. 

Mr. Miscu. Incidentally, I have with me, of course, a copy of the 
things that we furnished to the subcommittee—the statement that we 
furnished to your staff last April or March, whatever that time was. 

Mr. IserMan. We have that. 

Mr. Casey. You have that, Mr. Iserman ? 

Mr. Iserman. Yes. 

Mr. Casey. It is exhibit 17. I direct your attention to the bid 
information contained on page 2 of that exhibit, and direct your atten- 
tion particularly to the number of bids that were received on the 
invitations covering the 11 items that were included in that case study, 
and ask whether that is consistent with your statement that this is a 
highly competitive business, as far as these Chrysler parts are 
concerned ? 

Mr. Miscu. Well, again I can’t judge on what the staff of the sub- 
committee has done, but I would like you to look at page 18 of our 
prepared statement, which includes all of our bids for 2 years, and 
where the information does indicate that much of the dollar volume 
involved here was quite competitive. 

Mr. Casey. Then the only explanation of this information on page 2 
of the exhibit is that the sample taken by the staff was not a truly 
representative sample; is that right? 

Mr. Miscn. I don’t attempt to explain that. All I attempted to do, 
Mr. Casey, was state our actual experience for 2 years. 

Mr. Harpy. I wonder if this might not be a factor in this particular 
situation: Take for instance this second item on page 18. Just for 
illustration, your tabulation shows that there were 25 bids. I pre- 
sume that means there were 25 bids on that invitation ? 

Mr. Miscu. That is right—no, that means there were 25 invitations 
to bid—25 separate invitations to bid. It means there were two bid- 
ders on those invitations. 

Mr. Harpy. There were two bidders? That is, out of the 25? 

Mr. Miscu. Incidentally, it means that of the 415 in total on 62 of 
the invitations, there was only 1 bidder, which was Chrysler. 

Mr. Harpy. Well, that seems to clear that up. Let’s go down the 
line to where you show a number of bidders—a greater number. Take 
for instance the item down here which shows 14 bidders. I don’t know 
that I understand what is meant. 

Mr. Miscu. Well, let me explain that item to you, if I may, Mr. 
Chairman. It means there were 8 different bids where there were 
14 bidders. 

Mr. Harpy. Fourteen invitations? 
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Mr. Miscu. No; 8 different invitations where there were 14 different 
bidders on the invitation. 

It also means going across the line, that we bid on those eight 
different invitations, a total of $237,000, and that our awards on our 
bid of $237,000 were $34,000. Somebody got the rest of the business. 

Mr. Harpy. That is one of the points f am trying to develop, but 
I cannot understand the meaning of your first two columns. You 
said a number of bidders and a number of bids. 

Mr. Iserman. Those are invitations to bid, Mr. Chairman. The 
second column, the number of bids, should be number of invitations 
to bid. 

Mr. Miscu. That is right; number of invitations to bid. 

Mr. Harpy. You mean only 8 invitations to bid were sent out and 
14 of the 8 responded ? 

Mr. Iserman. There were 8 invitations to bid when 14 different 
people submitted bids. 

Mr. Harpy. I am beginning to understand now. I see what you 
are talking about here is 8 different cases; where invitations were 
sent out, there were 14 bidders on each of those; and is that what this 
means ? 

Mr. Iserman. That is right. 

Mr. Miscu. Again I want to remind you, Mr. Chairman, if I may, 
that we are talking here only about the bids upon which we bid. 
There were 415 invitations to bid during that fiscal year upon which 
we bid. 

There may have been many more invitations issued by Ordnance 
which we were not able to bid on. 

Mr. Harpy. I understand that, yes. On these invitations to bid, 
there were numerous items on each invitation ? 

Mr. Miscu. That is right, sir, in some cases. 

Mr. Harpy. We will put it this way, that there have been numer- 
ous items? 

Mr. Miscu. That is right. 

Mr. Harpy. So when you show 14 bidders in these 8 different times 
where the 14 occurred, it does not necessarily mean that 14 people 
bid on each of the items on that invitation ? 

Mr. Miscu. That is right, it does not mean that, sir. 

Mr. Harpy. So that out of this total, the amount that Chrysler was 
awarded was $34,500. Is that right? 

Mr. Miscu. That is right. 

Mr. Harpy. There is nothing to indicate in this type of analysis 
of the 14 bidders who bid on this particular item, a ae any of 
them were in competition with Chrysler on the items which Chrysler 
was awarded. 

Mr. Miscu. There is nothing in this statement to show that, that 
is correct, sir. 

Mr. Harpy. So this type of analysis does not indicate whether or 
not competition existed with respect to the items on which Chrysler 
bid ? 

Mr. Miscn. I think it does, sir, because it also shows that we had 
bid $237,000 and somebody got that business—we didn’t get it. We 
only got $34,000 worth. 

Mr. Harpy. That would indicate with respect to that part of it 
that there was some competition. 
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Mr. Miscu. Looking at the grand total, sir, we bid a grand total 
of $6 million and only were given contracts for a million; so 
someone got the other $5 million, I would assume—we didn’t get it. 

Mr. Casey. Mr. Misch, how is it on the first item that in practically 
one out of every five bids that you submitted, even though you are 
the only bidder, you didn’t get the business; in other words, you 
were the only bidder on 62 occasions. 

Mr. Miscu. $63,000, I think is the governing figure there. We bid 
$63,000 and we were awarded $52,500. Well, there is no law to make 
Ordnance buy anything that they get bids on. I assume, for some 
reason or other, they didn’t award those bids. 

Mr. Casey. To anybody? 

Mr. Miscn. Anyone. 

Mr. Harpy. That situation might apply to some of the other items. 

Mr. Miscu. It could apply to some degree. 

Mr. Casey. It doesn’t necessarily mean because you didn’t get all 
the business, somebody else got it. 

Mr. Miscn. I think it is a good generalization. They bought almost 
that many parts in that year. 

Mr. Bottine. What do you consider a healthy competitive situa- 
tion? How many bidders would you say it would be wise to have? 
You indicated a figure in terms of your own business. 

Mr. Miscu. We try to get three. There are many, many cases where 
we don’t get three bidders, and as a matter of fact, many cases where 
we only have one bidder—ourselves—and where we have that one case, 
we certainly do a checking job to see that we are paying a proper price. 

I understand from the testimony that the Government submitted 
here, they do the same thing—I hope they do. 

Mr. Botx1nG. In the cases where the number of bidders are three or 
less, representing in 1950, 31 percent of the total cases of 415, and in 
applying the same criteria in the fiscal year ended June 30, 1951, there 
are 389 bids listed, 47 percent of those 389 bids are in the group of 
three or four bidders. 

Mr. Miscx. Yes. 

Mr. Boutxirna. I am not sure of my percentages being right, but I 
think they are approximately close. 

Mr. Miscu. They sound approximately close, Mr. Bolling. 

Mr. Boutrne. Which I think is a significant point. 

Mr..Miscu. Again, I think a very significant figure is the dollars, 
so I think it would be interesting to prepare the same statistics if you 
are going to do it with the dollars. 

Mr. Bourne. I don’t think they do too badly along that same line. 

Mr. Miscu. That is right. 

Mr. Harpy. Is there anything further? 

Mr. Meaper. I have some questions that I wanted to ask of some 
Chrysler representative. I am not sure whether Mr. Misch is the 
right man. You are assistant comptroller, as I understand. 

Mr. Miscu. That is correct. 

Mr. Mraper. You then are not responsible for the procurement 
policy of Chrysler. You are more in the recording and accounting. 

Mr. Miscu. I don’t do any of the actual buying, sir. On the other 
hand, during the last few months-since this subcommittee has com- 
menced its investigation, I have been very thoroughly involved with 
this parts business. 
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Mr. Meaper. In an investigation of your own? 
Mr. Miscu. I have done some investigating of my own. However, 
I don’t know what your questions are. 

Mr. Meaper. Is the person in Chrysler responsible for buying from 
your suppliers here? 

Mr. Miscu. No, sir; I don’t believe he is here. 

Mr. Meaper. Who is that? 

Mr. Miscu. He would be the general purchasing agent of the cor- 
poration. 

Mr. Meapver. The reason I wanted to find out about that was be- 
cause I wanted to ask you what you did in line with some of the prac- 
tices that have developed here that Ordnance has been engaging 1n, in 
buying. 

For example, I wanted to know whether or not when Chrysler selects 
a source, you make any check of the financial responsibility of the 
source that you propose to deal with. 

Mr. Miscu. We do, sir. 

Mr. Meaver. Do you make any attempt or require your prospective 
vendor to submit evidence or at least representations that he has the 
facilities so that he can manufacture the part that you want to buy? 

Mr. Miscn. I don’t believe I’d say that in every case we do. Again, 
I am not the general purchasing agent. I think I know something 
about their policy, and I am willing to give you an answer if you will 
take it as ang 

I can’t say that in the case of everyone that we do that. I know 
when we are buying any substantial quantity of items, we do investi- 
gate the financial responsibility, and I suspect in most of those cases, 
we have men in their plants. However, when the business does not 
amount to important money, it is quite possible that that is not done. 

Mr. Mraver. Mr. Chairman, obviously Mr. Misch is not the person 
in the Chrysler organization to provide a statement on their 
procurement practices, but I wonder if they would take the trouble 
to prepare a brief memorandum for the subcommittee on the proce- 
dures through which they go in selecting a source for their parts so 
we might have that as a standard by which to judge the quality of 
procurement by the Ordnance Department. 

Mr. Misch is quite proud of the efficiency of the Chrysler Corp. and 
says he thinks that private industry, generally, is more efficient than 
Government. I am inclined to agree that that is generally true. 

Mr. Harpy. I think by the very nature of things it would be ex- 
pected that private industry would be more efficient than the Govern- 
ment. 

Mr. Meaper. I believe that if we had a statement of buying prac- 
tices and policies on the part of one of these efficient private indus- 
tries, it might be a measuring stick with which we might compare 
the Ordnance buying practices as developed in these hearings. 

Mr. Miscu. We will be glad to make you such a statement [ex- 
hibit 61]. 

Mr. Harpy. That is fine. 

Mr. Meaper. That is all. 

Mr. Harpy. Well, Mr. Misch, we appreciate having had this very 
splendid discussion and we are glad to have an expression of the 
Chrysler Corp.’s position on the matters developed during the course 
of this investigation, 
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Mr. Meaper. I understand they have not submitted any informa- 
tion refuting or confirming the information presented in exhibit 17. 
Mr. Miscu. If you want us to make a written statement on this, 
you wouldn’t need part numbers, would you? 
” Mr. Scuarrer. I can furnish them, or you can tie them in with the 
sheet you have furnished us. 

Mr. Harpy. Well, if that doesn’t present too many complications 
and if you care to express yourself on this specific situation, we will 
be glad to have it. 

Now, we have been supplied with some photographs and copies 
of charts which Mr. Misch discussed. We will incorporate them in 
the record by reference (exhibits 61, 62, and 63). Thank you again, 
Mr. Misch. 

Mr. Miscu. Mr. Chairman, I thank you, too. 

(Witness excused.) 

Mr. Harpy. We will now hear from the representative of the Her- 
cules Motor Co. 

(John Keplinger was called as a witness on behalf of the 
subcommittee. ) 

Mr. Harpy. Gentlemen, do you have a prepared statement ? 


FURTHER TESTIMONY OF JOHN KEPLINGER, EXECUTIVE VICE 
PRESIDENT, HERCULES MOTORS CORP., CANTON, OHIO 


Mr. Keptincer. Yes; we have. 

Mr. Harpy. How long is it? 

Mr. Kepurncer. Well, I'd say it would take about 15 minutes to 
read it. 

Mr. Harpy. Do you have extra copies of it ¢ 

Mr. Kepurncer. Yes. 

Mr. Casey. What is your full name? 

Mr. Kepuincer. John Keplinger. 

Mr. Casry. What is your position? 

Mr. Kerutrncer. Executive vice president of the Hercules Motor 
Corp. 

We are appearing before your subcommittee pursuant to an inquiry 
contained in a letter dated November 27 from your chairman asking 
whether our company desired to appear at a public hearing to further 
express our views with regard to the facts that had been developed. 
A representative of our company appeared on July 20, 1951, before 
your subcommittee in executive session in Washington and testified in 
some detail concerning some of the matters into which your subcom- 
mittee has been inquiring. Before and after such appearance, we 
submitted written information in response to requests for it from the 
subcommittee. 

_ For three reasons it appears to us appropriate that we should testify 
in the public hearing on the question of pricing practices in the auto- 
motive parts field as it affects contracts with the Government. First 
of all, since the testimony was taken by your subcommittee in the 
executive session, a press release dated August 8, 1951, was issued by 
one of the members of your subcommittee which seems to us to be 
grossly misleading and to have created an unfair impression in the 
public mind. In the second place, at the time we appeared before 
your subcommittee in executive session, we were given some data 
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headed “Case IIT” that was apparently prepared by members of the 
staff attached to your subcommittee. e had not seen a copy of this 
data before this meeting and could not adequately comment on it at 
that time. In substantial part, at least, the statements contained in 
the press release were based upon data assembled by your staff. This 
data is also highly erroneous and prejudicial. 

Third, we believe that there has been a rather loose usage of the 
word “middleman.” Our contention has been primarily that it is of 

. a 
great advantage to the armed services to purchase their parts from 
the manufacturers of the end products and we have set forth before 
and we again set forth in this statement the many reasons why we 
think this is the only practical, safe, and sound procedure. 

Purchasing from the manufacturer of the end unit we believe is 
considerably different from purchasing from a distributor or dealer. 
The distributor or dealer, whether he is a distributor or dealer 
of the manufacturer or an independent distributor or dealer, is 
primarily concerned only with the sale and availability of the parts 
and has nothing to do with the assembling or manufacturing of the 
end unit. Of course, it must be recognized that the Government 
itself led the way in purchasing from dealers and distributors, be- 
cause there are many cases on record wherein they purchased surplus 
material from distributors and dealers who had no direct connection 
with any manufacturer of an end product and who in many cases were 
established only for the profit that could be obtained in purchasing 
surplus materials from the surplus property organization at low 
prices and then in turn selling shieen back to the armed services at 
profits that were in the highest brackets. 

If the armed service purchasing departments had not encouraged 
purchasing from this type of dealer of distributor rather than han- 
dling parts purchases through the manufacturer of the end products, 
the existing discussions about middlemen profits would not be neces- 
sary. However, when you are forced to buy from the lowest bidder, 
regardless of what the effect of buying through the lowest bidder may 
be on the using services, you can expect conditions of this kind to 
exist. 

Thus we do not feel that manufacturers of end products should be 
dealt with as middlemen in any insidious sense. 

Our company has been in the business of manufacturing engines 
for more than 36 years. We are known in the industry as an in- 
dependent engine manufacturer. Among our customers are the as- 
semblers of trucks, farm equipment, etc., who buy our engines for 
powering their end products. The manufacturers of the trucks and 
other equipment who use our engines buy many other units and parts 
from many manufacturers and they assemble the units and parts so 
purchased along with our engines into their equipment. As an illus- 
tration, our customer, the truck manufacturer, not only purchases 
engines but rear axles, frames, wheels, tires, transmissions, steering- 
gear mechanisms, radiators, fans, engine accessories such as carbu- 
retors, air cleaners, fuel pumps, governors, etc., all of which are in- 
corporated into this end product, the truck. 

Early in the industry’s history, the problem came up as to who 
should supply spare parts for repair and replacement after the en- 
gines had been placed in the hands of customers for incorporation 
into their equipment. This problem was solved by establishing and 
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continuing the practice that the sales of repair and replacement parts 
and replacement engines should be handled by the manufacturer 
using the engine to power his equipment—a truck. 

The reasons for this practice are obvious upon a moment’s reflec- 
tion. It would be unreasonable to an extreme degree for a truck 
manufacturer who had an inquiry for a spare part for an engine that 
he had purchased from us to refer that inquiry to us to have it sup- 
plied. The same thing is true as to all other parts incorporated into 
the end product of the end-product manufacturer. For example, if 
a part is needed for the rear axle assembly, it would be impractical 
to send the purchaser to the axle manufacturer because the builder 
of the complete vehicle or his distributor can easily and correctly 
identify the required part and, by handling the matter directly with 
his customer, the stid-produch manufacturer or his distributor as- 
sumes his rightful responsibility to his customer. This responsibility 
carries with it the duty of having the part readily available for the 
customer when he needs it and the job of checking the part that 
failed to see whether it is defective. 

It is to be borne in mind that in supplying engines to the end- 
product manufacturer, while the basic engine may be furnished to 
several different customers as a basic model, the individual specifica- 
tions of the different customers may vary considerably to suit each 
customer’s needs and design. By that we mean that the engine may 
be supplied to a wide variety of specifications which may include 
certain engine parts that are highly special for that particular end 
unit and with all needed accessories or it may be stripped down and 
the customer may supply all the accessories himself. Many, if not 
most of the parts which are supplied by us to the truck manufacturer 
for use in what is called sometimes the after-market trade, have the 
part number of the truck manufacturer on them and once the vehicle 
got into the hands of a user from whom an inquiry for a repair part 
would be received, he would normally use the identifying mark of the 
truck manufacturer in asking for parts that were needed. 

Time has proved that the current standard commercial practice is 
the most satisfactory and certain method that can be employed to 
insure that the purchaser gets the proper parts for use in his vehicle. 
Moreover, this method has made it possible to have those parts at the 
places and at the times that potential customers may need them. We 
have already alluded to the fact that many parts carry the part num- 
ber of the end-product manufacturer and, by handling the business 
through the end-product manufacturer, a great deal of confusion has 
been avoided. Moreover, it would be impossible for our company to 
maintain a service organization that could efficiently and economically 
take care of the field parts and service work of our more than 500 
customers who sell a diversity of products all over the world. 

There is another reason why the practice of handling the spare- 
parts business through our customers developed and that is that those 
customers who are in part independent manufacturers of motor vehi- 
cles need the parts business and the profit that they get on it to keep 
themselves in business. Our customers in the main are selling their 
trucks in competition with the trucks of other manufacturers who have 
a completely integrated manufacturing line. By that we mean that 
these manufacturers produce their own engines and many of the parts 
that go into their vehicles. It has always been recognized in our in- 
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dustry that the profits which our customers make on the spare parts 
that they handle is the thing that has been a large factor in keeping 
them in existence. Certainly no radical departure from the tried 
commercial practice should be considered when it is perfectly obvious 
that one of the results may well be the ultimate destruction of pro- 
ducing units that functioned so admirably during World War Ul. 

Thus, the practice that we have described has had a long and satis- 
factory commercial history, and worked extremely well during World 
War II. We say satisfactory because it has made it possible for peo- 
ple needing replacement parts to be able to get them at the time and 
place needed and it has kept alive companies upon whom we rely for 
engine business and upon whom our country relied during World 
War II for essential military production. 

Despite the success of this procedure in the commercial field, it is 
now being claimed that this practice should be thrown overboard in 
respect of sales made to the military and that military purchases 
should be handled without reference to this recognized and tried 
commercial method. Indeed, an order has been issued directing ord- 
nance officers to buy directly from the manufacturer of parts rather 
than from the supplier of the finished product. 

Let us put the proposed suggestion specifically : Our company sup- 
plies an engine either stripped or with a varied number of accessories 
to the assembler of a military truck. It is now claimed that spare 
parts for replacement or repair should not be purchased by military 
aaa from the assembler who supplied the truck, in accordance with 
the commercial practice, but rather the military should go back to 
Hercules or even to Hercules suppliers to get spare engine parts. We 
propose to consider this view generally and then with specific refer- 
ence to some of the statements that have been made as to our company. 

In the first instance, it should be pointed out that the spare parts 
for repair and replacement that are purchased by the military gener- 
ally are of two classes; those that go with the original ama A which 
are called concurrent spares and, second, those that are sent to supply 
depots which are used for repair and replacement of the vehicle once 
it is in the field. ‘The statement was made in the press release by one 
member of the subcommittee that in the last year the military paid 
between six hundred million and seven hundred million for spare 
parts and is currently buying as the rate of a billion dollars a year. 
No effort was made to differentiate between concurrent spares and 
spares that are sent to various supply depots, but we assume that from 
the statements that have been made on this subject that it is contem- 
plated that the purchase of all spare parts whether to accompany the 
vehicle at the time it leaves the plant of the supplier or whether they 
are intended for use in field depots would be handled by direct pur- 
chases rather than through the supplier of the end product. 

Fortunately, this is a subject that can be approached with the benefit 
of experience, for only a feW years ago our country was engaged in the 
prosecution of World War II. There were literally thousands of 
vehicles of all kinds and descriptions used by the Armed Forces of 
the United States, and its allies and, with all of these vehicles, spare 
parts of both varieties were supplied. It is a matter of record that 
during the entire course of World War II, the method of handling 
spare parts is the method that had been followed in commercial prac- 
tice prior to the beginning of the war. It is not enough to say that 













































PROCUREMENT OF AUTOMOTIVE SPARE PARTS 667 


the parts were handled on that basis, but we should say with justifiable 
pride that they were handled successfully on that pasis. 

Indeed, during the course of the war the view was freely expressed 
by the heads of various military organizations that it was highly 
desirable that Wwe, as a manufacturer of engines, should devote our 
time and energies to the production of engines and leave the problem 
of assembling, coordinating, and packing spare parts for the people 
who were supplyi ing the end product. That was their business in the 
sense that it was the kind of enterprise that they were accustomed 
to doing. As a matter of fact, various truck assemblers during the 
war were encouraged to establish facilities for coordinating, assem- 
bling, and pac ‘king parts for the Government. Theirs was an as- 
sembly business of choosing, processing, and packing spare parts in 
accordance with military requirements for the vehicles that they 
were assembling was a thing that came natural to them based on 
their business experience. 

We say again that this was a successful practice and, before there 
is any abandonment of it, serious consideration should be given, we 
think, to the success of the method that was employed during World 
War II. It seems to us that it is very important that the practice 
that was followed during World War IT be continued in respect of 
military equipment. We know of no other practical way to make 
certain that the equipment at the fighting fronts be kept in usable 
condition and have the right parts available when needed. If every 
manufacturer of an assembly used in an end product is required to 
set up a packaging and inspection business to supply and meet military 
demands for spare parts, there will be a substantial duplication of 
effort. Whereas if, as in the past, the suppliers of the end product 
continue to handle the spare-parts business, it can be done with a 
minimum of effort and with a high degree of accuracy. 

While there has been talk during this investigation on the subject 
of spare parts on what has been referred to as the unearned middle- 
man’s profit, we do not think that the efforts of the parts suppliers 
who handled that business during World War II should be depre- 
ciated. From the statements that have been made, one might well 
assume that these parts suppliers performed no service of any kind 
for which they were entitled to a fair compensation. We feel that 
this view is entirely incorrect. Our customers in the past have made 
certain that the proper parts have been allocated to the proper ve- 
hicles. By that we mean, for example, that the pistons that are 

required in the engine that is incorporated in a particular truck are 
made available for that truck and it would be possible to go down 

through endless items not only in is 9 of the engine but in all other 
parts ‘of the vehicle that are correlated and made available with a 
measure of accuracy that is highly important More than that, these 
parts had to be assembled, processed, sorted, inspected, and packed 
in the fashion required by military instructions, and these instruc- 
tions are highly specialized and complicated. One needs to look only 

‘asually at “the book issued by the Departments of the Army, the 
Navy, and the Air Force entitled “Preservation, Packaging, and 
Packing of Military Supplies and Equipment,” containing 299 | pages, 
to establish the corrections of this statement. This document is only 
general and there are additional specific instructions in individual 


contracts. 
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Certainly these activities are not going to perform themselves. 
Somebody must be responsible for their performance. The person who 
should naturally have that responsibility is the end-product manv- 
facturer who knows most about it. Even if it be assumed that Govern- 
ment personnel, either military or civil, are going to be charged with 
the responsibility of securing the right number of parts and insurin 
their allocation to the proper vehicles, there is not only a grave ek 
in not having the job Sonn well and accurately because of their com- 
plete lack of experience but there is the further result that the already 
swollen Federal payrolls are going to be added to and private enter- 
prise is going to be deprived of the performance of a legitimate func- 
tion by having it allocated to the Government. 

There is another reason why the handling of spare parts purchases 
by the Government directly from the manufacturer of the parts will 
prove highly unsatisfactory. A manufacturer is asked to maintain 
certain production schedules. If it is possible for Government buyers 
to go around end-product manufacturers and undertake to buy for 
spare-parts purposes, parts from their purveyors, the chaos which 
would result in respect of manufacturing would in our opinion be 
terrific. No manufacturer could with any certainty know whether or 
not the promises of delivery made to him by his suppliers could ever be 
met for the obvious reason that military buyers might come along and 
insist upon having some part of the production of the supplier di- 
verted from the manufacturer to the military buyers spare-parts de- 
mands. 

We want to comment in detail on the compilation of data in respect 
of our company prepared by the staff attached to this subcommittee, 
under the heading of “Case ITI.” In the interest of accuracy we are 
attaching a copy of that document to our statement and marking it 
“Exhibit A.” In large part the press release issued by one member 
of the subcommittee on this subject, under date of August 8, 1951, 
dealt with the subject of spare parts on the basis of a claim that the 
persons who have been supplying spare parts to the Government have 
been getting what he nite to as “a seemingly unearned profit.” 


In the case IIT document it was pointed out that in supplying spare 
parts to two of our customers they were supplied at 50 percent off 
list price and that in supplying spare parts to the Government our 
customers sold them at prices that “ranged from 57 to 62 per of 


Hercules’ list price.” In any event, if it should have developed that 


any supplier of spare parts either now or during World War IT re- 
ceived as a result of that or any other part of their Government busi- 
ness too high profit, the renegotiation law would have taken care of 
that matter abundantly. It seems clear that the illusory notion of 
unearned profits being used as a basis for abandonment of the tried 
and successful system has no foundation in fact. 

Before commenting upon statements contained in the compilation 
of data marked “Exhibit A” attached to this statement, and state- 
ments made in a news release by one member of the subcommittee, 
we should like to point out one thing. Before appearing before the 
subcommittee in executive session our company was requested to fur- 
nish certain data including cost figures on specified parts for the use 
of your subcommittee. The matter of submitting cost figures to the 
subcommittee was discussed with representatives of the subcommittee 
and we were assured that such figures would be retained in confidence 
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and not made public by the subcommittee. To say the least, we were 
greatly surprised to find that this “confidential” data which we sup- 
plied to the subcommittee was used as a basis of a press release issued 
by one member of the subcommittee, under date of August 8, 1951. 

In the opening paragraph of exhibit A, the statement is made and 
I quote: 

A review of 19 bid invitations shows that in every instance where Hercules 
bid that they were far in excess of the bids of the vehicle assemblers to whom 
Hercules sold its product. 

This statement, of course, is true but the reason for the bids is easily 
understandable. They were clearly not for the purpose of obtaining 
the business because, as we have indicated, we have always felt that 
such business should be handled by our customers, the end-product 
manufacturer, and not by ourselves. The reason Hercules did bid on 
such spare parts business even though it felt such business should 
go to its customers was that it wished to remain on a bidding list. 
Manufacturers of units or the complete vehicle have followed the prac- 
tice of keeping their names on the list by bidding on invitations not 
with the idea of underbidding their own manufacturing accounts 
or of getting the business for themselves but to keep themselves in- 
formed as to the potential demands for their products and thus to 
plan to meet that demand. It is only by bidding that a manufacturer 
remains o na bidding list and has inquiries for bids sent to it. There 
was no profit involved in respect of any of such bids because Hercules 
never got or expected to get any of this business directly from the 
Government. 

In the third paragraph of exhibit A, the statement is made that, and 
I quote: 

In almost every instance Hercules bids equaled or exceeded its own list 
price > %, 

This is an obvious untruth. On page 1 of exhibit A there are eight 
cases shown in which our company entered a bid. In five of those 
cases the bids were Hercules list prices exactly plus the required 
excise tax of 5 percent. In one case the bid was exactly the list price 
and in the other case the bid was list price, less 30 percent, plus 5-per- 
cent tax. In the remaining case (item 5) we cannot reconcile the 
figures shown with our records. 

On page 2 of exhibit A, under the heading “Group II” there are 
four bids shown and in each case the bid represented list price, less 
30 percent, plus the 5-percent tax. 

In group III on page 2 of exhibit A, four bids areshown. The first 
bid was list price, less 30 percent; the second was list price, plus 5- 
percent tax; the third was list price, plus 5-percent tax; and the fourth 
was figured incorrectly but was actually somewhat less than the list 
price, Clearly, the statement that Hercules’ bids “equaled or ex- 
ceeded” its own list prices is without foundation. 

In the press release which was apparently based upon the data con- 
tained in exhibit A three “typical” cases were referred to. It was said, 
and I quote: 

That in one case the Government advertised for a motor part that Hercules 
manufactured at a cost of $19.95 and sold to Federal Truck Co., of Detroit, for 
$27.10; when the bids were opened Federal was the low bidder at $36.75 while 


Hercules bid $60.93 despite the fact that its “list price” for the same item was 
only $54.21. 
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Presumably, this represents items 7 and 8 in group 1 on page 1 of 
exhibit A. To begin with, there is no $19.95 cost item in that list. 
Presumably, reference is to a cost item of $19.52. The price situation 
in respect of Hercules was simply this: As of the time that the bid was 
made Hercules’ list price on this item was $60.93 and its bid was its 
list price plus the 5-percent tax. Later, between the time the bid was 
submitted and the time the data was submitted to the subcommittee 
the price was reduced on this item to $54.21. Surely, before a charge 
was made that our company bid other than its list price, some inquiry 
should have been made to determine whether there had been any change 
in the price situation between the time that the bid was made and the 
time that the price data was collected by your subcommittee. 

The second item referred to in the news release was, and I quote : 

Again motors made by Hercules at a cost of $709.19 each were sold to Federal 
for $897.75 and then sold by Federal to the Detroit Ordnance Center for $1,340— 
on this motor Hercules had no list price and made no bid direct. 

This brief statement leaves the plain inference that Federal sold the 
motor in the form in which it was purchased from Hercules at a price 
of $897.75 to Detroit Ordnance Center for $1,340 but this is certainly 
not the fact. What was not explained was that Hercules sold to Fed- 
eral a basic stripped engine—and that was all. Federal, on the other 
hand, not only bid on the basic stripped engine sold to them by Her- 
cules, but included in its quotation a group of accessories as required 
by the Government’s specifications, such as carburetor, governor, dis- 
tributor, fan, starter, and generator, etc., that we have been advised 
cost in the neighborhood of $300. Also included in its bid, were such 
necessary additional costs as freight from Canton to Detroit, special 
processing for rust prevention and fungus proofing, and boxing. Offi- 
cials of Federal have stated publicly that such items were included in 
Federal’s final bid to the Government. 

After all, when the representative of our company testified before 
your subcommittee in executive session, he pointed out that many of 
our customers bought stripped engines and in some cases they had 
some accessories attached to them. Before an effort should be made 
to smear our company and our customers, ordinary fairness would have 
required that an inquiry be made as to whether anything was added 
to the engine by Federal to justify the difference in price figures. 

The truly amazing thing about the way that this matter has been 
handled in respect of our company by your subcommittee is that long 
before your subcommittee commenced to function and requested data 
from us, our company had adopted under pressure and reluctantly the 
practice which military buyers seem to think should be adopted. By 
that we mean that in November 1950 we advised the military buyers 
that on all future Hercules’ parts bids, we would quote 30 percent, off 
our list. Under further pressure in March 1951 we advised that we 
would quote 50 percent off list on military parts quotations. At the 
time that this pressure was put on us by various military buyers we 
took the position which we still maintain, that what they were asking 
for was thoroughly wrong and would lead to disastrous results. But 
upon their insistence that we either sell parts on their terms or they 
would force us to do so, we agreed to follow their demands. 

We feel strongly today that the procedure which the military are 
now setting up of buying parts directly from parts manufacturers 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 671 


yather than through the suppliers of the end products will not prove 
to be satisfactory. We feel that it is in complete disregard of the 
successful experience in World War 11; that it flies directly in the face 
of successful commercial practice of 50 years; that the cost to the Gov- 
ernment for spare parts will be increased. 

Finally, above and beyond every other consideration which we have 
mentioned, the one which should cause every one grave concern is the 
possible effect of this proposed change in military buying methods on 
our fighting forces in the field. 

After all is said and done, they are the persons most vitally con- 
cerned in this problem. They are the ones who risk the most—who 
stand to lose the most—their very lives—if equipment in the field 
cannot be maintained or repaired and kept in serviceable condition 
for want of the right parts, at the right place, at the right time. 

There are literally millions of parts (including not only engine 
parts) to be considered. These parts must be available at the proper 
time and at the proper place with propert protection if our Armed 
Forces are to be able to function effectively. 

Experience plays a tremendous role in seeing that this objective 
as to the allocation, distribution, and preservation of parts for vehicles 
is reached. The knowledge which the end-product manufacturers 
have of classifying and identifying the proper parts for the proper 
purposes is something that cannot be gained except through an inti- 
mate connection with the design records and production of the end- 
product vehicles involved. ‘There is no substitute for this knowledge 
and there is no way, in our opinion, that it can be gained except 
through the close familiarity that the end-product manufacturers have 
acquired over many years of experience in dealing with parts problems. 

We ask again—should this responsibility be shifted from the hands 
of those whose business it is to produce and provide the parts—from 
those who are in position to classify and identify the parts for the 
proper purpose, and we might add are the only ones so qualified from 
long years of experience. Are you willing to disregard completely 
the importance of this type of control 

It is a grave responsibility we share and it is this very sense of 
responsibility to the men in the field that compels us to speak out 
against a change which we feel might well spell disaster to the whole 
defense effort. 

If our company, or any company, made an excessive profit on any 
business done either in respect of spare parts or otherwise with the 
Government, the renegotiation law would handle that situation. 
Surely this subcommittee should give serious and grave consideration 
to the matter and not rely upon incomplete or erroneous data before 
it recommends any course of action that involves the abandonment 
of any tried and trusted and successful procedure in supplying spare 
parts because of the illusory notion that end-product manufacturers 
are making an “unearned middleman profit.” 

Well, I think I did it. 

Mr. Harpy. You did, just about. 

Mr. Keruincer. I am practically worn out. 

Mr. Harpy. I can understand that. 

_ Now, I want to make just one or two quick observations. In the 
first place, I want to assure you that the expression which you have 
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made in the latter part of your presentation with respect to the men 
on the fighting front being of primary concern is one which this sub- 
committee considers as primary also. I can assure you that this sub- 
committee will make no recommendations in which its opinion should 
have any adverse effect upon getting the parts to the right place at the 
right time. We all recognize that there are many factors involved in 
this parts problem. We recognize that there are many factors involved 
in the economics of our Government with the interrelationship be- 
tween taxes and our budgetary expenditures. We do not concur—at 
least, I as one member of the subcommittee do not concur with your 
feeling that the Renegotiation Act will adequately take care of the sit- 
uation of excess profits or excess pricing. As has been said on many 
occasions, during the course of this hearing, it is not the desire of this 
subcommittee to have any adverse effect upon any middleman who is 
performing a justified economic function. We are trying to secure 
facts as best we can in order that we may be able to make proper 
recommendations at the conclusion of the hearing. That there are 
stages in this parts procurement system which are uneconomic, I 
believe will be demonstrated when all the facts are assembled. We 
will not make any conclusions along that line until the facts are 
all assembled, at least all the facts that are available. 

I could find a good many points in your statement with which to 
take issue, but with respect to which I doubt whether we have any 
fundamental difference in thought. There may be some assumptions 
on both sides, which are in error, and if we didn’t realize the possibility 
of some error in assumptions and some failure to have secured all the 
data on the part of the staff investigator, it wouldn’t have been neces- 
sary to Melts hearing. As to specific interrogation or further dis- 
cussion of the statement which has been made, I think, perhaps, we 
should defer it until after lunch. 

What is our situation with respect to the afternoon session ? 

(Discussion off the record.) 

Mr. Casey. Mr. Chairman, I would just like to say to Mr. Kep- 
linger, while it is still fresh here, that I did not intentionally include 
in this record any information that was supplied to the subcommittee 
in confidence. Any information supplied in confidence that was 
brought to my attention, that confidence has been respected. I checked 
just now to find out whether or not that letter of yours supplying this 
cost information was marked “Confidential” and unfortunately it has 
been left back in Washington. 

Mr. Keptrincer. The letter is not, but when Mr. Buchanan was 
talking to Mr. Schaffer—he came down after he received your first 
letter, to talk over with you these matters and was perfectly willing 
to give you anything we had that you wanted. We didn’t care about 
discounts or other selling prices, but we asked that our costs be kept 
confidential, and they onic “Yes, they will be.” 

Mr. Casey. I merely want the record to show that I didn’t know 
that. 

Mr. Keptincer. I very deliberately didn’t put it in the letter. We 
thought you were—— 

Mr. Harpy. You can’t—— 

Mr. Keptincer. Doing a splendid job, and you can appreciate that 
we don’t like our intimate costs revealed. 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 673 


Mr. Casey. On some of this cost information ? 

Mr. KepuincEr. Some of it is all right. 

Mr. Casry. Our thought was that by not identifying the part and 
by making it general as we did, that there would be no possible way in 
which the cost information could be damaging, and also we have found 
out that most of this cost information is generally known among the 
industry anyway. 

Mr. Keriincer. Well, our costs of engines and parts aren’t. It 
could be that some of our costs could pretty well be identified after 
that news article, particularly the engine cost. Everybody knows that 
is an R-C engine. 

Mr. Casey. I might also say that on that particular item that you 
brought to our attention after we discussed it with Ordnance on that 
$800 item, that was not made a part of the record here today for the 
reason that the explanation that you furnished to us and which is in 
our files was deemed by us to be satisfactory, and we didn’t read it into 
the record. 

Mr. Kertincer. Iam awfully glad to hear you say that. It did hurt 
us a little bit when we read it in the newspaper, when it wasn’t clearly 
definite. It was such an obvious error, and I appreciate your action 
on it. 

Mr. Harpy. Well, I am impelled to make one other observation in 
connection with your discussion of your pricing policies on the bids 
which you have submitted. Now, you made a very‘careful analysis and 
breakdown of it in this statement. 

Mr. Kepriinger. The only one you gave us to analyze. 

Mr. Harpy. Well. they are the ones that I am talking about. 

Mr. Keprincer. Yes. 

Mr. Harpy. I confess to you that you have given us a different im- 
pression of your bidding than 1 got from the conversation I had on the 
same subject with Mr. Buchanan, who perhaps didn’t take the time to 
completely analyze it at that time. 

Mr. Kerpurncer. In many instances the bids would have to be care- 
fully studied before providing accurate and authentic information. 

Mr. Harpy. The detail breakdown that you have provided on your 
bidding procedure is in conflict with the impression that I got from 
my discussion with Mr. Buchanan. 

Mr. Kepuincer. I think we better fire him. 

Mr. Harpy. Well, I will say this: He was doing the best he could 
under the circumstances, and frankly, I think he thought that you 
had some practices that he couldn’t figure out. 

Mr. Kerirncer. He hasn’t been with us 27 years, like I have. 

Mr. Harpy. I think we should adjourn. 

(Discussion off the record.) 

Mr. Harpy. All right, let’s go ahead. Do you have some questions, 
Mr. Meader? 

Mr. Meaper. Mr. Keplinger, I don’t have a copy of your state- 
ment, but I was quite impressed about your argument in favor of the 
Government buying parts through the vehicle assembler, which you 
feel very strongly is the right way to buy replacement parts, and you 
disagree with the policy adopted by Ordnance to buy replacement 
parts, distinguishing that from concurrent spare parts, directly from 
the manufacturing source. 

Mr. Keruincer. That is right. 
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Mr. Meaper. Now, I would like to ask you this: I believe you do not 
manufacture in your own plants, all the parts that go into your engines; 
is that correct ? : 

Mr. Kepuincer. We do machine work and things like that. 

Mr. Meaper. But you have subcontractors? 

Mr. Kepiincer. That is right. 

Mr. Meaver. With whom do you deal on your procurement of the 
parts that you buy from subcontractors? Do you deal directly with 
the man that performs the function, or do you deal through some third 
party that doesn’t perform any actual machining operation ? 

Mr. Kertincer. We buy directly from the foundry when it comes 
to a casting; from the forge shop, when it comes to a forging; or 
from the machine shop, if it happens to be a machine forging. 

Mr. Meaper. Is that pretty generally true throughout the industry ? 

Mr. Kertincer. Oh, yes; I think so. 

Mr. Meaper. But you think it is good for the industry to buy di- 
rect from the man who performs the function, but you think it is 
wrong for the Government to do that? 

Mr. Kerurncer. Yes, I do, for this reason: The Government in the 
first place is dealing with a great many, many more parts that go into 
these trucks or must follow these trucks,along to be used in servicing 
them. The manufacturer is not buying the completed part. He is 
buying a part on which he does some work. He has a control over it. 
For that reason-—— 

Mr. Meaper. Well, now, let us just take it at that point. That isn’t 
true of electrical parts that you buy, is it? 

Mr. Keriincer. Well, that is an accessory, and in most cases we 
don’t supply those, and that is what I was trying to illustrate. When 
we sold Federal that engine, we didn’t put on the starter or the gen- 
erator or that’stuff. I thought you were speaking of fundamental 
engine parts when you asked me that question, not accessories. Oh, 
we occasionally do, if somebody needs them. Let me illustrate this: 
It is a little long-winded, but it will give you your point probably 
better than anything else I can think of. 

During the last war, we supplied engines to Ford for their M-8 
and M-20 jobs that they made. Now, that was an engine called a 
JXD engine, and that is the only resemblance it had to a JXD en- 
gine, that and the bore and the stroke, and probably the pamt. The 
engine had a different oil pan for high tilting angles. It had mani- 
folds that let the gas out in strategic points so it would not gas the 
operator, and was just filled with all kinds of accessories. Now, we 
supplied the basic engine for Ford. Ford supplied the part, and 
so forth, and so on, as was the custom in World War II. About a 
year ago, I guess it was, or 8 or 9 months ago, Ordnance wanted to 
buy 1,633 more of these engines. They went to Ford. Ford called 
us in and they said, “Now, if there was a war on and we were building 
these, producing them, you should buy them through us because we 
are all set up. We would have all the tools and everything, and can 
supply you with these parts, but a few years after the war, we were 
requested to-disband the production of that vehicie,” and they did. 
They said, “We have thrown away all our know-how.” They couldn’t 
even find some of the drawings and things like that. 

Now, Hercules is a very small company, and we are used to a prob- 
ably more direct approach to this or that. It is like almost a little 
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job shop or something of that sort. They said, “We will supply Her- 
cules with all the information we have left. Ordnance will supply 
them with all they have left, and let Hercules supply everything.” 
So it happened in the case of a starter that Ford had to make that 
starter themselves. It was not on production during World War II, 
and they said, “My God, to put that in production again for 1,633 
engines Is going to make a terrific cost to our organization.” 

We searched around on that and found, I believe, Auto-Lite, or 
Delco, who in the meantime, for commercial uses had produced a 
starter that would satisfy the requirements. All right. The busi- 
ness was placed with us. We permitted the price redetermination 
clause because you couldn’t price that. We didn’t know how to price 
that. So that part of it was all straightened up, that the prices in 
the final analysis would be reconsidered. Well, we went and asked 
the Ordnance Department to send us a pilot model, to find one some- 
where and send it intous. They did. We did that for a precaution. 
The engine they sent in for the pilot model, if you please, was not— 
it was a JXD engine, but it didn’t have the right oi] pan or a lot of 
other things that would make it available for that Ford truck, M-8 
unit. 

I am telling you this to show you the complications that come in, 
which an end product manufacturer can control. Ford would have 
known immediately during wartimes, when they were building it. 
Well, all right. That was fine, and that cleared up that point. So 
we changed our specification and got all that straightened out. Then, 
in order to further assure that these things wouldn’t get over in 
Korea, or somewhere else, and when they try to stick them in one of 
these chassis and the darn thing wouldn't go together and they 
wouldn’t have*the wherewithals to get all this special stuff to do it, 
we called the Ordnance people a week ago and we said, “Have you 
got one of these jalopies in your backyard?” They said, “Yes, we are 
going to send the first engine up on a truck and put it in and see if it 
fits.” Wedid. They sent it up and we put it in the truck, and it fit 
with a couple of minor exceptions. They needed a minor cable that 
they wanted to put on that. Somehow or other, they got mixed up 
in the connection. 

Now, we are shipping them at the rate of 100a week. To go through 
all those motions, to assure that that engine, when it gets to its destina- 
tion, will keep that piece of equipment going—and I don’t know how 
in the name of goodness you can do that without going through an 
end manufacturer of the unit—you can’t go to a dealer whose sole job 
is to peddle parts. Now, that is the long-winded explanation, but it 
is a true indication which you can check with the Ordnance. 

Mr. Mraper. Mr. Chairman, I didn’t mean to start that long talk. 

Mr. Keptincer. You will forgive me, Mr. Meader. You could stop 
at any time. 

Mr. Meaper. Well, Mr. Keplinger, I was interested in the point you 

sought to make in your statement that the usual commercial practice 
In the procurement of spare parts was to go through an end item 
mannufacturer. You are aware of this long-standing controversy in 
the automotive industry between the so-called independent parts man- 
ufacturers and the vehicle manufacturers, are you not 

Mr. Kepranerr. Sure. 

93669—52——44 
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Mr. Meaprr. And you know that a substantial portion of what is 
called the “after market parts business” has been enjoyed by the 
independents? Isn’t that true? 

Mr. Kepuincer. I don’t know in what relation you mean there. In 
our case, the great proportion of the parts market for Hercules parts 
is enjoyed by our manufacturers. 

Mr. Mraper. I understand that is true in your case. I am speak- 
ing now about the industry generally, which has come to be a pretty 
sizable industry and pretty well measured by the excise tax on parts. 
This year it is going to be about $214 billion at the manufacturers’ 
level. 

Mr. Kertrnoer. I thought maybe you fellows had forgotten about 
that after those figures were shown. 

Mr. Mraper. A great portion of that parts business is not handled 
through the vehicle manufacturers, such as Chrysler and Federal, but 
is sold through independents, so-called independent parts manu- 
facturers and through the trade that is not directly connected with 
the manufacturer of a complete automobile; isn’t that true? 

Mr. Keriincer. No and yes. Now, I think I can explain that for 
you. There are certain things called fast-moving parts, like bear- 
ings, maybe some gaskets, valves, pistons, and rings. They don’t in- 
volve a great deal of tooling. They don’t involve a great deal of 
know-how. They don’t involve a great deal of ingenuity or skill. 
They are called fast-moving parts. They are the parts that the peo- 
ple who don’t manufacture the end unit will go out and manufac- 
ture and sell in competition with the manufacturer of the end unit. 
It would not be true of the basic engine parts, like cylinder blocks, 
crank shafts, connecting rods. There is a great deal of expense in 
dies and tools and patterns in producing those, and these people that 
want to go out and get into this fast-moving-parts business generally 
aren’t substantial enough. In most cases, they aren’t substantial 
enough. There are far more of the fast-moving parts sold than there 
¥P of these other parts, so it may swing a bigger proportion of the 
industry. 

Mr. Mraper. That is right. It would be your offhand judgment 
that in the fast-moving parts, more parts are sold outside of the ve- 
hicle assemblers than are sold by the vehicle assemblers? 

Mr. Kepurncer. I think that is unquestionably true. 

Mr. Meaper. So it is not quite accurate to represent that the com- 
mercial practice is to sell parts through the vehicle assemblers since 
probably in the fast-moving field more are sold outside the vehicle 
assemblers channels than are sold through those channels? 

Mr. Kepiincer. That is right, but it is the intent to try to sell 
through them, the manufacturer of the end unit. In other words, we 
don’t sell them direct ourselves. We try to sell them to the manufac- 
turer of the end unit, and if the so-called parts manufacturer is in 
competition, he sells it. That is the manufacturers of the end unit— 
it is his hard luck. It isn’t because he didn’t want to sell it. 

Mr. Meraper. I think, Mr. Chairman, the colloquy with Mr. Kep- 
linger has established that, first, the commercial practice is at least 
in fast-moving parts, to buy outside vehicle assembler channels; and 
second, that the practice generally in the automotive industry in 
procurement by themselves for their own products is to buy as directly 
as possible. 
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Mr. Kertrncer. That is right. 

Mr. Meaper. And that those principles probably should apply to 
Government tags, well as they should to commercial buying. 

Mr. Keruincer. That is right. 

Mr. Meaper. That is all. 

Mr. Harpy. Any further questions? 

Well, I thank you, Mr. Keplinger, for your testimony. I merely 
want to say again that, if any confidence was violated by the sub- 
committee as such, it was totally unintentional; and, insofar as any 
reference to a press statement by members of the subcommittee, it was 
not a subcommittee action, either. I just wanted that understood. 

Mr. Keprincer. Mr. Hardy, I want you to believe this: Our sole 
purpose in being here is to try to present enough factual information 
so that any judgment you make will be properly based. 

Iam sure you will handle it properly in that end. 

Mr. Harpy. We appreciate that; and that is the manner in which 
we approach it. I think your statement is a very fine statement in 
support of the assemblers, but I don’t know that you have covered 
quite fully the effect on the manufacturers other than the assemblers. 

Mr. Keptincer. I did not attempt to cover the distributors. 

Mr. Harpy. Thank you very much. I think we will adjourn to re- 
convene at 2 p. m., at which time we will hear from the representative 
of Diamond T Motorcar Co. 

We will stand adjourned now until 2 o’clock. 

(Whereupon, at 12:50 p. m. Thursday, December 13, 1951, the hear- 
ing was recessed until 2 p. m. of the same day.) 


AFTERNOON SESSION 


The subcommittee resumed hearings Thursday, December 13, 1951, 
at 2 p.m., Chairman Hardy, presiding. 

Mr. Harpy. Let the subcommittee come to order. Mr. Bush, will 
you be sworn? 

(Whereupon, Earl J. Bush was sworn.) 

Mr. Cassy. What is your full name? 


TESTIMONY OF EARL J. BUSH, PRESIDENT, DIAMOND T 
MOTORCAR CO. 


Mr. Busu. Earl J. Bush. 

9 smgren And are you the president of the Diamond T Motor- 
car Co. ? 

Bs Busu. President and general manager of Diamond T Motor- 
car Co. 

Mr. Casey. Do you have a prepared statement ? 

Mr. Busu. Yes, sir. I have a rather informal statement, Mr. Casey. 
I haven’t quite the formal statement that these other gentlemen had, 
but. this is a memorandum which I have prepared in two parts and 
which, as you know, I have discussed with you, and it was your sug- 
gestion that I appear before the subcommittee and have this made a 
part of the record. 

My approach to this whole problem is perhaps a little different from 
that of some of these other people, because I am particularly inter- 
ested in the economic aspects of this whole situation as it affects the 
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Diamond T Motor-car Co., and I can subscribe to everything that the 
Chrysler people said this morning, because that is the same procedure 
that we have to go through in connection with bids and shipments 


and the like. 
1 of course, would concur with the policy laid down by the Hercules 


Motors Corp. because we have been customers of Hercules for about 
25 years. But I approached this thing differently—from the view- 
point of a small business, you might say, what I think the over-all 
repercussions may be on a company of our size, and that is what I 


would like to emphasize here. 
I think I would pass up the first part of this memorandum which 


was written at a time when I didn’t know just who was shooting at us, 
and what we should try to defend ourselves against. But I think 
that part 2 of this memorandum gives a pretty clear and concise pic- 
ture of what we have done, the services we have performed, and that 
is what I would like to present to the subcommittee with your 


permission. 

Mr. Harpy. All right, Mr. Bush. Now, the first part of your 
memorandum I understand you will not read. 

Mr. Busu. Part 1, dated September 12. However, I would like to 
have that made a part of the record. I will not read it. 

Mr. Harpy. Very well. Without objection, we will make it a part 
of the record and you may proceed with your part 2 of your state- 


ment. 
(The following memorandum is inserted into the record :) 


[Memorandum ] 
SEPTEMBER 12, 1951. 


GOVERNMENT PURCHASE OF REPLACEMENT PARTS FOR MILITARY VEHICLES—PAnrT 1 


In the Detroit News of August 19 there was an article headed “Army tightens 
rules in auto-parts buying,” which causes this company considerable concern. 
We are one of the so-called middlemen referred to in this article, and as such 
call your attention to important facts which should be considered in connection 
with this whole problem of buying replacement parts. 

Certainly as taxpayers we cannot be opposed to any plan which in the long 
run is going to save us money. On the other hand, as people with many years 
of experience in the motortruck industry, we believe that the policies which are 
now being advocated will not only in the long run not save money but also can 
bring about the ruination of many companies who have contributed to the in- 
dustrial growth of America and who have contributed their full share to the 
industrial accomplishments of America in times of all-out war. 


THE TWO METHODS OF MOTORTRUCK MANUFACTURE 


Since the inception of the motortruck industry there have been two schools of 
thought as to how motortrucks should be manufactured. One school of thought 
is based on the theory that a manufacturer should be as integrated as possible— 
namely, should build as many units as possible going into the truck—because by 
so doing he could promote his individuality of design and absolutely control the 
sale of replacement parts. 

The other school of thought was based on the theory that, unless there was 
an immense production of one particular model, no truck manufacturer could 
maintain an engineering staff large enough and competent enough to design 
all of the various units in the motortruck; that because of limited production 
he could not afford to tool up for the economical manufacture of these units: 
and because of limited production, both as regards units and completed ve- 
hicles, his costs would be excessive. In following this school of thought the 
designer and assembler of motortrucks would select his units from so-called 
specialist manufacturers, who concentrated all of their engineering skill and 
manufacturing ability on one type of product: namely, engines, transmissions, 
axles, ete., which units were produced in large volume. 
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The Diamond T Motor Car Co., since it was founded in 1905, has been oper- 
ated on the basic principle that those motortrucks which are not produced in 
what you might call passenger-car volume, can best be designed and built 
through the use of units designed, developed, and produced by specialist 
manufacturers. 

This company has been engaged continuously since 1911 in the design and 
assembly of motortrucks only, and we have consistently had to meet the argu- 
ment that we were selling a product with two profits included in the price 
thereof—namely, that of the unit manufacturer and ourselves—whereas the 
integrated manufacturer made only one profit. We have been able to success- 
fully overcome that argument and establish a reasonable reputation in the 
industry because the greatly increased, volume of the specialist manufacturer, 
eoupled with our own economical operations, has enabled us to compete from 
every standpoint with the so-called integrated type of manufacturer. 

Through the years we believe the trend has been generally away from the 
so-called integrated type of manufacturer. There is no truck manufacturer in 
the industry today who does not purchase many essential units going into his 
product from the so-called specialist manufacturers. 


IMPORTANCE OF PARTS SALES TO TRUCK MANUFACTURERS 


Now, getting specifically into the matter of the parts business, let us estab- 
lish first of all that the sale of replacement parts is an important and essential 
source of income for the truck manufacturer. It is his obligation to have parts 
available for his truck owners throughout the life of their vehicles to enable 
the owners to properly maintain and operate their trucks, and the truck manu- 
facturer also finds this parts business a good source of income in normal times, 
and in poor business times a most important source of revenue. 

That the sale of replacement parts is important to the manufacturer is evi- 
denced by the fact that some of the so-called integrated truck manufacturers 
have used machine bolts, for example, with special threads, to make certain 
that the truck operation would have to return to him for service parts. I re- 
member talking with the president of one of these so-called integrated mannu- 
facturers several years ago, at which time he acknowledged to me that he could 
purchase units such as engines, transmissions, and axles from the specialized 
manufacturers for less money than he could produce them in his own plant, but 
he said, “Should I do this, I might lose the parts business on those units. That 
is the reason we continue to build our own.” 

Obviously, if parts volume is important to the integrated manufacturer, it 
is equally essential to the assembler. Certainly during the past 30 years of 
our activities one of the important considerations in our selection of a unit was 
the service policy of the manufacturer of that unit as well as the design and 
quality of his product. 


HISTORICAL METHOD OF PARTS PROCUREMENT HAS STOOD TEST OF TIME 


Since the days of World War IT pressure has been exerted on our suppliers to 
sell parts direct to the Government, but those manufacturers who had what we 
considered. the fairest policy so far as we are concerned, stubbornly resisted these 
pressures. They recognized, first of all, that it was manufacturers such as 
ourselves who had helped them to build up their business and through the 
years they had become thoroughly convinced that, as the designers and dis- 
tributors of motor trucks incorporating their units, we were entitled to the 
replacement parts business. 

For 46 years this company has been able to maintain itself in the automo- 
tive industry, and we give a large measure of credit for this accomplishment, 
such as it is, to our suppliers, who have sympathetically considered our prob- 
lems and have shaped their policies with respect to parts sales so that our 
survival has been possible. 

So in fairness both to the manufacturers of the units and the designers and 
assemblers of the trucks which went into the military services in World War II, 
any investigation of parts-buying practices should be based upon whether or 
not the Government is buying parts from the specialized manufacturer-assem- 
bler group at as low prices as the Government is paying for comparable parts 
from the so-ealled integrated manufacturers. 
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SPECIFIC EXAMPLE OF PURCHASES UNDER PRESENT INDUSTRY POLICY 


In our case, we have enjoyed a good volume of parts business in the postwar 
years, but I think almost without exception every dollar’s worth of this business 
was secured on the basis of low bid, and we feel that the service we rendered 
in connection with the procurement and packaging and shipment of these parts 
was well worth what we were paid. It is a fundamental principle of American 
business that when purchases are made on the basis of the low bid, and compe- 
tent inspection is employed by the purchaser, everyone can be well assured that 
the purchases have been made on a sound and economical basis. 

Also, in the analysis and study of any parts activity, we think it is only 
fair. that the over-all operation be studied—such as a year’s business. I am 
quite familiar with the basis on which our bids have been made, and as a 
matter of interest I had our accounting department give me the figures for 
1950 covering both our commercial parts sales and our military parts sales, 
with overhead expense distributed according to the volume of each. 

These figures showed that on a commercial parts business of $3,000,000 we 
made a profit of $320,000 before taxes, and on a military parts volume of $2,500,- 
000 we lost $4,000 before taxes. This was about what I had anticipated, because 
we looked upon the military parts business not as a source of profit, but as plus 
business on top of our commercial parts sales which would help carry the over- 
head of the service department, and that is exactly what happened. 

So I believe that at least in our case, the parts purchases made from us as 
a part of the specialized manufacturer-assembler group can stand on their own 
feet against prices paid by the Government for comparable parts produced and 
sold by an integrated manufacturer. 


EFFECT OF ELIMINATING THE TRUCK ASSEMBLER 


The next question is, What would be the long-run effect of eliminating the 
assembler of the motor truck from any participation in the replacement parts 
business? The answer is fairly clear—he would probably be forced out of 
business. If two motor trucks are offered to the Government, One produced by 
an assembler using units from the specialized manufacturers, and the other made 
up of units produced by the integrated manufacturer, it would be very simple for 
the integrated manufacturer to decide to offer his truck at a cut price (even 
manufacturing cost) because he could be assured that all replacement parts 
for those units, which were produced in his own factory, would have to be 
purchased from him at whatever price and profit margin he decided to put on 
them. Some people might say with reference to this example that it is fantastic 
and could not happen. We say that if competition is taken out of our industry 
and production is eventually channeled to two or three manufacturers, nobody 
can tell what will happen. 


HOW GOOD IS THE ORDNANCE PARTS PROGRAM ? 


It is easy to high light a few irregularities and say nothing about the big 
majority of transactions put through on a sound basis. Ninety cadets at. West 
Point who were accused of cheating have made the front page of every newspaper 
in the country, but I remember seeing only a single reference to the other 2,300 
cadets who have conformed to the high principles and ethics of the institution. 

I think it is about time somebody said something factual and complimentary 
regarding the Ordnance Department’s purchase of replacement parts. In World 
War II, due primarily to the fact that a parts program was not formulated con- 
currently with the vehicle program, much criticism was directed at both industry 
and the Army for the failure to supply replacement parts and to have them 
available in the various theaters of operations when needed. 

Stung by this criticism, both industry and the Army developed a sound program 
of supplying concurrent replacement parts with vehicles in the latter years of 
the war. Ever since the end of the war meetings have been held of parts experts 
from the industry along with Ordnance officers, and further progress has been 
made in planning nomenclature, interchangeability, methods of packaging, stor- 
age, ete., which, in our opinion, has been most intelligent and constructive. 

We believe much credit is due Ordnance for the studies made and the speci- 
fications developed covering the processing and packaging of coneurrent spare 
parts. An enormous amount of waste was uncovered in World War II due to 
inadequate processing and packaging, but we believe that present specifications 
are fundamentally sound, and insure replacement parts being in perfect, usable 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 681 


condition regardless of the length of storage time, even under adverse climatic 
onditions. 

. Ordnance has developed a program of inspection for material when received, 
inspection of treatment in packaging, and inspection of packed containers, which 
is protecting the taxpayer's dollar in a manner that is most gratifying. Let’s not 
overlook the fact that the procurement, the processing, the packaging, the 
storage of replacement parts is not only a highly complicated activity, but it 1s 
a most important element in the future operation and maintenance of some very 
expensive vehicles currently being produced for the armed services. 

This program, to my knowledge, has been more than 10 years in its develop- 
ment. It has had the benefit of some of the best brains—certainly in the auto- 
motive industry, and I would assume in the military services—and while we 
cannot claim that any program or system is perfect, from our knowledge of 
this problem I will say that a most careful study should be made before any 
changes are suggested ; otherwise we can easily slip back into the chaotic and 
wasteful conditions which existed in the early years of World War II. 

For several months Diamond T has been preparing a facility which will be 
used exclusively to receive, store, proces, package, and ship concurrent replace- 
ment parts. We would welcome an opportunity to show the operations of this 
facility to any representative of Government interested in this parts problem. 
We are certajn that such a visit would be most revealing and informative of 
what has been done and is being done to efficiently handle this parts program 
in a maner that is most economical to the taxpayers and most effective for the 
armed services. 


ASSEMBLERS AND SPECIALIST’ MANUFACTURERS IN ALL-OUT WAR 


We again emphasize that the purchase of replacement parts is a large and 
complicated activity, and we believe that in the interest of fair treatment and 
justice to all, no procedures or methods which have stood the test of time under 
competitive conditions should be destroyed by Government order. Not only is 
this extremely unfair to the companies which will be affected by it, but we sin- 
cerely believe that over a period of years it will prove to be a more costly method 
to the Government on both trucks and parts, and in the meantime can help put 
a number of different companies out of business—companies who have contributed 
their full share to military production in all-out war. 

Let us not overlock the fact that in World War II, at least with respect to 
the. manufacture of heavy-duty trucks, with which the writer is reasonably 
familiar (having been selected by the Army to be Civilian Chairman of the 
Ordnance Department Industry Integration Committee for Heavy Trucks) we 
could never have expanded the production of heavy-duty trucks in either the 
time that we did or to the quantities we did had it not been for the combined 
facilities of the specialized manufacturers of component parts and the so-called 
assemblers. 


PUBLIC INVESTIGATION WORTH WHILE IF PROPERLY CONDUCTED 


We are as interested as anyone else in eliminating waste in Government ex- 
penditures, because we are a part of the people who pay the bills. We admire 
the concept of governmental responsibility which prompts public officials to 
investigate purchasing policies, because few individuals or companies will insist 
that their activities or operations are perfect and not subject to improvement. 
At the same time, we believe that when problems of this kind are to be considered, 
the sound policies of an industry should not be disrupted to the detriment both 
of the companies therein and the future costs in years to come to the Government. 


DIAMOND T A SMALL BUSINESS 


The Diamond T Motor Car Co. is a small business in a big industry. We have 
plenty of problems fighting for our economic life against the giants of our highly 
competitive industry. All we ask is that the time-proven competitive methods of 
handling parts be not disturbed or changed by Government edict. Under normal 
and unshackled competitive conditions we will take our chances on economie 
survival—and that, as we understand it, is the American way of life. 


Mr. Busu (reading) : 
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GOVERN MENT PURCHASE OF REPLACEMENT PARTS FOR MILITARY VEHICLES—PAnrt 1, 
Continued 


The Diamond T Motor Car Co., located in Chicago, Ill., was established in 
1905 with a small capital by its present board chairman, and while its growth 
through its 46 years of life has not been fantastic, it has been steady. The 
company now uses 30 acres of ground, about 700,000 square feet of buildings, 
employs about 1,800 people, selis its product through 875 dealers in this country 
and 67 dealers in 58 foreign countries, is owned by 2,300 shareholders, has sales 
running well into the millions, but is a small business compared to the giants 
in the automotive industry. 

In 1950 the total production of motortrucks in United States and Canada 
totaled 1,387,000 units. Of this total, General Motors, Ford, Chrysler, Inter- 
national Harvester, and Studebaker produced 1,227,000, leaving a balance of 
160,000 units to be divided among Diamond T and approximately 25 other truck 
manufacturers. We mention the size of Diamond T in its industry because we 
believe full consideration must be given to small business in considering any 
problem affecting the industry as a whole. 

Does a small company, such as Diamond T, contribute to the national defense 
or all-out war program? 

WORLD WAR 1T 


Diamond T produced approximately 1,500 of the class B Liberty truck and was 
ready to start on another order for 2,000 vehicles when the armistice was signed. 


WORLD WAR II 


Diamond T designed and assembled 31,337 four-ton 6 by 6 trucks. These 
trucks were built for a variety of uses—such as cargo, dump, wrecker, Engineer 
Corps, etc. Diamond T was the only builder of this particular vehicle. 


And incidentally, that is the only truck we are talking about, the 
truck that we built in World War II. 

Diamond T designed and assembled 6,554 12-ton 6 by 4 tank tractor and 
recovery vehicles. This vehicle was designed primarily for the British, was 
Diesel-powered, and was the largest type of truck produced in volume during 
the war. 

Diamond T participated with two other manufacturers in a standardized 
design of half-track vehicle and built 12,424 of these armored combat vehicles. 

Diamond T’s total production of 50,315 heavy-duty military vehicles was not 
approached by any other motortruck manufacturer in the industry of com- 
parable size commercially. 


I mention that because I think it is important that consideration 
be given, to a small business as to what that business can do in time 
of war, and we don’t want to be put out of business. [Continuing:] 





PRESENT DEFENSE PROGRAM 


Diamond T is currently producing 5-ton 6 by 6 military vehicles for the armed 
services, having been selected on the basis of low bid as a second source of 
assembly of this type of vehicle. 





TRUCK INDUSTRY HIGHLY COMPETITIVE 


Because of the volume producers and the availability of specialized units, 
the motortruck industry is highly competitive, hazardous, and notorious for 
small earnings. Since 1910, over 600 so-called manufacturers have started to 
build motortrucks and later failed and passed out of the picture. In the 10-year 
period from 1931 to 1940, inclusive, five well-known truck manufacturers— 
namely, Autocar, Federal, Mack, Reo, and White—each lost money for the 10- 
year period—collectively, a total of $35 million. 


Please understand that I do not say that critically. I say that 
merely of evidence of the hazardous and competitive character of the 
motortruck business. 
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The highly competitive and low earning characteristics of the motortruck 
industry are emphasized because any impact on a vital portion of our business 
(such as parts sales) can easily tip the scales from profit to loss and even 
eventual liquidation. 

That is what I am interested in. 


ESSENTIALITY OF PARTS SALES 


Some people do not realize the importance of parts sales to Diamond T, and 
for that reason we present facts and figures which we hope will help to formulate 
a policy whereby the established commercial practice in our industry developed 
during the past 50 years will not be destroyed ; because if this policy is destroyed 
in connection with Government purchases it can be spread to the commercial 
field also and have a disastrous effect on Diamond T’s future. 

The following table covers the five postwar years, and in this table we have 
divided our sales and earnings between trucks and parts. 


NET SALES 
Total Trucks | Parts 


| 

$22,677,000 | $17, 525, 000 | $5, 151, 000 
41, 678, 000 35, 302, 000 | 6, 376, 000 
37,467,000 | 29,359,000 | 8, 108, 000 
21, 303, 000 13, 321, 000 | 7,982; 000 
27,070,000 | 20, 527, 000 | 6, 543, 000 





ESE Ces <a EN a AS Pee REO | 150,195,000 | 116, 034, 000 | 34, 160, 000 





NET EARNINGS 


$964, 000 | $588, 000 | $376, 000 
1, 909, 000 1, 451, 000 | 458, 000 
1, 113, 000 623, 000 | 490, 000 
149, 000 | 1 (429, 000) | 578, 000 
329, 000 | 95, 000 234, 000 








4, 464, 000 | 2, 328, 000 2, 136, 000 


| 





1 Shows loss. 


I hope that all of the members of this subcommittee have a copy 
of this table before them because it doesn’t mean much my reading 
the figures without you having these in front of you. 

But if we take first of all our truck sales in 1946, $17,525,000; you 
will notice in 1947 that they went up to $35,302,000, and in 1948 
dropped to $29,359,000. In 1949, that dropped to $13,321,000, and in 
1950, went back up to $20,527,000, and you see fluctuations and varia- 
tions in truck sales, 

Now, the parts sales, of course, has some fluctuations but they are 
much more uniform. In 1946, $5,151,000; about $6,376,000 in 1947: 
a 108,000 in 1948; practically $8,000,000 again in 1949; and down to 

$6,543,000 in 1950. 

Then on the next table we show the net earnings, dividing our 
total net earnings between trucks and parts: In 1946 we had $588,000 
on trucks. In 1947, which was a big volume year, we had $1,451,000. 
In 1948 it dropped down to $623,000. In 1949, there was a loss of 
$429,000 on the truck end of our business; in 1950, a small profit, 

$95,000. 

Now, if we take parts, in 1946 we had a profit of $376,000; in 1947, 
$458,000; in 1948, $490,000; in 1949, $578,000, which fortunately was 
enough to overcome the loss in the truck end of the business so that we 
showed a small profit. And in 1950, $234,000. 
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So the conclusions to be drawn from this table, I think, are as 
follows: 

1. As proof of small profits, for the 5-year period net earnings were only 2.97 
percent of sales. 

2. As proof of the essentiality of parts business, for the 5-year period parts 
sales were only 23 percent of total sales but accounted for 48 percent of net 
earnings. 

3. These 5-year figures show how Diamond T and other small manufacturers 
must depend on parts sales for income and profit in those years when truck 
sales are below normal. 

That is one reason, incidentally, that we have always endeavored 
to maintain a policy with our vendors or our suppliers that they sup- 
port us on a broad parts policy, because you can see from these figures 
how essential it is to a highly competitive business, such as the truck 
assembly business. 


DIAMOND T SALES OF COMMERCIAL AND MILITARY PARTS 


We submit that a fair analysis of parts sales must be based not on the high- 
lighting of a few transactions, but on the study of an over-all operation for a 
representative period of time—such as 1 year’s sales. In the following table we 
show Diamond T sales of commercial and military parts for the year 1950, with 
expenses of the parts department distributed in the three categories according 
to sales volume. 


I said in here “Please keep these figures confidential.” I am willing 
to waive that because I think this whole situation is of sufficient im- 
portance to us that we might just as well reveal these figures. We 
will have to take a chance on whatever explanation we can make to 
our other customers. 


Commercial parts to dealers, domestic and export 


a 
Gross margin 

Gross margin percentage 

Profit before taxes 

Profit percentage 














Military parts 





Dealers 
J U. 8. Ord- 
domestic nance 


and export 





a a a ial AO A a NE Re $728, 000 $1, 786, 000 
Gross margin 3, $251, 000 
Gross margin percentage + : . 08 
Profit before taxes____. SORE AA An BE RSS Ben EES Sa RES REO F ey 
Ne sh cdintee Siena iantcheiekandbv nh bbe ein bhlek nathan diame 











1 Shows loss. 


You will notice in the first column I show commercial parts to deal- 
ers, domestic and export. Our total net sales were slightly over $3,- 


000,000; our gross margin $860,000; our gross margin percentage 27.79 
; £ rs g 


percent; our profit before taxes $320,000, and our profit percentage 
10.35 percent. 

Then I take our military parts and break that down into two divi- 
sions. That is, military parts which we sold to our dealers, both do- 
mestic and export, and also the military parts which we sold to the 


United States Ordnance Department. 
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Under the first division, sales to dealers, domestic and export, a to- 
tal of $726,000; our gross margin was $213,000; our gross margin per- 
centage 29.31 percent, which was slightly higher, you will note, than 
our commercial parts business. Profit before taxes, $96,000; and 
profit percentage before taxes 13.17 percent. 

Then I take the parts which we sold to the Ordnance Department 
under a competitive bidding system, and I hope that this shows that 
competitive bidding from the right kind of people certainly gets the 
Government the best price. We sold $1,786,000 worth of parts to the 
Ordnance Department. Our gross margin was $251,000. Our per- 
centage of gross margin was 14.05 percent, which you will note is less 
than half of the percentage which we secured from our domestic and 
export dealers. We had a paper loss of $100,000 and a percentage loss 
of 5.57 percent. 

Now, I think that these figures which reflect our 1950 parts sales 
show: 

(1) That on commercial parts Diamond T made a gross margin of 27.79 per- 
cent and a profit before taxes of 10.35 percent. 

(2) That on the sale of military parts to domestic dealers and foreign pur- 
chasers Diamond T made a gross margin of 29.13 percent and a profit before taxes 
of 13.17 percent. 

Mr. Horrman. You said “paper loss.” What do you mean by that? 

Mr. Busu. If we want to be technical, it is a bookkeeping loss by 
accounting practices. 

(3) That selling the same type of parts to United States Ordnance, due to com- 
petitive bidding, Diamond T realized a gross margin of only 14.05 percent, and 
on the basis of ordinary accounting practice had a paper loss of $100,000 on Ord- 
nance parts sales. 

That means that actually we didn’t make any profit. All we got 
out of the ordnance parts business was a contribution to our overhead, 
and we did that knowingly and with our eyes open purely to add to 
our volume. 

These figures definitely refute the allegation that Diamond T, as a middleman, 
has been gouging the Government on parts sales to the Ordnance Department. 
On the other hand, they show that because of the competitive bidding method of 
procurement, Diamond T had to quote prices 50 percent lower (on the basis of 
poe margin) than we quoted to other volume purchasers of the same type of 
parts. 

My next title is “Could Ordnance have saved money by buying di- 
rect from unit makers?” I think with your permission, I will just 
skip that, Mr. Chairman, and go down to the next heading because I 
don’t want to take up too much of your time. 

Mr. Harpy. We will include that in the record. 

Mr. Horrman. Isn’t that the issue here? 

Mr. Harpy. I do not think that is a major issue. 

Mr. Busu. Well, maybe it had better be read then. 

Mr. Casry. Let me just ask you, Mr. Bush: Do you contend that 
Ordnance could have saved money by buying direct from the unit 
maker? 

Mr. Busu. I contend they could not. 

Mr. Horrman. I thought from the table that was put in that that 
was one of the main issues? 

Mr. Harpy. Yes, that is one of the main issues. 
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Mr. Busu. I contend you could not save money by buying direct. 


In our memorandum dated September 12, we gave the industry’s background 
with respect to parts sales and pointed out in a general way the advantages of 
current practices. 

I would appreciate it very much, if you are interested in this thing, 
if you would take a little time to read that, and I think that is an 
honest statement of the two schools of thought, or the two methods of 
the truck manufacturer. I thought at first that perhaps you people 
were shooting directly at the so-called assemblers and specialist manu- 
facturers 

Mr. Harpy. Mr. Bush, we are not shooting at anybody, specifically. 

Mr. Busu. I don’t mean to say “shooting.” You are simply trying 
to uncover 

Mr. Harpy. We are trying to get at more efficient and practical ways 
of doing this procurement. 

Mr. Busu. That is what I gathered after talking to you and Mr. 
Casey in Washington, and that is when I wrote the second part of the 
memorandum. Nevertheless, this does give this information on the 
background of the automotive—— 

Mr. Horrman. Mr. Chairman, he says there are two schools of 
thought, one represented by the staff and the other by the 

Mr. Busn. Oh, no. There are two schools of thought with respect 
to how motor trucks should be built, whether they should be built by 
people who are called assemblers and who purchase their components 
from the so-called specialist manufacturers lke Timken Axle, 
Hercules 

Mr. Horrman. How about parts? 

Mr. Busu. That is one school of thought with respect to the manu- 
facturer of motor vehicles. The other school of thought is that it 
should be a particularly integrated product, that the manufacturer 
should make his own engine, his own clutch, his own transmission, his 
own axles. 

Mr. Horrman. If I understand it correctly, the staff thimks that the 
spare parts should be bought direct from the people that make them; 
is that right? 

Mr. Harpy. That is not exactly an accurate statement, Mr. Hoffman. 

Mr. Horrman. Make it clear for me. 

Mr. Harpy. I will try. The staff’s purpose in this matter is not to 
arrive at conclusions, but to assemble the facts upon which it can base 
its conclusions. 

Mr. Horrman. I see. I stand corrected. But do not the staff's fig- 
ures tend to show that the Government will save money if Ordnance 
buys from the basic manufacturer ? 

Mr. Harpy. In a great many cases, the staff has presented illus- 
trations which would tend to prove that. 

Mr. Horrman. That is what I got in the short time I was here. Now, 
as I understand it, does this witness think they won’t ? 

Mr. Busu. I feel very definitely that they won’t. There are alsu 
two schools of thought on that. 

Mr. Horrman. That is the point I would like to know about. How 
about you, Mr. RiehIman ? 

Mr. Rrenuman. Yes. 

Mr. Busu. That is what we are trying to resolve here now. We are 
trying to bring out all the factors in connection with this thing 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 687 


because I am convinced that you gentlemen have an open mind on it, 
and what you are trying to do is to find the facts, and we, in industry, 
should be able to give you some of those facts which apply to our 
particular business, and that is what I am trying to do here now. 

Mr. Harpy. Go right ahead. 

Mr. Busu (reading) : 


In our memorandum dated September 12, we gave the industry’s background 
with respect to parts sales and pointed out in a general way the advantages of 
current practices. Here we have an opportunity to deal rather specifically with 
the question of whether the Ordnance Department could have saved money on 
the parts purchased from us last year had they been able to buy direct from the 
unit makers. 

Perhaps this can best be understood by a fairly detailed description of the 
services performed by Diamond T for this 14-percent gross margin, which will 
show these services generally must be performed by someone in addition to 
what is normally done by the unit maker. 

Let us establish, first, that we are talking about parts used in the 4-ton 6 by 6 
trucks which we built in World War II. Our bidding generally has been confined 
to parts for these vehicles, because we felt that we were more competent to 
supply those parts than any other bidder, and by the same token, we did not 
feel competent to bid on parts for vehicles built by other manufacturers. 


That is in line with the theory advanced this morning by Hercules 
that the end-product manufacturer knows more about the parts that 
go into his vehicle than anybody else, and we modestly claim that 
we do. 


Let us establish, second, that in the unit makers’ shipments of parts to us 
and our shipments to Ordnance, there is not the duplication of materials and 
labor one might assume. Many shipments to us are not even boxed, but units are 
shipped on pallets or skids. With due respect to our suppliers, when they ship 
in containers they use the cheapest kind. A personal inspection in our plant 
of how parts come in and how they go out to Ordnance would be most enlighten- 
ing. There are three types of pack used for Ordnance, depending upon their 
instructions with respect to packing in the contract: 

1. Packaging in accordance with manufacturers’ normal commercial practices, 
but requiring well-made boxes, carefully marked. 

2. Packaging and packing in accordance with United States Army Specification 
AXS-1222, Revision 2, dated October 12, 1948, and amendment No. 1 dated 
December 8, 1949, for domestic storage. 

3. Packaging and packing in accordance with United States Army Specification 
AXS-1222, Revision 2, dated October 12, 1948, and amendment No. 1, dated 
December 8, 1949, for export storage. 

‘We maintain that unit makers cannot box parts in accordance with Ordnance 
specifications at as low cost as we can because of our greater experience, larger 
volume, and better facilities. 

Let us also try to establish, third, a rather intangible benefit that accrues to 
Ordnance through having parts handled in our parts division. In a previous 
section headed “Essentiality of parts sales” the net sales of parts from year to 
year show the rather steady volume which is characteristic of this department 
of the business. So in an organization even as small as ours, Ordnance gets the 
benefit of what you might call volume parts-handling facilities, and the benefit 
ef experienced personnel. 

We have a staff of people who for over 10 years have devoted all of their time 
to military parts business and certainly are better schooled, better trained, better 
experienced, in seeing that the military services get the right part at the right 
place at the right time at the right price than can other individuals, even of 
equal ability, who do not have the benefit of continuity of activity in the 4-ton 
6 by 6 parts field. 

What we are trying to say is that where you have an established and 
continuous commercial parts activity, such as we must have day in and day 
out, it is easier and more economical for us to handle an added volume of 
military parts than it is for a unit maker whose sales of military parts are 
made at infrequent intervals and where facilities and personnel devoted to parts 
obviously cannot match those of Diamond T. 
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And that, gentlemen, is because of the nature of the business. 


WHAT DID DIAMOND T DO IN BETURN FOR THE 14 PERCENT GROSS MARGIN 


In the year 1950 we bid on hundreds of invitations and were awarded 224 
Ordnance contracts. These 224 contracts covered a total of 1,296 items accord- 
ing to Ordnance numbers, but actually required the purchase by us of 2,416 items 
because some items are put into what is called an assembly which may incor- 
porate any number of separate items which must be purchased and handled. Of 
the total number of items, 182 necessitated additional manufacture, such as 
machining or assembly, in our plant. 

In handling these 224 contracts, it was necessary to place purchase orders with 
1,151 suppliers. This does not mean, 1,151 different suppliers—actually there 
were 194—but during the course of the year orders were obviously placed on 
different occasions with the same supplier. On the basis of average figures we 
would estimaté that the weight of the material handled in connection with these 
224 contracts was approximately 2,341,000 pounds, or 1,170 tons of shipments. 

The important thing here is that whereas Ordnance placed 224 orders with us 
for 1,296 items, it was necessary for us to place orders with 1,151 suppliers, 
covering a total of 2,416 items. We know of nothing in Government experience 
that indicates that five times the number of contracts and approximately double 
the number of items can be handled without a substantial increase in Govern- 
ment personnel, 


Then I show in detail what happens to a typical contract, and I 
don’t believe there is much to be gained from reading that aloud here, 
although I would appreciate it if the members of the subcommittee 
would take the time to study that thing, as well as the two exhibits that 
are attached thereto, exhibits A and B, because it reat y gives you some 


idea of the services which a manufacturer, such as Diamond T, per- 


forms in connection with these contracts, and we have tried to detail 
it out in pretty good shape, and I think it is an honest statement and 


would be of quite some help to you. 

Mr. Harpy. Would that be along the same line as the presentation 
which Chrysler made about the services which they perform in con- 
nection 

Mr. Busu. Not nearly as complete as their presentation with charts 
and so on, but this describes the same type of activities which we go 
through in our plant—I mean that those activities have got to be gone 
through with. 

Mr. Harpy. You mean because your business is smaller than 
Chrysler’s, you don’t have to do quite as many operations.as they do? 

Mr. Busn. Well, I list 17 different operations there, and I don’t 
think we can do it with any fewer operations. I mean, if a job has 
to be done, it has to be done and done right ; you see? 

Mr. Harpy. This is the same type of thing 

Mr. Busu. It is the same type of thing they covered this morning. 

Mr. Harpy. We will include it in the record. 

Mr. Busn. I would appreciate it if you would study that anyway, 
and I sum it up in two paragraphs at the end. I say: 

This description of how one contract is handled shows: 

(1) There are 17 different steps to be followed in handling a single con- 
tract, some steps involving perhaps several operations, such as follow-up and 
expediting. 

(2) None of these steps would be eliminated if the unit maker attempted to 
sell direct to Ordnance, so additional personnel would be required by both 
Ordnance and unit makers with resulting added cost. 

That is the sum and substance of that detail there. 

Mr. Harpy. That will be included in the record at this point. 
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(The following unread portion of a memorandum is inserted at 
this point :) 


A TYPICAL CONTRACT 


We have referred to the total number of contracts handled. Now let’s see 
what detail is involved in connection with the handling of a single contract. 

To give you a report on the details in connection with the handling of these 
contracts we have selected one of the contracts of this 224 for 1950 identified 
under DA-20-089-ORD-2390FS under date of May 24, 1950. Invitation for bid 
identified as DA-20—-089-ORD-50-690 was issued by the Detroit Ordnance Office 
listing a total of 65 item numbers on which bid was requested. Of these 65 items, 
28 part numbers were duplicated, thereby reducing the number of part numbers 
to 37 items. 

It was necessary for us to process this inquiry through an interpreter to deter- 
mine the supplier to contact for price and delivery, together with the items 
necessary to complete the items called for in the invitation for bid. 

After determining the items that would be required to complete the 37 items 
called for on the invitation for bid, we found that we had a total of 59 items 
and 27 suppliers to contact. Our request for price and delivery information 
was typed for these 27 suppliers. 

As soon as these inquiries from our suppliers were completed, we then pro- 
ceeded to retype all of the items within the contract to obtain packaging price 
information from the packaging plant. This necessitated typing all 65 items 
that were originally listed in the invitation for bid, in view of the fact that the 
duplications referred to above were used to identify quantities of the same item 
that were to be packed in accordance with United States Army Specification 
AXS-1222, Rev. 2, dated October 12, 1948, and amendment No. 1 dated December 8, 
1949, for domestic storage and those to be packed in accordance with United 
States Army Specification AX S-1222, Rev. 2, dated October 12, 1948, and amend- 
ment No. 1 dated December 8, 1949, for export storage. 

This invitation for bid was due for opening at 11:30 a. m. on June 3, 1950 
and because quotations were not, in all cases, received from our suppliers imme- 
diately, it was necessary for us to follow up by wire four of the suppliers to 
obtain the price information. Surprising as this may seem, it is necessary to 
follow up many suppliers not only on shipments but also on quotations. 

After receiving all price and delivery information from both our suppliers 
and packaging plants, cost information was applied to our copy of the invitation 
for bid and comptometer operator figured and applied unit price and extension. 
Unit price and extension was typed on inquiry being submitted, letter prepared 
for transmittal and mailed on June 2, 1950—air mail, special delivery. 

The list of items appearing in the invitation for bid together with the number 
of items required to purchase and the suppliers involved is attached hereto 
(exhibit A). 

After this invitation for bid was opened, we were the low bidder and were 
awarded contract for 39 of the original 65 items in the inquiry, representing 
23 different items of spare parts. 

To complete these 23 items, it was necessary for us to purchase 30 items from 
22 different suppliers. The items awarded, number of items purchased, purchase 
order number, and supplier is attached hereto (exhibit B). 

After purchase orders were placed and posting record for each item was 
made to our material control card, shop work order was made for items ap- 
pearing in contract. Our expediting section receives a copy of the shop work 
order together with the copy of purchase order that was placed for each item 
and periodic follow-ups are made from the suppliers involved to assure us 
that delivery will be made on schedule. 

There are times when storage problems develop, in that we must accumulate 
various items from different manufacturers to complete the item within the 
contract. For an example, on this particular contract, item No. 15 and item 
No. 16 cover part No. DT-N15129A propeller shaft. The shaft is purchased 
from the Spicer Manufacturing Co. and the dust deflector that is required on 
this shaft is purchased from the Timken-Detroit Axle Co. After this material 
is received, it is necessary for us to weld the dust deflector to the shaft to 
complete the item called for within the contract. 

In other cases, where more than one item is necessary to complete a con- 
tract item, it is a matter of correlating the material from various suppliers. 

When materia! is received, our receiving department checks the boxes within 
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the shipment, prepares the receiving report, and sends the material to our stock 
room, 

Our stock clerks open boxes and check the material against the receiving 
report for count and proper identification. Copy of receiving report is passed 
on to our service office, and from our material control card record, application 
is made to the contract. 

Print of the part is withdrawn from file and sent with this contract release 
of the material to our stock room. After checking the material against print 
(this is most important to insure the right part) Ordnance inspection is called 
for their approval. 

On receipt of Ordnance inspection signed approval, shipping tickets are made 
by office showing which material is to be sent to packaging house for packaging 
and which is to be packaged in our plant. 

Where packaging in our plant is accomplished, necessary paper work re- 
quired by Ordance is completed by our office staff. Where material is packaged 
and packed by an outside source, the necessary paper work is accomplished by 
the packaging plants. 

In all cases, after the paper work is accomplished, invoicing is completed 
in the service office. 
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ExHrsit A 
Items appearing in invitation for bid No, DA-20-089-ORD-50-690 
} 





j 
Num- | : | 
ber of | Supplier’s name 


Desc-iption | Location 
items | 


Part No. 








BB-49177 


BB-49177-- 


BB-21312 


BB-21312._--- 
N-70348L..-- 


N-70348K - - 


BB-1049 





ce | See 


__| Gasket set 


BB-1049____--| 


13785) _. 


137853...-.-— 


BB-1015 - 
BB-1915. 

BB-11090 
BB-11090 


N-15129A --- 


N-15129A_.___| 


51324F 
51324F. 


BB-18432 __ 


BB-18432 
1-269 


BB-7s11 
N-38489 
N-38489 
BRB-11197 
BB-11197 
N-3291 
N-3291 
BB-1008 
BB-1008 
N-5623 
N-5623 
N-22621. 
N~-2262L 


N-30207A___- 
N-302907A_.. 


D X-6099_ 


6 | DX-6099. 


63 


64 
65 





| BB-8244._____| 
BB-8244 __ 


N-5251C 
-§251C 


BB-11310 _- 
BB-11310___- 


N-6348U 


N-6348U |... 


ap 
BB-515 


Dx- SesAL 


BB-1009 


BB-38476 “= 


18056C 
BB-38414 


N-6112__-. 


N-7113.- 


| N-3362A_. 


N-20630 


| 
snl 
| 
} 


oe | Bolt 


<s00F 80635... '.;...- 
a me 


..do 

| Bumper 

=, GO... 
“Alarm P. T. 


| | Cable tube 


do : 
lc lamp ring 
. do 
| Pedal pad 
.-.do 
“Bre: ather 


Adjusting screw 
| do 
| Cireuit breaker 
| do 
| Starting crank 
..do 


Fuel tank 


do 
Latch 
| ae 
Nut_. 
do 


. | Wate - pump kit t..| 
1 - 


| Wiper motor : 
Nut 


Handle_....---.-- 


uu Pedal_. 
j 
| 


| Shaft 


___.| Cable 


| Engine 


i do 
Hercules Motors Corp. WIRES 


| National Machine Products Co__- 
| Joliet Wrought Washer Co- 





no 


eC ee er) 


Fee et et et et et et 


oer er. ee) 





= 


| Hercules Motors Corp- 


| | 


| Bendix-Westinghouse Automotive | 


Air Brake Co. 


_..do 


Electric Auto-Lite Co, (wire and | 


cable division). 


+ sco 
Hercules Motors Corp.- et 


Hercules Motors Corp_ -- oF: 
National Machine Products Co 


| Joliet Wrought Washer Co 
Hercules Motors Corp. ----- 


Spicer Manufacturing Co... 


Timken-Detroit Axle 
Spicer Manufacturing Co-__- 
Timken-Detroit Axle 

_ ae Motors jae 


| a o i oo wis 


} ao 
Hercules Motors C rp 


a MEE oa 
_ do 
do 


United Specialty Co 


do 
Firestone Industrial Products Co 
do 


| Donaldson Co., Inc 


do 


| Briskin Manufacturing Co__- 


do 


| Hercules Motors Corp 


do 
Spencer Thermostat Division 


do 
| Moline [ron Works 


| ao > a ° ee 
Stolper Steel Products Corp 
| 


do 

Eberhard Manufacturing Co 
do 

Troy Sunshade Co 
do 


| Rockford Screw P roducts Co 0... Re 


; do 
ech Motors Cor D- 


IE set Wi ire Corp 


do bee 
ies a Detroit Axle__- 


leet 4] Brass Manuf: veturing Co 
| Hercules Motors Corp -- - 


Trico Products Corp 

Batavia Metal Products 

Dura Division of Detroit-Harves- 
ter Co. 


| Guarantee Specialty Manufactur- 


ing Co. : 
Green Bay Drop Forge Co 
American Chain & Cable-- - 


Elyria, Ohio. 


Do, 
| Canton, Ohio. 
Do. 


| Port ‘Huron, 
Mich. 
Do. 
Canton, Ohio. 
Detroit, Mich. 


Joliet, Ti. 


Canton, Ohio, 
Detroit, Mich, 
Joliet, I. 


| Canton, Ohio, 
I 


do, 

Do. 

Do. 

Do, 

Do, 
Toledo, Ohio. 


| Detroit, Mich, 


Toledo, Ohio. 
Detroit, Mich, 
Canton, Ohio, 
Do, 
Chicago, Il. 
0, 
Do. 
Do. 
Detroit, Mich, 
Do 


Canton, Ohio, 
Do. 
Do. 
Do. 
Chicago, Il. 
0. 
Do. 
Do. 
St. Paul, Minn. 
Do. 
Chicago, Il. 
Do. 
Canton, Ohio. 
»”, 
Attleboro, Mass. 
Do. 
Moline, Ill. 
Do. 
Menominee 
Falls, Wis. 
Do. 


| Cleveland, Ohio. 
i I 


0 
Troy, Ohio. 


| Do. 
Rockford, Il. 


Do. ; 
Canton, Ohio. 


Do. 
Chicago, Ml. 
Do. 


| Detroit, Mich. 


Do. 
Chicago, Ti. 
Canton, Ohio. 
Detroit, Mich. 
Batavia, N. Y. 
Toledo, Ohio. 


Cleveland, Ohio. 


Green Bay, Wis. 
Chicago, Tl. 


| Canton, Ohio. 





Total number of items 


Total number of parts represented by 65 items. - 


Total number of parts to purchase for 37 parts---.------------------------ 
Total number of suppliers 


93669—52——45 
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ExnHisirt B 


Items awarded Diamond T Motor Car Co. under contract No. 
DA-20-089-ORD-2390 FS 





l | 
| Num- | 
Description ber of | 

items | 


Purchase 


order No. | SUupPPlier’s name and location 





| BB-49177_....| Repair kit__....._._.- 7V-1156 |{Bendix-Westinghouse_Automotiv 
BB-49177__...|...-.do_. : ee mee Brake, yt hio. 
a . | {Electric Auto-Lite Co. (wire and 
4° nae eater “enemas ee | GV-11134. | cable division), Port Huron, 


N-15129A. ery ao Manufacturing Co., Toledo, 


| N-15129A 


51324F 
| §1324F pak do. 
BB-18432____ | Bumper. 
| BB-18432___ .do 
N-2693 Alarm P. ‘ 
N-3008. .:....}.....de.- 
N-38489...___| Pedal pad 
N-38489_ ..._- do pavGawkvadive 
| BB-11197_.___| Breather___ 
| BB-11197____.|..... do_. 
Bracket 
: .do_. 
Circuit breaker_. 
do. 


ilav-11135. | = Detroit Axle, Detroit, 


| @V-11137 eres Motors Corp., Canton, 


| @v-11155 Western Felt Works, Chicago, III. 

| av. riskin Manufacturing Co., Chi- 
GV-11154___} cago, i. 

_p0 ‘irestone Industrial Products, Chi- 

ipeleasaatatesa Demibies Cc L s 

| 7 onaldson Co., Inc., St. Paul, 
GV-11138 - _ - Minn. 

\fBriskin Manufacturing Co., Chi- 
cago, Tl. 

\fSpencer Thermostat, Attleboro, 
Mass. 


| GV-11154_- 
| GV-11139_. 
| GV-11140__.| Moline Iron Works, Moline, I. 
/({GV-11158 ._. ogee ee oul Products, Menominee 
| alls, W 

GV-11141_- Briskin Sapiiacturtiie Co., Chi- 
cago, Tl 
| GV-11142__. | | Eberhard Manufacturing Co., 

Cleveland, Ohio. 
GV-11153___| Troy Sunshade Co., Troy, Ohio. 


| ries ‘ ifRockford Screw Products, Rock- 
| GV-11143 --{{ ford, lil. 


| N-30207A 
N-30207A 


DX-6099. 
DX-60099 
BB-8244 
BB-8244 
N-5251C 
N-5251C 
N-6348U | 
N-6348U ____ hu : 

| DX-533AL__| | GV-11147 


J ' ' ' ‘ ' ' ‘ ; 
EEE 


Imperial ~_ ass Manufacturing Co., 
Chicago, I 


GV-11146 a Essex Wire Corp., Chicago, III. 
Hercules Motors Corp., Canton, 


| | 
BB-1009___- Screw } ; GV-11137 
} | Ohio. 
18056C__......| N im Gabietneckinint es Batavia Metal Products, Batavia, 
| | | NuY¥: 
| BB-38414_.___| Handle = S | GV-11149___| Dura Division of Detroit Harvester 
} | Co., Toledo, Ohio. 
Pedal -- ‘ asia GV-11151__.| Guarantee Specialty Manufactur- 
ing Co., Cleveland, Ohio. 
LI oc rwaticnas oe GV-11150...} Green B: iy Drop Forge, Green 
| Bay, Wis. 





American Chain & Cable Co., Chi- 


i i 
Cable _-. eRe ee, | GV-11152.__| 
} | | cago, Ill 


Total number of items. - -- ears 
‘Total number of parts represented by 39 items_____. 


Total number of parts to on ise for 23 contract parts wi 
Total number of suppliers - ak oH ieee 


Mr. Busn. Now here 1 think is a very important point, and that 
is the cost of inspection. 


Note that Ordnance inspection in 1950 was concentrated in the Diamond T 
plant for a total of 224 contracts covering 2,416 items from 194 different unit 
makers’ plants. Due to the volume and continuity of parts business concen- 
trated in the Diamond T plant, it was practical to keep one Ordnance inspector 
busy at all times on this activity. 

Contrast this experience with the cost of having to supply Ordnance inspec- 
tion in 194 different unit makers’ plants at infrequent intervals. The difference 
in cost to the Ordnance Department and to the taxpayers would be staggering. 


I think that is the most important point in connection with this 
thing. Due to this continuity of business, we do it with one inspector. 
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You would have to provide inspection at 194 different plants just so 
far as our little business is concerned, and scattered at various parts 


of the country. 


Conclusion.—In conclusion, so far as parts purchased by Ordnance from the 
Diamond T Motor Car Co. are concerned, we maintain— 

(1) That had the 2,416 items purchased in 1950 been bought direct from the 
194 unit makers, Ordance would not have been able to secure as fast and ac- 
curate service; inspection costs would have been vastly increased, and Ord- 
nance would not have been able to buy these 2,416 items at as low a total cost 


as from Diamond T; 

(2) That the services supplied by Diamond T in connection with replacement 
parts is a type of service not normally rendered by unit makers. 

There is no question but that the unit makers could train personnel and set 
up facilities to render this same service, but it is our contention that due to lack 
of continuity and steady volume they could not offer it at as low a price as 


Diamond T. 

It would be ridiculous for us to say that we did something that 
nobody else could do, so I say that they could do it if they wanted 
to, but it would cost more money than when we do it. 

(3) That on the basis of the above analysis of a year’s business, Ordnance bus 
been buying replacement parts on a much lower cost basis than other volume 
purchasers of similar items. 


There can be no question about that. 

(4) That to destroy by Government edict a parts-distributing praciice which 
has stood the test of 50 competitive years would be most unfair co this company. 

That is what I mean when I say I am apprehensive about the event- 
ual implications of this thing. 

(5) That if Diamond T, as an assembler, is prohibited from selling repiace- 
ment parts to the Government, a small business is being discriminated against 
and the sale of both parts and trucks can be channeled to a few large integrated 
manufacturers with no control by the Government as to either price or profits. 

That, gentlemen, is as true a statement as any man ever made. 

Mr. Harpy. You mean that the big integrated manufacturers can 
get away with anything and the Government will have no control over 
the price of parts? 

Mr. Busn. I mean this: That if you have got virtually a monopoly, 
how are you going to control it? 

Mr. Harpy. That is what we are worrying about. 

Mr. Busu. That is what you have been worrying about, is it? Then 
my point is that the best way to control that is through open com- 
petitive bidding. 

Mr. Harpy. I buy that where you have competitive bidding, real 
competitive bidding. 

Mr. Busu. Don’t you think you have had competitive bidding from 
us? 

Mr. Harpy. Well, I am not sure about that. I would say, generally 
speaking, that many of the illustrations that we have had here have 
not demonstrated competition. 

Mr. Bus. That might be true in a lot of cases, Mr. Chairman, but 
in my case, I stand here, without any reservation whatsoever. When 
I show here that we sold $1,800,000 worth of parts at 14 percent gross 
margin, anybody would say we are crazy to do that. But that is the 
result of competitive bidding. 

Now, here is the way it works: It all depends on how badly you want 
the business. You have written me letters about a transmission deal 
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where we were the only bidder, and I said, “You could crucify me on 
this deal because maybe we added 30 percent or 35 percent, but,” I 
said, “you didn’t ask me about the deals where we added $21 to a $900 
item, or anything like that.” That is why I like to talk about the over- 
all picture, what is the overall result of this thing. And when you are 
buying parts for 14 percent gross, as the result. of competitive bid- 
ding—I don’t know what you do with the other people—I say so far 
as Diamond T is concerned, you made a very good deal. 

Mr. Harpy. Of course, the question that is involved there, Mr. 
Bush, is the basis on which that 14 percent gross is computed. That 
is taken on your cost? 

Mr. Busu. No; it is taken on the selling price. If we take it on our 
cost it would be about 16 percent. 

Mr. Harpy. So it is taken on your selling price. Now, of course, 
I have no way of knowing on the basis of your presentation here just 
how many other hands these parts went through. The inference 
would be that all of these items were procured directly from the unit 
manufacturers by you; is that right? 

Mr. Busu. Well, the big majority of them are, because that is essen- 
tially our type of business. Of course, there are quite a few items, like 

castings and this and that and the other thing, that we may specially 
design for this particular truck where we might have secured the 
castings direct and had them machined, and so on, but essentially 
they have been mostly purchased from unit manufacturers, direct 
from the unit manufacturer. 

Mr. Harpy. Well, I don’t know 

Mr. Busu. Then I'll tell you another place where that helps you, 
and where you lose on this other thing. We are all human, in the 
final analysis, aren’t we? We try to get the highest price that we can 
get ; isn’t that right ? 

Mr. Harpy. That is generally the case, and if you do not have com- 
petition you know w here that i is going. 

Mr. Busu. Now, when you've cot competition, even in a business 
like ours—suppose you ask Federal, you ask this little Beiderman 
outfit down in Cincinnati, you ask Diamond T—we want to bid a cer- 
tain Hercules motor. What does each of us do? We just don’t call up 
Hercules and say, “What is the price of this item?” and look up our 
records and see what was the last price or so on. We say, “Here, the 
Government is going to buy a thousand of this or 5,000 of that. We 
want to make a special price. We want a special price.” And you've 
got four people that are hammering at them, trying to get the price 
down. We have done it hundreds and hundreds and hundreds of 
times, in order to get the edge on competitors who are going to bid 
on the same item. That is an indirect advantage that is acerued to 
vou through this competitive bidding which you probably never 
thought about. But it is very true. 

Mr. Harpy. You mean to tell us that if you happen to be in a little 
better graces with Hercules at this particular time you might get a 
better price than Beiderman would get? 

Mr. Busn. We would certainly try to, I will tell you that. 

Mr. Horrman. Just the same as your tobacco and peanut growers 
sell them to the Government to give them to Britain, to keep. up the 
morale, 
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Mr. Harpy. I don’t quite get the analogy. 

Mr. HorrMan. One is tobacco and the other is automobiles and 
parts. 

Mr. Busu. There isn’t any question that competitively—I say as far 
as we are concerned. I don’t know about this other business, but as 
far as we are concerned—you are way ahead. 

(6) That where Diamond T has a record of 100 percent participation in an 
all-out war program (to the detriment of their commercial business) which 
organization received E awards, plaques, and certificates attesting to this par- 
ticipation, this same organization should not be discriminated against when the 
record shows that it has continued to serve the Government on an efficient and 
economical basis ; 

(7) That the system of competitive bids, with competent inspection, is the 
best guaranty of low prices and proper material, and as taxpayers we would 
prefer to see Ordnance continue to purchase parts on that basis. 

And you can’t emphasize that too much. Competitive bids are 
worthless without competent inspection. 

Mr. Harpy. Neither are they any good unless you have competition. 

Mr. Busn. That is right. We want competition. 

If, however, there is a desire to eliminate some of the paper work involved in 
competitive bidding, we submit that if Ordnance really wants to save money and 
assure itself of proper replacement parts, it should contract with the Diamond 
T Motor Car Co. for the purchase of all replacement parts for 4-ton 6 by 6 vehicles 
on a fixed percentage price basis. This plan will insure that Ordnance receives 
the benefit of Diamond T’s experienced and expert personnel; and will make 
certain that proper, genuine parts are supplied, economically inspected by Ord- 
nance, and properly packaged. This plan, with proper distribution of parts by 
Ordnance, Will insure that the armed services get the right part at the right 
place at the right time at the right price. 

Mr. Harpy. That certainly wound up in fine shape, Mr. Bush. 

Mr. Busu. Well, I wanted to give you something to go on there. 
You don’t go through all this without asking for an order, you know. 

Mr. Harpy. No, and you know there is an old saying something to 
the effect that he that asketh nothing receiveth nothing. 

Mr. Busu. That is right. 

Mr. Casey. Mr. Bush, this “right place at the right time at the right 
price,” seems to be the same language—— 

Mr. Busn. The same theme song, isn’t it? 

Mr. Casry. It seems to be the same language used by Hercules, one 
of your suppliers for the last 25 years, and I suppose that essentially, 
the position that was taken by Hercules and the position you take here 
today is the same position ¢ 

Mr. Busu. Well, it is in most respects. I don’t quite agree with 
the point that Congressman Meader raised this morning, though, 
with respect to the bulk of fast-moving-parts business being sold by 
independents. I don’t believe that that is true in the motortruck 
industry. ‘There was a great development—I think that started in 
the twenties—of going after the replacement-parts business, and this 
was primarily the automobile people. In my opinion, the automobile 
manufacturers were asleep for years on replacement-parts business, 
and they woke up about 10 or 15 vears ago, and today, the Big Three— 
General Motors, Chrysler, and Ford—all have very active campaigns 
to corral that replacement-parts business, whether it has been fast- 
moving or slow-moving. They have an entirely different distributing 
set-up for that. And, of course, in the motortruck industry, we have 
always had to rely more on parts business than the automobile manu- 
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facturers. That is evidenced by the fact that in our industry we have 
a lot of so-called branch-house manufacturers, people who endeavor 
to retail their products through their own retail stores or branch 
houses, and one of the principal reasons for that is to get the parts 
business, as well as to—let us say honestly—render better service to 
their owners, because the motortruck is supposed to have a longer life 
than a passenger car, and service must be more readily available and 
replacement parts must be more readily available, and I don’t think 
that the motortruck industry has experienced anything like, first of 
all, the loss of replacement-parts business and then the recovery, but 
I certainly agree with Hercules’ position that the end-product manu- 
facturer is the logical man to supply replacement parts provided he 
does it at. a right price. 

Now, I think somebody here this morning raised the question, 
“Don’t you think that the Government should purchase parts for 
less money than anybody else?” Certainly, I do. There cannot be 
any question about it as is evidenced by our method of selling to the 
Government. We look upon Government business as plus business. 
We have a contract now for the assembly of 5-ton 6 by 6 vehicles. We 
had to get that contract by low bid, and when we submitted our 
bid, we told them that we were bidding for this business on the basis 
of plus business on top of our normal commercial business, and that 
we were taking it at a margin that we couldn't afford to live on if we 
did nothing but build these military vehicles. But that has been our 
attitude with respect to Government business. 

My God! Anybody that came in and offered to buy $1,800,000 
worth of parts from us in a year’s time, he could get very earnest and 
careful consideration. 

Mr. Harpy. Well, you disagree with one of your predecessors, who 
has been testifying, because he said in effect that the Government. was 
just a retail customer. 

Mr. Busn. If you are going to be classified, you are still a retail 
customer, but you are a big one, see? You are a volume purchaser, 
and as a volume purchaser, you are entitled to a price. There cannot 
be any argument about that. And, my God, we have been giving you 
a price, and that is why I hate to see you put a string on me and say, 
“You fellows can’t sell the parts any more.” 

Mr. Casry. Mr. Bush, I think in your statement, you were trying 
to show what you do for the 14-percent gross margin, what services 
you perform. 

Mr. Casey. I am particularly interested, Mr. Bush, at this time, at 
least, in your discussion of the packaging. Now, that 14-percent 
gross margin, that is reckoned on the selling price to the Government 
over and above the cost to you by the supplier? 

Mr. Busu. That 14 percent is the difference between what those 
parts cost us and what we sold them to the Government for. 

Mr. Casey. I understand that. 

Mr. Busn. Yes. That includes any special packaging cost that we 
had to pay last year. 

Mr. Casey. I see. 

Mr. Busn. It is dirt cheap. 

Mr. Cassy. Do I infer from that that the special packaging cost 
was somewhat less than 14 percent ? 

Mr. Busu. I couldn’t tell you what percentage it was. 
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Mr. Casey. It couldn’t have been more, could it? 

Mr. Busn. It couldn’t have been more, that’s for sure. 

Mr. Casey. So it was something less than 14 percent ? 

Mr. Busu. Yes. That was in 1950. That is our gross margin. 
Everything is in that. 

Mr. MEavER. Mr. Chairman, is that the same figure that Chrysler 
said cost 23 percent, the packaging? He says he “does it within the 
14 percent gross margin, but Chrysler said that the committee’s figures 
of 10 percent for pack: iging must have been way off, that it cost them 
23 percent for packaging. 

Mr. Busy. You see, Mr. Meader, you have to remember this: Last 
year, I don’t know how much of this stuff was export packed, how 
much domestic packed, and so on. Incidentally, on this illustration 
which I give you in connection with that one contract, if you notice 
that thing, the items that were awarded to us, you will note what 
seems to be a duplication: Two repair kits, two straps, two propeller 
shafts,and soon. I questioned them. I said, “What is the reason for 
that apparent duplication?” One of them was domestic packed and 
one of them was export packed. But I don’t think it would be fair 
to Chrysler or fair to you or fair to me to state any percentage figure. 
But these are the actual facts so far as our business last year is con- 
cerned I mean it is remarkable. 

Mr. Bouurne. Mr. Bush, I am a little confused regarding that inter- 
change between Mr. Casey and you. I do not see how it follows that 
the packaging cost is bound to be Jess than 14 percent. 

Now, let me inquire as to what these figures mean. Your net sales to 
Ordnance were $1,786,000. 

Mr. Bus. Yes. 

Mr. Bouiine. Your gross margin was $251,000. 

Mr. Busn. Yes. 

Mr. Bourne. What is that gross margin; the difference between 
all your costs and your selling price ? 

Mr. Busn. The difference between the cost of the material to us, 
including the freight, and what we sell it for. 

Mr. Botiinc. What about packaging ? 

Mr. Busu. Packaging had to be paid out of that $251,000. We had 
a gross margin of $251,000, and wherever special packaging was re- 
quired, we paid for it out of that $251,000. 

Mr. Borsinc. I see. I just wanted to understand that. 

Mr, Casry. Now, Mr. Bush, during your discourse, I believe you 
made this statement which is not included in your written state- 
ment—it was an aside: That we have had to have suppliers support 
us on a broad parts policy. I believe the purport of the statement 
was that you have had to rely on the parts business in order to stay 
in business. 

Mr. Busu. Well, you can see what happens there, Mr. Casey. I 
say that in connection with the importance and the essentiality of 
parts business to a company such as Diamond T, and I think to any 
company, as a matter of fact. I have heard the statement made—I 
don’t know if it is trune—that an outfit as big as Caterpillar makes all 
of its money out of parts business, not out of the sale of the original 
vehicle. We should not kid ourselves. The parts business, with 
organizations such as ours, is the most highly profitable end of the 
business, subject to less fluctuations, you see, and as I said in this 
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original memorandum here, I talked to the president of a truck 
manufacturing concern here just a few years ago—this fellow is a 
so-called integrated manufacturer and he 1s unfortunately dead now— 
and I said, “Why don’t you buy engines and transmissions and axles?” 
I said, “Certainly, you can buy them for less money than you can make 
them,” because they are not big producers. He said, “I know we can, 
but I lose the parts business.” You see, the parts business is very 
essential. 

Mr. Casry. That is recognized not only by the truck manufacturers, 
but by the suppliers that supply the parts to the truck manufacturers, 

Mr. Busu. Very much so. “As a matter of fact, if we go back to 
1920 and 1921, which is going back quite a long ways, and that was 
the period which was highest in mortality of truck dealers and a Jot 
of truck manufacturers, parts business was not sought by the so-called 
assemblers and their dealers, as it is today. and it was neglected, you 
might say to the point where some manufacturers, such as Timken- 
Detroit. Axle, and I think Spicer was one of them, they decided to 

set up their own parts-distributing organization. They felt that their 
customers, the end-product manufacturers, were not doing a job, and 
they maintained that distributing system for 2 or 3 years. Then, of 
course, the truck assemblers, their customers, got wise, and recognized 
that they were losing a lot of business, and we put the pressure on 
them because we thought our dealers should get the benefit of that 
business and they dropped it, but for years and years and years, for 
30 years that I know of, ever since I have been with the Diamond T 
Motor Car Co., we have always insisted that the parts manufacturer 
have a parts policy which would enable us to live. I will be absolutely 
honest with you: I don’t think we could live as a manufacturer without 
the parts business. The dealers couldn’t live and we couldn't live. 
We might as well face it. 

Mr. Casey. Granting that is so, that is a matter of agreement be- 
tween the truck manufacturers and the parts people. 

Mr. Busu. Well, IT don’t know as you would call it a matter of 
agreement. It has been a matter of established policy for years and 
years and years, ever since there has been a truck industry. 

Mr. Casry. I merely inferred that—and perhaps it was not the cor- 
rect inference—from your statement, that when you do business with 
a parts supplier, you insist that he have a firm parts policy which will 
enable you to do business. 

Mr. Busn. I think I said that here. 

Mr. Horrman. Where would the parts fellows be if you weren’t in 
business ? 

Mr. Busu. They wouldn’t be here either, and that is why they are 
interested in a parts policy that supports us. 

Mr. Horrman. You don’t have to have agreement to fall within the 
conspiracy or monopoly, you know. 

Mr. Busn. It isn't a matter of conspiracy or collusion, or anything 
like that. It is merely a matter of self-preservation. 

Mr. Casry. Without regard to the legal implications of it, it is a 
tacit understanding between the parts people and the truck manu- 
facturers that by the very nature of the business, the truck manufac- 
turer has got to get the replacement-parts business in order to be 
successful ? 
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Mr. Busu. He has got to have an opportunity to get it. Let’s put 
it that way. He has got to have an opportunity to get it in order to 
be successful. 

Mr. Boutitnc., Mr. Bush, does that mean that the price on trucks 
is not a sound price, and that the price on parts is not a sound price, 
except in conjunction one with the other? 

Mr. Busu. Well, that is pretty much true. As an example of what 
could happen here, for example, to show you how these prices can be 
jockeyed around, if any manufacturer thought that he was going to 
have an edge on the parts business and suppose the Government is 
asking for bids on a thousand trucks or 5,000 trucks, or what have vou, 
it would only be common-business sense for that fellow to say, “Well, 
here, we are assured of the parts business for 10 years on this partien- 
lar vehicle. Just put a price on the truck when we sell it that is 
going to insure our getting that business.” He might even bid at his 
labor, freight, and mater ial cost in order to get that - business, and then 
he has the lock on the parts business, you see. 

Mr. Bourne. That is one of the things that has been very disturb- 
ing to me because I got the impression that a lot of that is happening. 

Mr. Busu. Well, that is why I would like to see this competitive 
bidding, and it is a very difficult thing, a very difficult subject we are 

talking about. I thought at first that perhaps somebody was trying to 
differentiate between the so-called integrated manufacturer, who is 
the fellow that is supposed to make his own stuff but actually doesn’t— 
I mean he makes a little of it but he doesn’t make all of it—and the 
assembler, such as ourselves, who buys his components from the so- 
called specialized manufacturers, and there isn’t any question that 
this business is channeled to the integrated manufacturer, somebody 
is going to pay a lot more money for “parts, because you would do it, 
or I would do it, or anybody would do it if we had the lock on that 
particular situation. 

Mr. Bouiing. One other question. It appears to me that if people 
do have the “lock on parts” for a large number of vehicles of one kind 
or another, different people, “different locks,” maybe the Government 
in the long run would come out better if it paid what was a fair profit 
on the vehicle, and at the same time, didn’t pay any more than a profit 
on the parts. 

Mr. Busu. Well, you have a chance of doing that if you buy on a 
competitive basis and don’t restrict yourself too much to parts sup- 
pliers, and that is particularly true on these military vehicles where 
they are built of specialized units. I think that you have really had 
a very healthy situation, and I don’t think you’ve got much of a quarrel 
with what has happened so far as military vehicles are concerned 
where they were built of standardized units. By “standardized units” 
I mean engines, transmissions, propeller shafts, axles, and so forth, 
because you have had enough people, and nobody knows it better than 
ine, because our parts people have come to me and they say, “What 
should we do about this?) Should we bid? This is what happened 
the last time.” And TI would say, “How in the hell could that fellow 
make that price?” I thought at times that these unit manufacturers 
were giving our competitors lower prices than we got because I 
couldn't figure, as crazy as I might be, how anybody would be crazier 
than I was to take that business on a smaller margin, but they did. 
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Mr. Botiine. Mr. Bush, what about this whole area—it seems to be 
a very wide one—where you have the kind of “lock” that includes the 
proprietary right to, in effect—well, let us say a person, an integrated 
outfit sells a group of trucks and has the only prints of the number 
of the items that have to be procured on a regular basis. Now, they 
have a real “lock.” They don’t have any competition unless somebody 
steals those prints. There is no way to get around the thing. What is 
the answer to that problem ? 

Mr. Busu. Well, I think you are kind of putting me on the spot to 
answer a question like that. I don’t think that I should do that be- 
cause that would be critical of a competitor. But I will just make a 
flat statement that the more wide open you can keep specifications and 
allow honest legitimate manufacturers or vedison: An mare don’t care 
what you call it—to bid, the better chance you’ve got of getting this 
job at the right price, as is evidenced by what happened to us. 

Mr. Harpy. Then you recognize that you cannot get genuine com- 
petition with respect to a proprietary item? 

Mr. Busu. Iam not going tosay that. You are trying to put me—— 

Mr. Harpy. No; I am just asking you for the facts. I am trying to 
see whether my understanding of the thing is correct. 

Mr. Buscu. I say this: that if this business is channeled—and I 
said it in here, Mr. Chairman—if this business is channeled through 
the elimination of people like ourselves, to a few manufacturers, the 
Government is going to have a much more difficult time to ever find 
out what price or what profit they are paying. Now, that is just as 
clear to me as A, B, C. 

Mr. Casry. Mr. Bush, I suppose that in line with the theory upon 
which you have been explaining the necessity of keeping the parts 
business, it is fair to assume that if the Government should buy the 
parts direct from the parts people, that the Government will have to 
pay more for the trucks? 

Mr. Busn. Well, that is one conclusion. Again, it comes down to 
this question, Mr. Casey. Here we were invited to bid on these 5-ton 
6 by 6’s. What goes through our mind? The Korean war has started. 
We have gone through two wars. We went through the First Wo.1d 
War and the Second World War. We know if you get into a period 
of national emergency that commercial production is going to be cur- 
tailed and you take whatever steps you think should be taken in order 
to preserve your business. So we go in and we bid for these trucks 
on a low-price basis. Theoretically, we should get more. If we are 
not going to have a chance at the parts business, we should get more. 
But it is obvious from our figures that we haven’t been getting too 
much under any conditions, you see, on the 5-year basis I show you 
here when we make 2-and-something percent after taxes. That 
isn’t a profiteering business. The motortruck business in itself is one 
of the toughest in the whole industry—in the whole country. There 
isn’t any question about it. 

: Mr. Casey. In other words, I think the answer to my question must 
ye “Yes.” 

Mr. Busu. Well, the answer would be “Yes,” unless some guy needs 
business so bad he doesn’t pay any attention to it. I mean, theoreti- 
eally, if we are not going to participate in this type of business, we 

should get more money for the vehicles. 
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Mr. Casgy. That is not only true of Diamond T, but all truck 
manufacturers ? 

Mr. Busu. It is true of anybody. 

Mr. Horrman. Will you read back that question Mr. Casey asked 
him? 

Mr. Casey. I will repeat it to save time. On the assumption that 
the truck manufacturers must have the parts business in order to make 
a profit under the present conditions, if the parts business is taken 
away from the truck assemblers and given to the basic source manu- 
facturers, then isn’t it logical that the Government is going to have 
to pay more for the trucks? 

Mr. Busn. Well, that would certainly be the inclination of the 
manufacturers, to get more for his product, because he knows he is 
not going to participate in any replacement parts sales. 

Mr. HorrmMan. The answer is: It is because you must make a profit 
somewhere, or go out of business; if you are not making a profit on the 
trucks, they deny the right to make it on the parts, and you are not 
going to make any more trucks; are you ? 

Mr. Busu. That is what I am afraid of. 

Mr. Horrman. The Government isn’t going to buy from the parts 
fellows unless it establishes a bureau down in Washington or else- 
where to put them together. If you want another agency, an assembler 
of trucks—I don’t want another agency. 

Mr. Casey. Mr. Bush, of course when you speak of competition now 
for truck replacement parts, you appreciate that the competition that 
you have been facing in most of the advertised procurement are vehicle 
assemblers—truck manufacturers such as Federal, Biederman, and 
the others that are in the same category as yourself? 

Mr. Busu. Well, I say that they have been there. Of course, there 
have been a lot of others in addition to that. 

Mr. Casey. Other truck manufacturers ? 

Mr. Busu. No, I mean other people have bid—well, I mean any- 
body could bid during the postwar period where there was a lot of 
people that bought surplus equipment from the War Assets Admin- 
istration. A dealer might bid over here and a fellow with just a name 
or an office might bid. We have always felt that was a little unfair. 

If Federal, Biederman, or Ward LaFrance, White or Mack, or any 
of those guys go in and bid and beat us, that is part of the game. We 
don’t like to be beaten by some fellow that hasn’t got the investment 
in the industry that we have, who hasn’t got the experience, and who 
hasn’t made what we think is a similar contribution. 

I think we made some contribution to the armed services during 
the war. We made a profit, sure, but where would those fellows have 
come from if there hadn’t been people like Diamond T, who had the 
experience, capacity, and ability to design and build them. 

I think all those things should be taken into consideration. 

I don’t like to see fly-by-night outfits come in here and bid. I think 
T told you of one case where I got a special price from the Clark 
Equipment Co. on 15,000 second-speed gears, and I went right to the 
top. I went to the president of the company to get a special price. 
I said, “My God, here is something we ought to get. You talk about 
volume—here is volume.” We bid and we weren’t within shooting 
distance of the low bidder. It was some outfit here in Detroit with a 
little machine shop, and theirs was the low bid. 
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I can’t conceive that they ever gave to Ordnance as good a gear as 
would have come out of the Clark Equipment Co., Hl people who 
originally made the transmission. As I told you before, I wasn’t a 
crusader or I would have followed the thing through. 

Mr. Horrman. Did Ordnance buy them? 

Mr. Busu. I don’t know whether they ever bought them, but that 
is why I emphasized the importance of inspection. I say I am not 
a crusader and didn’t want to stick my neck out because I am question- 
ing Ordnance’s inspection and so on, so I forgot it. Even after it 
was over, I called the president of the Clark Equipment Co. I said, 
“What’s the matter with you? I asked for a special price on gears, 
You give it tome. We didn’t add 15 cents or 30 cents to the price 
of the gear, and we didn’t come within shooting distance of that; 
what is the matter with you fellows? Can’t you build gears as cheap 
as anybody else?” He said, “I will send my vice president in charge 
of manufacturing over to see you.” He came there and I went over 
this whole thing with him. He said, “I have been making gears all 
my life and I can’t conceive of anybody who could make a gear that 
conforms to the specifications at that price.” 

Mr. Horrman. Do you know the identifying number of it? 

Mr. Busu. Oh, I have got it, but it is 2 or 3 years old. It is some 
place in the files, but maybe they never bought the part, I don’t know. 
However, as I say, we object to that more than anything else if our 
objection amounts to anything. 

I don’t think you can stress too much the importance of getting 
genuine parts. For example, you can take a part for the transmis- 
sion. You can put a soft gear in there and not only does that par- 
ticular gear go to pieces, but all the gears in the transmission go to 
pieces, so that you haven’t saved any money and you have lost money 
on the transaction. 

Mr. Casry. Mr. Bush, in connection with the contract that. you 
have with Ordnance for the delivery of truck, there are included 
concurrent spare parts, I presume ? 

Mr. Busn. Yes, sir. 

Mr. Casry. Now, do you know of any reason why the concurrent 
spare parts should be higher than the price paid for replacement 
parts? 

Mr. Busu. Well, of course, that is pretty hard to say in our case, 
Mr. Casey, because we haven’t got that situation. We have got an 
entirely new vehicle, and I don’t know just how you would compare 
concurrent parts with replacement spares. 

I can say this, generally, and this must. be as obvious to vou Aas it is 
to me, that on the basis of those figures there, we at times bid on parts 
where we were content to take them at a very small margin. Many 
other people have done the same thing and maybe that price would 
have been lower than a concurrent spare part. If you look at this 
thing in cold blood and say you are going to handle $1,800,000 of 
business on a 14-percent gross margin, most people would say “No.” 

Mr. Casey. Mr. Bush, one of the propositions you have put forward 
here today is that in submitting a price for the vehicle itself, you try 
to keep it down as far as possible because you are assured that you 
are going to get some parts business for the next 10 years. 

Mr. Busn. That is, if you have got the lock on the situation, you 
do that, Mr. Casey. Unfortunately, we can’t do that. I sometimes 
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wish that we could but we can’t. We can’t do that because we haven't 
got the lock on anything, and I just wish we did have. 

If we use the Hercules engine, they can buy Hercules parts from 
us. Our dealers buy them and the Federal dealers and Biederman 
dealers buy them, and also Ward LaFrance from their own distribut- 
ing agencies. We have no lock on it. Timken-Detroit Axle is the 
same way. We use them and White will use them. Maybe Mack uses 
some: Auto Car uses some; Federal uses some and the same for Reo. 

There are too many places where you can get those parts. We 
haven’t got the lock on it. We haven’t got the lock on anything— 
not an a military vehicle. 

As to these parts that go into this 5-ton 6 by 6, many have the Con- 
tinental motor, Spicer transmission, Rockford clutches, and Timken 
axles. It is wide open to anybody. 

You talk about the concurrent parts. We bid low on concurrent 
parts, since we felt we wanted some Government business, and we 
went out to get it. We had the same thing in World War IT. Our 4- 
ton 6 by 6 was the basis for a low bid. Our participation in the half- 
track contract was a low bid. The only thing we got wasn’t from a 
low bid. It was those six thousand-odd jobs we built for the British 
which came through our Government. 

We weren’t the low bidder and were not the high bidder. They 
asked us to build it and we felt we had enough business. They said 
that we had done such a good job on the 4-ton 6 by 6 they wanted us 
to handle this job, and we did. 

Unfortunately, Mr. Casey, we haven’t got the lock on anything. T 
wish to God we did. That is why I am in here, trying to fight for the 
Diamond T Motor Co. 

Mr. Casey. I thought you were trying to fight for a lock you already 
have. 

Mr. Busn. I wish we had it, but we haven’t got it. 

Mr. Harpy. Mr. Bush, you are talking about these concurrent parts. 
Do you have any reasonably accurate estimate of how your parts 
business this year will compare with your parts business of last year ? 
. I am talking now about your military parts. 

P Mr. Busu. I haven’t offhand, Mr. Hardy. 

7 Mr. Harpy. Do you have any idea of what the comparison might 
j be of your concurrent parts contracts in the relationship between the 
concurrent parts contract and the replenishment parts contract ? 

4 Mr. Busu. You mean dollarwise ? 

E Mr. Harpy. Dollarwise; yes. 

Mr. Busn. Oh, I think that dollarwise it will be much greater once 
we really get into production on this thing. Of course, this military 
program is going at a relatively slow rate. We are building 200 ve- 
hicles a month, and that means two sets of concurrent parts. 
However, it is going to run into more money in dollars and cents 
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7 than our replacement parts business. 
q Mr. Harpy. Your concurrents will run into more money? 


4 Mr. Busn. Yes. 
7 Mr. Harpy. You have some substantial contracts now which prob- 
ably take you considerable time to fill? 

Mr. Busu. Yes. 

Mr. Harpy. For instance, as to the figures I have here, one contract 
on vehicles, it was $42,000,000, and the concurrent spare parts were 
just slightly under $9,000,000, 
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Mr. Busu. Yes. That is now up over $80,000,000, altogether. 
Mr. Harpy. How long will it take you to complete that ? 
Mr. Busu. At the present rate, that will be up in 1953. 

Mr. Harpy. You are not going to keep up this present rate, then, 
are you? 

Mr. Busu. Well, what we do, of course, is dependent upon the 
availability of certain components. 

Now, production has been limited up to the present time, primarily 
because of the unavailability of axles. What a lot of people don’t 
think about is that on these military programs, they think a truck 
is a truck, and when you get into some of these heavy motor trucks 
which are required in large numbers by the military forces, they 
require components which are much larger and heavier, particularly 
with respect to transmissions and axles, than are used in normal com- 
mercial practice. 

So those facilities have to be expanded in order to produce those 
components in sufficient quantity to meet a high rate of vehicle pro- 
duction, and we are going through that process right now. 

Mr. Harpy. To get to the point I was trying to develop, this 
particular contract indicates there is about $9,000,000 worth of con- 
current spare parts. I don’t know what percentage of that will be 
delivered this year, but I was wondering whether you have’ a fixed 
policy with respect to this. As I understand, this is not a competitive 
bid proposition. 

Mr. Busu. Oh, yes, it is. It was secured originally on the basis 
of competitive bids. When we were awarded the contract, we had 
to bid on so many vehicles and so many sets of replacement parts. 
That was a competitive bid. 

Mr. Harpy. Parts and vehicles both? 

Mr. Busu. Oh, sure; I mean it totaled the thing up. That is, your 
proposition. 

Mr. Harpy. Some of the other contracts of this nature we have 
discussed were negotiated contracts? 

Mr. Cary. Competitive negotiation. 

Mr. Harpy. Is that what you mean? 

Mr. Busn. It might be competitive negotiation. As far as our 
whole attitude was concerned, it was a low bid we had. We went in 
with the idea of getting business on a low-bid basis. 

Mr. Harpy. I was wondering whether you had a fixed policy 
on a negotiated proposition as to a percentage of margin which you 
provided in concurrents, and whether that was in line with the margin 
which you usually employed in bidding competitively. 

Mr. Busn. No; it is higher than this 14 percent. 

Mr. Harpy. I think that answers the question. Are there any 
further questions? 

Mr. Meaper. I wanted to ask Mr. Bush about some figures here. 
You made the argument first, that you needed this parts business to 
survive and you needed the Government parts business, that is the 
ordnance parts business. , 

Mr. Busn. That is right. 

Mr. Mraver. But your figures in 1950 show that you lost $100,000 
before taxes on your Ordnance business, which wouldn’t look as 
though we are going to stay in business very long. 
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Mr. Busu. That, Mr. Meader, is a good question, and that just 
shows you how lucky you are you do not have to be in the truck 
business. : 

If you look at those figures, you will see we sold $1,786,000 worth 
of business. I am somewhat ashamed to do this, but I mention it 
very frankly and honestly because it shows how competitive this is. 
We took in $251,000 over and above the cost of those parts when we 
sold them to the Government. 

Now, we had to spend, of course, a lot of that money in the handling 
of the business, but we probably ended up somewhere between $50,000 
and $100,000 better off than if we hadn’t had the business; which was 
simply a contribution to our overhead or to our over-all profit, or 
what have you. 

In other words, you could take a situation like this: that maybe 
the Government is asking for a price on a thousand units, and sup- 
pose you could make $50 a unit gross, and so you bid it at $10.50 with 
the idea that if you did get that business, you are $50,000 better off 
at the end of the year than you would have been if you didn’t have 
it. Do you get my point? Do you see what I am driving at? In 
other words, if you can’t get a whole loaf, you take a half loaf. If 
you can’t take a half, you get a quarter of a loaf. Maybe you are 
satisfied with just the crust down at the end of the loaf. That is 
about what this thing amounts to. But there is a certain amount of 
pride in this thing. 

As I told you, if the Government establishes a policy where they 
break down the parts distributing system—and by parts-distributing 
system, I mean from the unit maker through the assembler or manu- 
facturer to the operator—I am apprehensive as to whether it will be 
broken down in the commercial field. What is to prevent A. T. & T., 
for example—and they operate thousands and thousands of trucks— 
to say, “Why should we buy parts direct from Diamond T or Federal, 
or even from Mack or White?) Why shouldn’t we bypass you fellows 
and go direct to your source ? 

Mr. Meaver. To Hercules? 

Mr. Busu. Hercules, Continental, or whoever it is, and that is what 
I don’t like about it. It is the implications of it, that if it is estab- 
lished in the Government, why it can spread to the commercial field, 
and we would just be in one hell of a mess, to speak very frankly. 
That is what I am afraid of and your question is perfectly logical. 
They ask us as to why we holler about it. Mr. Casey asked me the 
same thing. He said, “What are you talking about?” I am talking 
about a principle. 

Mr. Horrman. About what? 

Mr. Busn. Principle. It is the principle of the thing. 

Mr. Meaper. It isn’t so much that you want the Ordnance business, 
but it is that you want to keep the practice of having the vehicle 
assembler have a piece of the replacement parts business ? 

Mr. Busn. Absolutely. That is it; yes, sir. 

Mr. Meaper. Because if you didn’t have suppliers like Hercules 
and Continental who refuse to sell direct but force them to deal with 
you as an assembler, that man could go direct to Hercules, buy the 
part, and save some money; is that right ? 

Mr. Busu. I will give you an example of that. 
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Mr. Meaver. I mean as to A. T. & T., as you mentioned, who pre- 
ferred to do business with Hercules direct, rather than buying from 
Diamond T because they can get 

Mr. Busu. They figure they can save money. Why shouldn't 
they? I had an instance called to my attention just the other day. 
A dealer in Youngstown, Ohio, wrote in. He was hollering his head 
off because one of his operators had gone over to Hercules and bought 
an engine direct. 

We checked into it and it happened to be a rebuilt engine, but that 
shows you how touchy these dealers are. I am‘just as important to 
the dealer as he is to us. That is why we want to preserve this 
channel, and I think we are doing it without any cost to the Gov 
ernment. 

I am very honest and sincere in that. It is a very hard thing to 
prove. I can’t prove it to you. I can’t prove it to you and you can’t 
prove it to me, that is, that your system is right, but I think any sys- 
tem which has stood the test of time for 50 years and when it is sup- 
ported by figures such as I have shown you is such that IT don’t think 
the Government is getting a bad deal from the Diamond T Motor Co. 
I know they are not. What is happening to other places? 

Mr. Meanper. This thing you are concerned about being broken 
down if Ordnance deals directly with the source of manufacture, is 
only possible because of the cooperation of your suppliers, for ex- 
ample, Hercules and Continental: If Continental and Hercules would 
sell direct to A. T. & T., that is what you would fear would come to 
pass, isn’t that true? 

Mr. Busn. Yes. 

Mr. Meaper. The only way that you can preserve your chunk of 
the replacement parts business is through the cooperation of your 
source of these parts. - 

Mr. Busn. Yes, that is our feeling, sure. Wouldn’t you feel the 
same way 

Mr. Meaper. Well, the fact is they do cooperate. 

Isn’t that true? 

Mr. Busn. Yes. 

Mr. Meaper. I believe you were here when Mr. Keplinger testi- 
fied. He objected very much to doing business directly with Ordnance. 

Mr. Busu. We have done business with Hercules since 1923. I 
will say they have always had a very fair parts policy, insofar as 
their customers were concerned. 

I have one case in mind, where a distributor in San Francisco is 
also a distributor for Hercules parts. Hercules sells parts to a lot 
of manufacturers who don’t attempt to service them—not like the 
truck people. 

Here is a fellow that makes concrete mixers or ditch diggers. He 
doesn’t have enough volume to justify a bigger parts department. 
They have got to have facilities in the field to take care of that. 

This fellow out there has got a franchise to sell parts for marine 
purposes and for their equipment manufacturers and so on. They 
will not sell him a nickel’s worth of parts for an engine that goes into 
a Diamond T truck. They have drawn the line that fine. He is our 
own dealer. 

Any parts he is going to sell for replacement in Hercules motors 
and in Diamond T trucks must be bonalik from the Diamond T Motor 
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Car Co. He can buy all the parts he wants to go into marine engines, 
conerete mixers, or ditch diggers. That is the type of support which 
we have had from the supplers through the years. 

Mr. Mraper. Some of these large fleet owners have huge fleets of 
trucks and they do procure their parts directly from the man that 
makes them in many instances. Isn’t that true/ 

Mr. Busu. I don’t think so. 

Mr. Horrman. You have been furnishing ammunition here for the 
Federal trade fellows and the monopoly lawyers in the Justice Depart- 
ment. I am just an innocent bystander, but as to the trend of this 
thing, if some of those questions aren’t loaded, then I am missing my 
guess. I wasn’t referring to yourself, especially. 

Mr. Meaper. Thank you. 

Mr. Busn. I don’t think they buy many parts direct. I don’t think 
they would. 

Mr. Meaper. You have a sizable business with A. T. & T.? 

Mr. Buss. We have sold them quite a few trucks and do a sizable 
business with the Texas Co. and Swift & Co. We have a reasonable 
amount of national account business. 

Mr. Meaper. Do you service practically all of their replacement 
parts requirements ¢ 

Mr. Busu. We try to get as much of it as we can. There again, it is 
a competitive proposition. 

Mr. Meaper. They must buy a lot of them direct. 

Mr. Busnu. They do not, because they wouldn't sell them. Conti- 
nental wouldn’t sell them direct and Hercules and Timken and Spicer 
wouldn’t sell them direct. They try to channel all of that business 
through their end-product manufacturers and the distributing organi- 
zation of the end-product manufacturers. This has been the practice 
and that has been in effect ever since the motortruck industry started. 

Mr. Bounce. Why is it to their advantage to do that ? 

Mr. Bus. Whose advantage ? 

Mr. Botuune. The unit manufacturer. 

Mr. Busu. Well, first of all, they wouldn’t be able to do as good a 
job themselves if they attempted to do it, because they are not set up 
like we are with our various outlets and so on. Then I think there 
isa little bit of honest sentiment in this thing. 

The unit manufacturers wouldn't be in business today if it hadn’t 
been for companies such as ours who started with them. For example, 
there is the Spicer Manufacturing Co. We have been using Spicer 
universal joints since 1905, and we have been using a Smith frame 
since 1905. We started with Continental engines in 1905. We started 
with Timken axles in 1905. 

Those people have recognized that they have an honest obligation 
to the customers who helped them to build their business. It is just 
common sense for them not only to try to repay us with loyalty—the 
loyalty we have given them—but it is a matter of good business. Does 
that answer the question ? 

Mr. Botgrna. I think so. 

Mr. Horrman. As to what you were talking about a moment ago, 
if the Government is to buy from Timken direct now, then when the 
war is over or perhaps there is a change of administration in the Gov- 
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ernment and the Government is not buying so much, who is Timken 
going to sell to? 

Mr. Busu. That is a problem. 

Mr. Horrman. Well, as tothe fleet of trucks my colleague was talking 
about, and if they buy direct, ultimately you are out of business and 
the other people are likewise, when this Government market is gone. 
Will not the Government have to set up an organization comparable to 
yours. That is, somebody will have to assemble this material ? 

Mr. Busu. As a matter of fact, one of these manufacturers has told 
me that.he felt maybe they eught to go into the assembly business, 
because he feels asI do. If we break down this system and it results in 
the elimination of the so-called assembler—and their plight is hard 
enough today and it is a tough racket—where are they going to sell 
their products? This fellow said, “I don’t know, but my only salvation 
would be to go into the manufacturing business.” 

Mr. Horrman. I think the Government might be in the same situ- 
ation. I can buy a bathroom outfit from a mail-order house cheaper 
than I can at home, but I can’t get anybody to put it together and 
where I want it. Well, the answer, as I gathered from some of these 
advocates of direct purchases, is that maybe the Government better 
put the parts together—buy a screw here, bolt over there, and exhaust 
some place else and build its own trucks. Maybe that is what they 
are driving at. 

Of course, I don’t go along with that. I don’t want the Govern- 
ment to do anything that anyone else can do. (Government opera- 
tions are usually excessively expensive. 

Mr. Busn. If they wanted to do that, Congressman, we might 
be willing to talk turkey. We might sell them a nice manufacturing 
company. 

Mr. Horrman. Seriously, that is where it appears to be drifting. 
They want to buy direct. That is, everything. I gather that some 
of our people would buy all of these parts, then they’d establish a 
new Government agency to put them together. They’d be making 
trucks and guns and that, it seems to me, is what is back of this. I 
don’t mean this hearing, but the general procedure. If they are go- 
ing to do that, we might as well buy the British Parliament and 
let them come over here. They have had experience in doing that. 

Mr. Meaper. I'd like to say that I do not believe that I differ very 
much from my colleague, Mr. Hoffman, on the question of the Govern- 
ment going into industrial activity. I don’t think that is quite the 
problem this subcommittee is dealing with and I haven’t heard any- 
one here on either side of the subcommittee advocate socialization. 
I don’t think that is the question involved in this question of buying 
of automotive parts. At least, that is my attitude on it. 

Mr. Horrman. I agree that is what perhaps the subcommittee is 
doing, but there is a manufactured drift and tendency in this and 
the preceding administration toward socialism. If you insist that 
Hercules sells direct to the Government and universal joint manufac- 
turers sell.direct to the Government, and so on through the list of 
thousands of parts which go into many of these machines, and I sup- 
pose it will apply to planes, too, then somewhere you have to find 
some fellow or organization that can mesh them in and make them 
go. The Government will be doing that next. 
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Mr. Meaper. I think when the Government is in the huge business 
of defense, which is huge, they ought to use practices in buying which 
at least approach sound buying practices in private industry. That 
is the only kind of standard I have in mind at this kind of a hearing. 
It doesn’t have any socialistic implications at all, as far as I am 
concerned. 

Mr. Horrman. I agree with you onthat. My theory is that the Gov- 
ernment can get them cheaper and quicker if they will buy through 
people who have the know-how and _ not establish another Govern- 
ment agency, or let somebody come along and say, “We are going to 
buy that and nobody in the Government knows what to do with the 
thing when they get them.” 

Mr. Casey. Mr. Bush, I believe that Mr. Bolling asked you what 
the reason was for the parts manufacturers to be willing to funnel 
the parts business through the assemblers, and I think that the reason 
you gave was that it was more or less gratitude for having dealt 
with them over a long period of time and having set them up, to begin 
with. 

The reason has been advanced, I believe, possibly by you in the first 
part of this memorandum, in that those parts people have to depend 
upon the vehicle assemblers through good periods and bad for their 
business, and whereas the Government comes in in time of a defense 
program; then after the defense program is over they have to go 
back to the vehicle assembler and rely on him for their business. Is 
that an added reason ? 

Mr. Busu. No; I don’t think you have got that straight, Mr. Casey. 
I think that what I said was, the unit manufacturers or the parts 
manufacturers recognize that their customers—the end product man- 
ufacturers—have got to live in poor times as well as in good times. 
As I showed you 2 those figures in the fluctuation of truck sales, 
the fluctuations are greater than they are in parts sales. So that is 
one reason Why they want to keep their customers alive—the unit 
inakers or parts makers want to keep their end product manufacturers 
alive. That is one of the reasons why they try to channel this parts 
business through them, because, as 1 showed you in the year 1949, 
Diamond T would have been in the red had it not been for the profits 
we made on the parts business. Doesn’t that clear the thing up? 

Mr. Casry. It ama up the fact that the parts people, you say, are 
thinking of the life and death of the vehicle manufacturers, but aren’t 
they also thinking of their own life and death to the extent that when 
the Government business falls off, they have got to go back to their 
regular customers ¢ 

Mr. Busu. That is a natural conclusion that if we pass out of the 
picture, then they are going to pass out of the picture; isn’t that right 

Mr. Casey. I am not so sure that is right. 

Mr. Horrman. If he doesn’t make a truck, there is certainly no 
market for parts for it. 

Mr. Casey. Somebody has got to make the truck, and somebody will 
make the truck. 

Mr. Busx. That can be one effect, I don’t know. As I told you 
the other day, maybe we are faced with that. Maybe that is the 
way the industry is going, but if it ever does go there, I say you 
will never buy trucks or parts as cheap as you buy them. 
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Then, too, you are walking into a situation where the manufacturer 
has got the lock on you. 

Mr. Harpy. We are going in that direction, are we not? 

Mr. Busn. I don’t think you have gone any further than you had 
to go. I think that Ordnance has demonstrated that in this design of 
the 5-ton 6 x 6. 

It would have been very easy for'them to have awarded that con- 
tract to so-called integrated types of manufacturers. I don’t know 
what moved them to do differently, but I think they made a very 
wise choice in the determination they did make. 

I think their choice of vehicles in World War II was very sound. 
As to this 214-ton program, they have got two manufacturers building 
the same vehicle. They have been assured of competition on parts 
with the 5-ton vehicle, and they have three manufacturers who are 
going to assemble the job. They are assuring them of competition 
there, and there isn’t any lock on that situation. 

In some of these volume vehicles, it is a little more difficult, and 
you people have got to rely on the integrity of those manufacturers. 
which I think is quite all right. 

However, where it is possible for you to have a type of procurement 
that permits competition and different people being interested in the 
thing, you are going to be better off in the long run. 

Mr. Harpy. You have made a very fine presentation. I wanted to 
raise one other question, if you have the answer, and I don’t know 
whether you do or not. It is with respect to the military parts fur- 
nished to Ordnance. Do you have any figures indicating the per- 
centage of the parts which you supply on your contracts with Ord- 
nance which are manufactured, packaged, and shipped direct from the 
unit manufacturer to Ordnance? 

Mr. Busn. None. 

Mr. Harpy. Not any? 

Mr. Busn. None. I think there has been only one instance in the 
history of all of our business with Ordnance where we had material 
shipped direct from the manufacturer’s plant. I think that was 
where we had to have some engines direct from Hercules. Basically, 
our fundamental policy is that we want those parts brought into our 
plant. We want them opened up and we want them inspected by 
our own people. Also, we want them inspected by the Government 
inspector at our plant. We want to perform a service on the thing 
1f we do not perform a service, then we are not entitled to participate 
in the business. 

Mr. Harpy. You are not performing a duplicate service that some- 
body else has already done, are you? 

Mr. Busn. Absolutely not. 

Mr. Harpy. If the part is completed and can be economically pack- 
aged at the source, why should there be an additional handling and 
inspection and packaging in a secondary place, adding to it the bur- 
den of transportation ? 

Mr. Buss. You are talking about the fundamentals of the whole 
proposition. For example, why can’t Timken box those parts here 
in Detroit instead of shipping them over to Chicago and having us 
doing that? 

I say they cannot do it as cheaply as we do it because they are not 
set up to do it. There isn’t any duplication and the only additional 
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expense that is involved there is the matter of transportation between 
Detroit and Chicago, or between Oshkosh and Chicago, or wherever 
that part happens to come from. 

In many instances, they come from Oshkosh, Wis. That has 
been the tenor of my whole argument, that I don’t think they can do 
it as cheaply as we can do it because they haven’t got the continuity of 
volume. 

This continuity of volume has more to do with this thing than you 
could possibly imagine. 

Mr. Rientman. In other words, you are selling them 75 parts or 
100 different parts, where Timken would be selling just one part: is 
that correct ¢ 

Mr. Busi. Sure, and if you will study that one contract that we 
broke down, wherein we show what has to be done in connection with 
that, I think you will appreciate the complications of this thing. 

I can see your viewpoint just as clearly as ABC, because at first 
hlush it looks very logical. Why shouldn’t it be? When you dig into 
it and when you have had the experience we have had with this thing, 
I am just as convinced as I am sitting in this chair that our system is 
more economical than possibly that which could be coming from the 
unit makers. 

Mr. Harpy. Are there any further questions ? 

Mr. Mreaper. I would like to ask him one more question. Mr. Bush, 
there has been some disagreement here on whether or not it is more 
economical for Ordnance to buy direct from the man who makes 
the part or to buy through an intermediary of some kind, either a 
dealer or assembly man, or some kind of an intermediary. You have 
contended that it is more economical for the Government to deal 
through you than if they were to buy direct from Hercules or Con- 
tinental; is that right? 

Mr. Busu. That is right. 

Mr. Meaper. I think a computation was made by the staff that the 
Government could have saved a substantial amount of money on their 
past procurement of automotive spare parts, if they dealt directly 
with the unit manufacturer, and I understand Ordnance made a dif- 
ferent estimate—a smaller sum that could have been saved by that 
method of procurement. 

What concerns me is the line of your reasoning, which indicated 
that you might go out of business if this profit that you make on re- 
placement parts were removed. 

Mr. Busu. If the system is broken down ? 

Mr. Meaper. Yes. 

It raises the question in my mind as to whether or not that is a 
kind of subsidy which industry is receiving and insisting upon receiv- 
ing. Iam wondering if I am right in saying that there is a kind 
of vested interest there, which you feel must be protected and that 
you are not in a position to go out and compete in rough-and-tumble 
competition, as the American system is supposed to have always 
been. 

Mr. Busn. No, I don’t agree with you at all, Congressman—not 
at all. I have said in my statement that the only thing I object to 
is to have our methods of doing business changed by Government 
edict—I said that. We will go back here to this first memorandum 
I wrote on September 12. Let me outline our position: 
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The Diamond T Motor Car Co. is a small business in a big industry. 
We have plenty of problems fighting for our economic life against 
the giants of our highly competitive industry. All we ask is that 
the time proven competitive method of handling parts be not disturbed 
or changed by Government edict. 

Under normal and unshackled competitive conditions, we will take 
our chances on economic survival. That, as we understand it, is the 
American way of life. 

We are not asking for a subsidy. We are asking to be able to 
deal in.a free and open market, the same as we have for the past 
10 years. That is all we are asking for. 

There has been no subsidy—nothing. When we sell $1,800,000 worth 
of parts on a 14 percent gross margin, there certainly is no subsidy. 
All I am asking is that we not be denied the privilege of having 
this, regardless of whether we make a nickel on it or not. I want 
to maintain the system that we have had here in the past 50 years 
in this industry, and I don’t think it should be destroyed by Govern- 
ment edict. 

Mr. Meaper. But what you are really worrying about is these large 
fleet operators who can buy parts on a large scale, perhaps even on 
a larger scale than you buy them ? 

Mr. Busu. Yes. 

Mr. Meaper. And buy them directly from your source. That is 
what you are really worried about ? 

Mr. Busu. I say that if the Government breaks down this method 
of parts distribution, the implications of this situation are that it 
can spread to ordinary commercial business and can have repercussions 
on our business and our industry that nobody can appreciate today. 
Now, that is what I am apprehensive about. I am not afraid of 
competition. 

Now, we have had to exist in this industry for 50 years against 
the very argument that some people advance today, that there are 
two profits on everything we sell. We have had to meet that argument 
for 50 years ever since—not 50 years, we started in 1905—We have 
had to meet that argument and we have been able to survive from 
every standpoint. All we want to be able to do is continue on that 
free competitive basis. 

Mr. Mraper. Well, you have been able to survive because the large 
buyer was not able to go directly to your source and deal with him; 
isn’t that true? 

Mr. Busu. Well, that is true, but I don’t think that the unit manu- 
facturer ever would have—he couldn’t have represented the service at 
the same price. 

Mr. Meaver. The thing that bothers me—— 

Mr. Busu. The unit manufacturer can’t supply these parts, this 
$1,800,000. As true as I am sitting in this chair, I don’t think they 
would have supplied those parts to the Government at as low a price 
as we did. 

Mr. Meaper. The thing that bothers me is this: If A. T. & T. or 
Standard Oil or Texaco can get as good a deal from you as they could 
to go direct to Continental and Hercules, I don’t see what you have to 
worry about. It must be that they can do a better job of buying by 
short-circuiting you and going direct to the source, or you wouldn’t 
have anything to worry about. 
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Mr. Busu. Well, they might try to. They might try to do a better 
job. 
Mr. Meaver. And the only reason they do that is that it is a better 
way to buy, as far as they are concerned. 

Mr. Busn. Well, they might try to do it. 

Mr. Harpy. Anything further? Mr. Bush, I want to express our 
appreciation for your very frank and clear and fortkright discussion. 
It has been a very helpful discussion to this subcommittee, and I 
appreciate it very much. 

Mr. Busn. On my behalf, I would like to thank you and your asso- 
ciates for a very sympathetic and considerate hearing. It has been 
very interesting, and I hope we get some good out of it. Thank you 
verv. much: | 

Mr. Harpy. Thank you. 

Is a representative from Federal Motor Truck here ¢ 

Mr. Hammonp. Yes, sir. 

Mr. Harpy. Will you come forward, please ? 

(Whereupon George Hammond was sworn.) 

Mr. Harpy. Do you have a prepared statement, Mr. Hammond? 


TESTIMONY OF GEORGE H. HAMMOND, PRESIDENT, FEDERAL 
MOTOR TRUCK CO. 


Mr. Hammonp. No, sir; I have nothing prepared. 

Mr. Harpy. All right, go ahead, Mr. Casey. 

Mr. Casry. Do you have any statement that you wish to make to 
the subcommittee / 

Mr. Hammonn. I didn’t bring any statement with me, Mr. Casey. 

Mr. Casey. I see. Well, you are Mr. G. H. Hammond, president of 
the Federal Motor Truck Co. ? 

Mr. Hammonp. I am. 

Mr. Casey. And are you a so-called assembler, or are you an in- 
tegrated truck manufacturer ? 

Mr Hammonp. Under the classification that has been used here, I 
would say that we are a so-called assembler. 

Mr. Casrey. Do you do business with regular suppliers of parts? 

Mr. Hammonp. Yes; we do. 

Mr. Casey. How long has your company been in business, Mr. 
Hammond? 

Mr. Hammonp. Forty-one years. 

Mr. Casey. Have you been doing business with some of the suppliers 
over a considerable period of that time? 

Mr. Hammonp. Yes; we have. 

Mr. Casry. You do business with the Hercules Motor Co. ? 

Mr. Hammonp. Yes, sir. 

Mr. Casry. Do you have any agreement with Hercules Motor Co. 
as to the replacement parts business ? 

Mr. Hammonp. Not any agreement, except that we merchandise the 
Hercules parts of the engines that we have used in the past through 
our dealers and regular distribution channels. 

Mr. Casry. Insofar as Government procurement is concerned, do 
you find Hercules in competition with you, so far as selling Hercules 
parts to the Government ? 
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Mr. Hammonp. I understand that they have submitted bids in cer- 
tain cases. 

Mr. Casry. Have they changed their policy, as far as you know, in 
recent months ? 

Mr. Hammonp. I have heard rumors that they are bidding direct, 
including the packaging, although I haven't talked to anyone from 
Hercules within the last few months about that. 

Mr. Casey. Do you do the packaging in the Federal Motor Car Co.? 

Mr. Hammonpn. We do the major rity “of our packaging; yes 

Mr. Casey. Have you had those facilities for pac kaging ‘for some 
time, or is that a recent set-up / 

Mr. Hammonp. No. We have continued our facilities for that type 
of packaging, which was established during the last war when our 
company supplied the Government with about $100,000,000 worth of 
trucks and parts. 

Mr. Casry. Now, can you give me any estimate as to the dollar 
amount of packaging percentagewise, on the cost of the parts that you 
supply to the Government ? 

Mr. Hammonp. Well, that varies, Mr. Casey, with the different 
items that are called for. Now, packaging, according to the strict 
Government requirements, differs between your long-term storage and 
your export shipments. Your export type of packaging, of course, is 
much more expensive than the long-time storage, and the packaging 
varies in percentage from—depending on the type of item and the 
dollar valuation. In other words, a special bolt that might cost the 
manufacturer a penny a piece, it might cost him 5 or 6 cents to do 
the packaging alone. 

Mr. Cassy. I appreciate that, but I am talking about an over-all 
percentage on all parts. 

Mr. Hammonp. I really haven’t gone into that too closely. I imag- 
ine the over-all ae probably run 15 percent or 16 percent. 

Mr. Casey. I see. Now, is it true that on all parts that are not 
going to be used within a certain period of time, that they are required 
to be packed for overseas shipment, according to the Ordnance speci- 
fications? 

Mr. Hammonp. Well, those that are marked for overseas shipment, 
I understand, go direct to ports of embarkation for shipment over- 
seas, and they have, you might say, a more waterproof treatment in 
the packaging operation than your long-time storage, as it particu- 
larly pertains to the outer containers. 

Mr. Casry. It costs considerably more to pack it for overseas ship- 
ment than it does for domestic use ¢ 

Mr. Hammonn. Yes; it does. 

Mr. Harpy. Are your records maintained in a fashion which would 
enable you to give us your experience during a current period of pack- 
aging cost re lated to the value, total value of the parts shipped? I 
mean, total packaging cost. 

Mr. Hammonp. No. I don’t have that—— 

Mr. Harpy. I don’t mean—— 

Mr. Hammonp. The only breakdown we have is an over-all. You 
see, the Government packaging is, you might say, consolidated in 
with our regular commercial operation. So that any figures that 
would come out of the situation might be distorted one way or the 
other due to the two operations. 
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Mr. Harpy. Your Government packaging is not separated from 
your commercial packaging ? 

* Mr. Hammonp. In other words, it is all done by the one department, 
and we don’t keep a separate cost breakdown between that one de- 
partment’s operation, broken down between civilian business and 
Government, as far as packaging costs are concerned. 

Mr. Harpy. Do you think that your packaging people would be 
able to provide us a reasonable reliable estimate of your packaging 
cost attributable to military packaging ? 

Mr. Hammonp. Well, that would be a difficult thing to do. In 
other words, when they take on a job or bid for a contract, they 
make their estimates as to what the packaging costs are going to be. 

Mr. Harpy. Well then, you do have an estimate of the packaging 
cost with respect to each contract ¢ 

Mr. HamMonp. Generally speaking: yes. 

Mr. Casry. Could you supply us with a representative number of 
those estimates, Mr. Hammond, for the record I mean, at some future 
time ¢ 

Mr. Hammonp. I believe we could; yes [exhibit 64]. 

Mr. Casry. Is the Troy Sunshade Co. one of your suppliers? 

Mr. Hammonp. Yes; it is. 

Mr. Casry. How long have you been doing business with the Troy 
Sunshade Co. ? 

Mr. Hammonp. Well, frankly, I don’t know. I would say it is 15 
years or more. That would be my estimate 

Mr. Casry. What do you buy from them ? 

Mr. Hammonp. I believe window regulators and possibly wind- 
shield assemblies. We have in the past. There may be other odds 
and ends. 

Mr. Casey. Do you find them in competition with you in bidding 
for Government business ? 

Mr. Hammonp. I understand from one of the reports of the earlier 
part of this hearing that we were in competition on one or two deals. 

Mr. Casry. On one item / 

Mr. Hammonp. It could have been one item. I don’t know the exact 
information on it. 

Mr. Casry. Now, if you know, did someone in your organization 
have a conversation with someone in the Troy Sunshade relative to 
that bid that was submitted direct to the Government by the Troy 
Sunshade Co. ? 

Mr. Hammonp. It is possible. 

Mr. Casey. You don’t know? 

Mr. Hammonp. I couldn’t say that I do know: definitely know. 
There has been some indication they could have had. 

Mr. Casry. What do you mean by that? Did you ever have any 
conversation with anyone in the Troy Sunshade Co. relative to that 
bid that was made direct to the Government. 

Mr. Hammonp. I didn’t, personally; no. 

Mr. Casey. And did you direct anyone else to have such con- 
versation ? 

Mr. Hammonp. I don’t believe I did. 

Mr. Casry. Has it ever been reported to you that there was such a 
conversation ? 

Mr. Ham»onp. I don’t remember. 
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Mr. Harpy. Is there some particular individual in your organiza- 
tion who is responsible or whose responsibility it w ould have been to 
hold such a conversation, if such a conversation were held ? 

Mr. Hammonp. Yes, we have a director of purchases. 

Mr. Harpy. If such a conversation were held, he would be the man 
that would have had it ? 

Mr. Hammonp. I would assume so. It would either have been him 
or the service manager. 

Mr. Harpy. And that would not nor mally have been reported to 
you? 

Mr. Hammonp. Not necessariily so, no. 

Mr. Casgy. Did you hear Mr. Bush of the Diamond T Motor Co, 
testify here today ? 

Mr. Hammonp. Just from 2:30 on. 

Mr. Caszy. When you do business with the supplier, do you under- 
take to understand his parts policy, as far as furnishing parts to the 
Government ? 

Mr. Hammonp. Well, before we do business, we find out what their 
parts policy is. 

Mr. Casey. That is what I meant. 

Mr. Hammonp. To not only civilian operation but also to the Gov- 
ernment, yes. 

Mr. Casey. And is it inherent in your business that you have to rely 
on some of the parts replacement business to make a fair profit ? 

Mr. Hammonp. That is very true. 

Mr. Casry. Do you undertake to select suppliers that will permit 
you to get that parts replacement business ? 

Mr. Hammonp. It would have a bearing on our selection of 
suppliers. 

Mr. Casry. Do you know what the parts policy of the Troy Sun- 
shade Co. was when you first undertook to do business with them ? 

Mr. Hammonp. I really couldn't answer that. I wasn’t involved in 
making a decision to do business with Troy Sunshade when we started 
business with them. 

Mr. Casry. What do you know about the parts policy of the Troy 
Sunshade Co. during the past 15 years at any time? 

Mr. Hammonp. We don’t do a very large business with Troy Sun- 
shade, and, frankly, I don’t know personally what their parts policy is. 

Mr. Casey. Who would know the parts policy in your outfit? 

Mr. Hammonp. I imagine the director of purchases would. 

Mr. Harpy. What is his name? 

Mr. Hammonp. M. L. Burrell. 

Mr. Harpy. And you have no personal knowledge of the parts 
policy of Troy Sunshade with respect to selling to the Government? 

Mr. Hamaonp. No, I don’t. They do make some materials for us 
that are made from dies that they are originally paid for or property 
of the Federal Motor Truck Co. Of course, on those particular parts 
where it is our exclusive design, where we pay for the dies, the under- 
standing with all our suppliers in that case is that Federal has the ex- 
clusive sales right of pieces made from those dies. 

Mr. Harpy. Do you, in fact, know whether Troy Sunshade actually 
did have a governmental contract on which it used those dies? 

Mr. HamMonp. They possibly did receive a contract. 
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Mr. Casey. How long have you been president of this company, Mr. 
Hammond? 

Mr. Hammonp. A little over 3 years. 

Mr. Casey. Were you with the company before then? 

Mr. Hammonp. Yes, I was. Prior to that, I was service manager. 

Mr. Casey. Is it part of your function as president to establish the 
selling and buying policies of the Federal Motor Truck Co. ? 

Mr. Hammonp. That is part of my job if I feel they should be 
changed. Iam responsible for the running of the organization. 

Mr. Casey. Is it part of your job to know the policies? 

Mr. Hammonp. On the major suppliers, yes. 

Mr. Harpy. Troy Sunshade is not considered a major supplier ? 

Mr. Hammonp. No; it isn’t. 

Mr. Harpy. Does that account for your lack of complete knowledge 
in respect to their selling policies? 

Mr. Hammonp. It is; yes. 

Mr. Casey. In some of the procurement by the Ordnance Depart- 
ment involving Hercules parts, you have been in close competition 
with several other truck manufacturers, have you not ? 

Mr. HamMonp. Yes; we have. 

Mr. Casey. And in some cases, the bids have varied by a few cents? 

Mr. Hammonp. That is correct. 

Mr. Casey. Do you know the pricing policies as far as bidding on 
Government procurements of these competing companies? 

Mr. Hammonp. No; I don’t except that if they want the business 
bad enough, they have had to sharpen their pencils in order to get it. 

Mr. Casry. Don’t some of them have certain established policies 
as far as bidding, that is with respect to list price ? 

Mr. Hammonp. You mean competitors like Diamond T and Bie- 
derman and so forth ? 

Mr. Casey. That is correct, Mr. Hammond. 

Mr. Hammonp. I don’t believe they have on sales to the Ordnance 
Department, with reference to list price. 

Mr. Casey. The fact that an item might be sold to the Govern- 
ment at $1,339.97 and your bid was $1,340 would be merely a coinci- 
dence ? 

Mr. Hammonp. I would like to ask the part number. 

Mr. Casey. Well, I think we have the part number. Why would 
it make some difference as to what the part number was? 

Mr. Hammonp. Because there is a little history on that. Possibly 
there was some back history to that item, that I would like to bring 
out. 

Mr. Casry. Does this figure make some sense to you? Does it ring 
a bell within you? 

Mr. Hammonp. It rings a bell in this manner: I think it is an 
engine assembly that was originally built to Auto Car’s specifications. 
Mr. Caszy. Would you please explain the significance of that? 
Mr. Hammonp. Well, during the war, Auto Car, Federal, and White 
used Hercules’ engines in a quite similar vehicle. As I recall, it was 
a 4- to 5-ton cab-over-engine 4 by 4. These were replacement engine 
assemblies, and prior to this particular one, the one I think you are 
talking about, Biederman got this lot of engines. So our boys fig- 
ured, when the next lot of engines of the same specifications came up, 
that they could from their cost analysis by making a very low mar- 
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gin possibly get under Biederman’s price, and that would indicate 
why they were possibly so close on a second or third offering of that 
particular engine. 

Mr. Casey. This particular part or engine, I suppose it might well 
be an engine, was sold by Biederman to the Government, and the bid 
of 5 cents higher was a Federal bid. I assume that your explanation 
works both ways, doesn’t it ? 

Mr. Hammonp. Yes; it does. Possibly that might have been one 
that Biederman got, and maybe we got some later on at a lower price. 

Mr. Casry. Mr. Hammond, let me ask you this question: Do you 
know anything of a conversation that took place between an official 
of your company and an official of the Troy Sunshade Co. after that 
bid had been submitted direct by the Troy Sunshade Co., in which 
the substance of the agreement was that the Troy Sunshade woul 
no longer submit bids on parts that were being supplied to you? 

Mr. Hammonp. I would have to check that at the factory. 

Mr. Harpy. I don’t know whether this is too significant or not. If 
Mr. Burrell can supply the information, it may be that we will have 
to request his appearance before the subcommittee unless we could 
get the information submitted by letter. 

Mr. Casey. Mr. Hammond, your company is located here in De- 
troit ? 

Mr. Hammonp. Yes, sir. 

Mr. Casey. Would you find out whether there is someone in your 
organization that had such a conversation, and if so, will you have him 
come back here tomorrow ? 

Mr. Hammonp. Yes, sir; I will. 

Mr. Harpy. All right now, just one other question. You have testi- 
fied that you do have a responsibility with respect to policy. Is it 
Federal policy not to buy from unit suppliers who bid on those same 
supplies for Government business ? 

Mr. Hammonp. No, I wouldn’t say that that is their over-all policy. 

Mr. Harpy. Well, to what extent is that statement not accurate? 

Mr. Hammonp. I believe you are getting direct quotations from 
Continental and I understand you are from Hercules. I don’t know 
to what extent you are getting them from Dana Corp. 

Mr. Harpy. Well, of course, the Hercules quotations are of very 
recent vintage. As to Continental, I don’t know what that situation 
is. But is that generally your policy, to buy only from those who 
protect you as a parts supplier, as well as the vehicle assembler ‘ 

Mr. Hammonp. Well, we are not always in a position to do that, 
no. We buy a lot of our requirements from the various divisions of 
the General Motors Corp., and their merchandise is A-1. 

Mr. Harpy. You are not in a position to say to General Motors, 
“We will not buy these parts from you unless you forego your Gov- 
ernment business on some of the parts? 

Mr. Hammonp. No. 

Mr. Harpy. I think the subcommittee could understand that. But 
with a smaller unit manufacturer, would you have the same attitude / 

Mr. Hammonp. Frankly, we are not in a commanding position with 
our suppliers. In other words, the amount of business that our com- 
pany gives any one of them is not very large. 

Mr. Harpy. Do you try to ascertain whether it is the policy of a par- 
ticular company not to sell to the Government before you enter into 
a business arrangement with that company ‘ 
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Mr. Hammonp. Well, we determine what their policy is, and if 
we find somebody else whom, you might say, give us the same type 
of merchandise of equal quality at the same price that might have a 
little different policy, that might be the determining factor as to whom 
we do business with. 

Mr. Harpy. Thank you, Mr. Hammond. Thank you very much. 
Will you have Mr. Burrell come in tomorrow? 

Mr. Hammonp. Possibly I can get him on the phone now and ask 
him these questions about Troy Sunshade and maybe he will be able 
to give you the answers. 

Mr. Casey. All right, fine. Thank you. 

Mr. Harpy. I think we will take a 5-minute recess. 

(Short recess taken. ) 

Mr. Harpy. Let us come back to order. 

Is there a representative of Electric Auto-Lite Co. present? 

Mr. SourHer. Yes. 

Mr. Harpy. Will you come up here, please ? 

(Whereupon George H. Souther was sworn.) 


TESTIMONY OF GEORGE H. SOUTHER, LEGAL DEPARTMENT, 
ELECTRIC AUTO-LITE CO., TOLEDO, OHIO 


Mr. Sourner. My name is George H. Souther. I am a member of 
the legal department of the Electric Auto-Lite Co., an Ohio corpora- 
tion, with its principal office at Champlain and Chestnut Streets, 
Toledo, Ohio. 

I have a short prepared statement. It runs a little over six pages, 
double spaced, which with the permission of the subcommittee, I 
would like to read into the record. 

Mr. Harpy. Go ahead. You don’t have extra copies? 

Mr. Sourmer. I am sorry, but I do not. By tomorrow, I would 
have had. 

Mr. Harpy. All right, go ahead. 

Mr. Souruer. It is part of my duties to see that Auto-Lite complies 
with price laws and regulations. Accordingly, I am generally famil- 
iar With its merchandising methods and the prices charged by it for 
its various products. 

Auto-Lite is in the business of manufacturing, assembling, and 
selling automotive equipment such as starting, lighting, and ignition 
units for motor units, batteries, lamps, speedometers, spark plugs, 
and the like for motor vehicles, aircraft, and marine products. The 
company has 26 plants throughout the United States and Canada. 
In 1950, its net sales aggregated over $245,000,000, of which direct 
sales to the Government aggregated a small percentage. 

If this subcommittee would care for figures on that, I will be glad 
to submit them later. I don’t happen to have them with me. 
[ Exhibit 65.] 

Mr. Harpy. I wish you would submit them, if you will, please. 

Mr. Sourner. The percentage of direct sales to the Government 
is somewhat higher this year. 

Generally speaking, Auto-Lite’s business is divided into two parts: 
(1) Sales for original equipment, that is, sales of parts for installa- 
tion in motor vehicles, aircraft, and so forth, manufactured or as- 
sembled by others; and (2) sales of replacement parts through a serv- 
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ice set-up throughout the United States which was established almost 
40 years ago. While so-called concurrent parts are in a sense replace- 
ment parts, Auto-Lite sells these for military vehicles at the same 
price as it charges original equipment parts. 

The service set-up is a vital part of Auto-Lite’s business. It could 
not sell original equipment to manufacturers unless it could service 
the units threughout the United States and throughout the world. 
The service organization has been set up at tremendous expense and 
consists primarily of central distributors, established in 48 centers. 
These take the responsibility of establishing parts distributors, serv- 
ice stations and parts dealers throughout their territories. They 
have men constantly traveling throughout their territories. They 
have technical men to train the organization of their parts dealers 
and service stations. 

In addition, Auto-Lite itself maintains a considerable staff of men 
who visit these service outlets from time to time to check their stock, 
to give them technical assistance, and to work with them generally. 

Auto-Lite sells products to many manufacturers of passenger cars 
and trucks. Our products are in many, many millions of similar 
vehicles and are going into more millions every year. Military ve- 
hicles that use our products are a very small percentage of all the 
vehicles that use them. 

Central distributors carry a very large inventory, frequently in 
excess of $500,000 worth of Auto-Lite parts. They place orders 
months in advance. They select service stations and parts distribu- 
tors for Auto-Lite products. They conduct schools to train the can- 
didates in the service of Auto-Lite products. They conduct large 
establishments, spending money for advertising and many other 
things. 

It is common practice of many parts manufacturers, including 
Auto-Lite, to sell their parts for original equipment at a lower price 
than for replacement. This is because parts produced for original 
equipment obtain the benefits of the efficiencies which results from 
the production runs, whereas parts produced for replacement, particu- 
larly in the industry in which Auto-Lite is engaged, are not normally 
in demand during the period in which they are being produced for 
equipment, and, therefore, are produced in smaller quantities and at 
higher costs. Costs for original equipment items are standard costs 
and are set up on volume production, whereas on replacement items 
costs are often out of date as it is not feasible to adjust them with 
each change in cost of labor and materials. 

Allocations to the Government under NPA must come out of Auto- 
Lite’s normal allocations. Auto-Lite has quoted on every Govern- 
ment invitation which has been submitted to it. Often this has been 
to the detriment of Auto-Lite’s service organization. While millions 
of dollars behind in its shipments to its service organizations in the 
field, the company had taken Government orders and produced them 
many times ahead of the orders for its own organization. Govern- 
ment orders often have penalty clauses, permitting the Government 
to exact a penalty if shipments are not made on schedule. This re- 
quires constant checking to insure that Government items have not 
been overlooked. Auto-Lite has people who do nothing but handle 
Government orders. It has engineers and other experts who con- 


























PROCUREMENT OF AUTOMOTIVE SPARE PARTS 721 


tinuously contact various military installations and Government in- 
stallations. The expense of all this goes into general overhead, 
although actually if the company attempted to maintain accurate 
costs, it should be charged solely to Government business. 

To handle Government business is substantially more expensive: 
than to handle the business of motor-vehicle companies or central 
distributors. The motor-vehicle companies and central distributors 
send in large monthly orders. They are familiar with the company’s 
parts list and part numbers and their own part numbers and it is a 
simple matter to 1 through these orders. They are in very large 
quantities. The Government orders, on the contrary, are mostly for 
a small amount. For Auto-Lite to put through an order in its shop 
for $7.50 or $11.50 is exceedingly expensive. The part numbers are 
frequently at variance with Auto-Lite’s numbers and each must be 
carefully checked. The order must go to the legal department for a 
review of the conditions. It must be signed by an executive. The 
cost of handling these orders is prohibitive. If actuated solely by 
motives of profit, we should be inclined to refer all of them back to. 
our field organization, which usually carries all this material in stock,. 
but to so do would increase the Government cost and might hold up 
deliveries and also prevent vehicles equipped with Auto-Lite products 
being properly serviced. 

We do sell some parts directly to the Government. Auto-Lite 
gives the Government 50 percent discount on the run-of-the mill 
orders. 

Let me interpolate there that we maintain a published list price for 
our service parts division, and the 50 percent referred to is off that 
published list. 

We certify that this is the largest discount that is granted to any 
user of Auto-Lite products. We have explained to the various Gov- 
ernment procurement agencies that they are not getting the maximum 
discount which we give to our central distributors, and shortly I will 
tell you why. On orders amounting to $100,000 or more at list price, 
we give Government agencies 60 percent on slow moving parts and 
70 percent on fast-moving parts. This is a lower price than we charge 
our central distributors. On completed units like motors or distribu- 
tors ordered in substantial quantities, we give them a special price 
based on cost of production, which is lower than 70 percent off list, 
instead of a discount off list price. 

If the Government overbuys or has material in surplus under the 
present laws, it cannot resell such surplus to the company from which 
it bought at the price it paid. The Government disposes of it at 
random, often at sacrifice prices, to junk dealers and fly-by-night out- 
fits that dump them on the market at cut rates, taking business from 
our regular customers. Thus the Government, in effect, subsidizes 
people who compete with our customers. This tends to destroy our 
service organization on which we have spent millions of dollars to 
develop. 

It should be borne in mind that motor-vehicle companies and cen- 
tral distributors buy for redistribution, whereas the Government buys 
for its own use. It does not render the tremendous service that cen- 
tral distributors and car manufacturers render in advertising and 
promoting the sale of replacement parts to the consuming public. 
For this reason, as well as those mentioned above, the Government 
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does not always receive as low a price as we quote to people who render 
this service. 

In a letter to the president of our company, dated July 9, 1951, the 
chairman of our subcommittee stated that the facts developed with 
respect to our company might be summarized, briefly, as follows: 

Electric Auto-Lite, a basic source manufacturer of electrical equipment, sells 
to Chrysler Corp., a vehicle assembler, at 70 percent to 75 percent off its list 
price. In submitting bids to the Government, Auto-Lite, the basic manufacturer, 
bids approximately 50 percent off list. Chrysler, however, submits bids on the 


same items ranging from 66 percent to 72 percent off list. 


If, as we assume, the subcommittee was talking about Auto-Lite’s 
regular replacement business, actually, the largest discount which 
Auto-Lite extends to any customer, including Chrysler (other than the 
Government), is 70 percent. We have already set forth earlier in this 
statement the discounts on replacement parts sold to the Government. 
As a rule, we have no knowledge regarding discounts offered by 
Chrysler in the resale of our parts. 

I should also like to comment briefly on the statements made earlier 
in this hearing regarding certain sales made by Chrysler to the 
Government. In the limited time available and with the limited facts 
available, I have not been able to get full details concerning those 
transactions. The indications are that they were isolated cases. The 
indications further are that the part numbers involved were not sold 
by Auto-Lite to Chrysler since 1942, I think, although the date of the 
contract was in 1950, I believe; is that correct, Mr. Casey, according 
to the newspapers ? 

Mr. Casey. Which contract are you talking about ? 


Mr. Sournuer. I have tried to identify the two contracts which were 
referred to in the newspaper article which appeared last Monday. 

Mr. Casry. Will you give me the items that are referred to? 

Mr. Soutner. Let me read these two short paragraphs. 


The first case study dealt with Auto-Lite Corp. The subcommittee headed by 
Representative Porter Hardy (Democrat, Virginia) said the company produced 
an unnamed item for $0.146 and sold it to Chrysler Corp. for 21 cents. Chrysler, 
in turn, sold the item to the Government for 33 cents, while Auto-Lite’s bid to 
the Government on the same item was overbid at 55 cents. 

Another Auto-Lite item with the same basic cost of 14.6 cents was sold to 
Chrysler for 17 cents, the committee said. Chrysler in turn sold it to the 
Government for 47 cents, while Auto-Lite’s price direct to the Government was 
48 cents, the committee said. 

I would merely like—— 

Mr. Mraper. That is 27, instead of 47. 

Mr. Souruer. It says here “47 cents.” 

Mr. Mraper. Maybe it is a typographical error. 

Mr. Casey. That is right. 

Mr. Souruer. I see. I should merely like to comment to this effect : 
that as I said, this apparently was an isolated case or two. Secondly, 
apparently there was some peculiarity or rather, some peculiar facts 
such as a difference in timing, and I believe also, if I have properly 
identified_the item, the item that Auto-Lite bid on was a superseding 
item, whereas, I believe the item Chrysler bid on was the old item 
which he had discontinued making at that time. Now, I have not had 
time to completely verify that. 

Mr. Casey. I might say that as far as the contract is concerned, these 
contracts and sales took place in the years 1948, 1949, and 1950. That 

















































































PROCUREMENT OF AUTOMOTIVE SPARE PARTS 723 


was necessarily so by reason of the way in which this sampling process 
took place. 

Mr. SourusEr. Well, the one point I wish to make there, Mr. Casey, 
is that as far as I was able to determine from our rec ords, Auto-Lite 
had not quoted Chrysler on that part since 1942, which indicates that 
it may have been a stock which Chr ysler had on hand at the time they 
received the invitation for bid. 

To continue my statement—and I am very nearly through—— 

Mr. Horrman. Before he gets away from that, may we have infor- 
mation and will he answer this exhibit 2. Do you have this [indicat- 
ing | ¢ 

Mr. Sourner. No, I don’t, sir, and I would like very much to get it. 

Mr. Harpy. We will be very glad to have a detailed statement. 

Mr. Sourner. We would appreciate the opportunity of submitting 
it, sir. 

Mr. Harpy. We will be very glad to have it, and in that connection, 
we will be glad to provide any identification which we may have. 
Now, I have a feeling that we have already provided you with some 
identification of these parts because if you will notice on that sheet, 
we have shown Auto-Lite’s cost for that particular part based on a 
particular contract number; isn’t that correct ? 

Mr. Scuarrer. Yes. 

Mr. Harpy. And it should not be very difficult for you to locate the 
individual transaction because you have already provided us with 
your cost of that part with respect to that contract. 

Mr. Horrman. That is right, as far as it goes, but then he should 
have over there the identification as to what Chrysler bid over here—— 

Mr. Casey. Chrysler’s bid is right there. 

Mr. Horrman. Yes, I see; but he should have the identification so 
he knows just exactly what Chrysler was bidding on and what he was 
bidding on. He said a moment ago that it might be a different item. 
Whether it is or not, I don’t know. i 

Mr. Casry. No. But we assume it is the same item. 

I would like to have Mr. Schatfer explain how he got those figures. 

Mr. Harpy. I think that might be helpful. 

Mr. Horrman. Unless Mr. Schaffer can tell exactly what Chrysler 
was bidding on and what these people were bidding on, it wouldn't 
be any use- 

Mr. Casey. It will help these gentlemen identify—— 

Mr. Horrman. Yes, but I thought he could give them that and we 
wouldn't have to take time now for it. I don't care how you do it, 
but I want to be sure they are both talking about the same thing. 

Mr. Harpy. That is what we want, too. Go ahead, Mr. Souther. 

Mr. Sourner. To complete this statement, Auto-Lite is fully satis- 
fied that the Government is not paying excessive prices for automotive 
parts obtained from it. Weare c: areful not to ¢ harge the Government 
prices that will result in our having to repay to the Government money 
it paysus. We watch our costs closely. 

When improved methods or gre: iter efficiencies result in savings, we 
pass the savings on to the Gov ernment. Often, in World War TI we 
substantially reduced voluntarily the prices on products sold to the 
Government several times. 
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For example, during World War II, we supplied to the Government 
a certain type of aircraft generator known as a GFT generator. The 
price that we originally took that for was $260 per unit. We had eight 
price changes, ending up with a price of $149.09. Each price change 
was made voluntarily, I might say, with two exceptions. On two 
occasions, it was a slight increase, but all the others were decreases. 
We manufactured a 20 millimeter shell. We took the job originally 
at 24 cents per unit. We reduced the price voluntarily four times, 
ending up with a price of 1814 cents and so on. I could cite two or 
three more here. 

There is a third item we manufactured originally for 4.3129 cents. 
We reduced the price three times, ending up with a price of 0.235 
cent, each reduction being on a voluntary basis, and so on. It is 
consistently the policy of our organization to do business with the 

rovernment on a small margin. 

Mr. Horrman. Why did you reduce those margins ¢ 

Mr. Sourner. Well, Mr. Hoffman, most of these were production 
jobs which were new to us when we first went in them. As we had 
more and more experience, we were able to bring them to a more 
efficient operation, and as soon as we could reduce cost, we gave the 
Government the benefit of that reduction. 

Mr. Horrman. One of the objections being subsequent orders, I 
assume, naturally. 

Mr. Soutuer. A second one being that at the outset of World War 
II, our company adopted as a policy the fact that they did not want 
to get rich at the expense of the Government. We followed that policy 
through the war. 

Mr. Horrman. I think many companies did that. 

Mr. Sovuruer. In conclusion, I should like to say that Auto-Lite 
has always recognized the importance of conducting its business with 
all its customers in a manner that is fair and correct in every respect. 
Valuing our good name at we do and investing as much as we have 
over the years to maintain the quality of the products we make and 
benefits of the services we render, we could not afford to handle any 
of our business otherwise. 

On behalf of Auto-Lite I thank the subcommittee for this oppor- 
tunity to appear here, and I hope that what I have said has been 
helpful to you. 

Mr. Harpy. Thank you, Mr. Souther. There are one or two things 
that I want you to clear up for me. You have mentioned small pur- 
chases. Do the small purchase orders which you receive from the 
Government constitute a considerable volume ? 

Mr. Sourner. Yes, sir, they do, and I might explain that: We 
receive orders not only from Ordnance, but from practically every 
agency there is all over the county. Possibly they have a vehicle that 
is laid up because the generator is burned out and they want one gen- 
erator. They will send an order into us, where the sensible thing for 
them to do would be to go down to the corner and pick up a generator. 
We have a policy of always bidding on every bid that is submitted to 
us, and irrespective of whether it is for 20 cents or $200,000, we will 
process it the same way. 

Mr. Harpy. Are these small orders procured on an open end con- 
tract ¢ 
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Mr. Sovrner. No,sir. We have signed in all, I suppose over the last 
few years, four or five open end contracts. But so far as I know, there 
has never been any procurement under any of them. 

Mr. Harpy. Well, under what sort of a purchase order proposition 
do you operate this small order thing ? 

Mr. Sourner. Sometimes it comes in just as such, as a purchase 
order. Sometimes it comes in on a short bid form which we process, 
return, and then get a purchase order for the part. 

Mr. Harpy. That ordinarily then is not a competitive bid proposi- 
tion but just a purchase order proposition ¢ 

Mr. Sourner. I would say the majority of them are not competitive, 

yes. 
* Mr. Harpy. I am particularly interested in this small order situa- 
tion. While it is a little bit different from the matter that is immed- 
iately before us, it is a subject which this subcommittee has recently 
been engaged in studying, and on which we have issued a report 
recommending an authority for local procurement on small items, 
and that is why 1 was interested in pursuing that just a little bit. I 
think most any of us will recognize that you mentioned the figure of 
$7.50 and $11.50. 

Mr. SourHer. In many cases, those are high, sir. 

Mr. Harpy. And they come in on regular Government purchase 
orders, and you make the shipment on a basis of 50 percent off list; is 
that right! 

Mr. SourHer. On an order of that type, we would; yes, sir. 

Mr. Harpy. Are those items generally stock items? They certainly 
do not require any special fabrication, do they ? 

Mr. Souruer. Normally not. Normally they are stock items. I 
cannot say that they are 100 percent. 

Mr. Harpy. Now, you said also that Auto-Lite bids frequently to 
the detriment of your distributing organization, and I would like to 
know just what you mean by that. 

Mr. Sourner. We have a certain limited amount of material allo- 
cated to us, whether we use it to build parts for the Government or 
whether we use it to build parts for our distributing organization. 
We are back-ordered badly now in many parts. All I attempted to 
bring out by that statement was that to the extent we draw on our 
allocated material for Government production, we are taking that 
number of parts away from our distributing organization. But that 
has never influenced us in accepting Government business. 

Mr. Harpy. | would like to get from Ordnance some picture of its 
policy with respect to the small direct purchase items. 

Mr. Souruer. May I say this, sir: That most of these, I think, come 
from agencies other than Ordnance, some small air base or something 
of that sort where they need a part in a hurry 

Mr. Harpy. The thing I want to find out then, Mr. Souther, is why 
items of that nature are not drawn from current stocks. 

Mr. Casry. Those are so-called emergency orders, aren’t they, Mr. 
Souther, the particular situation you cited where they need one part 
or two parts in a hurry and have to have them. 

Mr. Sourner. I assume it is, although there is nothing on it to indi- 
cate other than the fact that they would like to buy that part. 

Mr. Harpy. Do they come in from all over the country ? 

Mr. Sournuer. Yes, sir. 
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Mr. Harpy. If they come in from all over the country, it certainly 
seems to me that there should be some depot somewhere that could sup- 
ply the item just as quickly as it could be secured directly from the 
factory. 

General, did you want to make a comment on that ? 

Major General Qurnron. These gentlemen are talking about parts 
which I presume apply to commercial vehicles, not to combat or tac- 
tical vehicles. You understand, Mr. Chairman, that it is not our prac- 
tice to buy concurrent spare parts or any large quantity of replenish- 
ment parts for the commercial vehicles as the need for parts is taken 
care of essentially by local procurement at the many camps, posts, 
and stations throughout the United States. We will be very happy 
when we get back to Washington to furnish the committee a statement 
of our ordnance policy and the reasons therefor [exhibit 66]. 

Mr. Harpy. While that matter is somewhat foreign to this imme- 
diate matter we have before us, it is a policy that seems to me difficult 
to understand. It is a governmental proposition, and certainly there 
should be a depot somewhere that would have these items in stock, 
or who should be responsible for procuring these items. It is dif- 
ficult for me to understand why orders would come in from all over 
the country. 

Mr. Horrman. Orders for the Government ? 

Mr. Harpy. Orders for the Government to be in such volume that 
they must go directly to a manufacturer. 

I will be particularly interested in having that statement, General, 
especially in the light of the fact of the recent hearings we held and 
the recent report that we issued which was participated in by Mr. 
MeNeill of the Department of Defense dealing with this very subject. 
I just cannot quite understand that general policy, and I would like 
to have that statement as to just what it is. 

Major General Quinton. When we return to Washington, we will 
prepare that statement and give it to the subcommittee, sir. 

Mr. Harpy. Thank you, sir. 

Mr. Casey. Mr. Souther, you made reference to the letter that was 
addressed to Auto-Lite Co. by the chairman of the subcommittee under 
date of July 9, 1951. 

Mr. Sourner. That is right, yes. 

Mr. Casey. You quoted in there the substance of the information 
which you were informed of by the subcommittee as to what their 
findings were on the basis of the sampling processes that had been 
made. 

Mr. Souruer. Yes. I read this excerpt which appears under para- 
graph 3 of the letter of July 9. 

M r. Casey. Yes, sir. I might say that we purposedly withheld that 
from the record when we introduced the information relative to Auto- 
Lite, because we felt that it did represent a policy. But since you 
have, yourself, elected to put it in, I merely ask: You did not set 
forth in your letter of July 14, in reply to that letter, any specific 
facts or information concerning the information furnished to you, 
did you ? ' 

Mr. Sourner. No, sir. 

Mr. Casey. And you haven’t furnished the subcommittee from that 
time to this with any specific facts or information concerning the 
pricing policies of the Electric Auto-Lite Co. ? 
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Mr. Sourner. That is correct for this reason, Mr. Casey: In the 
letter you referred to of July 14, I believe we mentioned that we would 
appreciate an opportunity of appearing before this subcommittee and 
making a statement at a mutually convenient time, and it was our 
understanding that that was the proper time at which to present this 
information. If we should have furnished it earlier, we have been 
remiss. 

Mr. Casey. We did notify you of the fact that we were holding 
an executive session at that time, and you said, in substance, in your 
letter of July 14, that that was not a convenient time. 

Mr. Sourner. Without going into detail, it just wasn't. 

Mr. Casey. So that we haven’t caught you unawares, so as to speak, 
at this time, in asking you to present your views here today ¢ 

Mr. SourHer. No,sir. I didn’t intend to give that thought at all. 

Mr. Casey. Now, as I understand it, however, you are unable with 
fhe information at hand to specifically identify the items in such a 
way as to say that the information reflected by this staff study is 
incorrect ¢ 

Mr. SournHer. That is correct. 

Mr. Horrman. What is that, that the information 

Mr. Casry. Reflected by the staff study is incorrect. He is unable 
to state definitely that that is incorrect. 

Mr. Horrman. You mean to say that the item, for instance No. 1 
in the left column, is the item that is over on the last one? 

Mr. Casey. Yes, sir, so far as 

Mr. Horrman. The same item ¢ 

Mr. Casey. So far as we are concerned, that is the same item, and 
he has made the statement that he thinks possibly it wasn’t the same 
item, but he wasn’t able to identify it to the extent of saying defi- 
nitely that it is not the same item. 

Mr. Horrman. Yes, but he doesn’t say one way or the other. He 
says it may be or it may not. 

Mr. Harpy. That is right. 

Mr. Casey. Unfortunately the part numbers that support the infor- 
mation in this case study were necessarily left behind in Washing- 
ton. We would like to furnish you with the part numbers and with 
every bit of information we have relative to these items and let you 
submit for the record a statement in explanation of those items (see 
exhibit 65). 

Mr. Sourner. I would welcome that opportunity, and I would like 
to say this, Mr. Casey. Perhaps to give you a little better picture of 
how we operate, most of our replacement parts are sold through the 
service department. Now, we make a lot of things besides electrical 
parts. We make bumpers, and so on. The prices which I gave you 
here, the discount schedule which I gave you here, relates to our serv- 
ice department items which constitute, I would say, probably 95 to 99 
percent of the replacement automotive parts which are purchased 
directly by the company from Auto-Lite, It is possible that when we 
get this part number we will find that it is some isolated transaction 
that one of our other plants handled, and that is the reason that I do 
want to get the part number, run it down, and see what it is. 

Mr. Casry. That is the reason I am affording you an opportunity 
to give us a definite statement on those items. Along with a statement 
on those items, I would lik to have you clear up for us the situation 
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relative to a particular contract and a part number which I will now 
give you. That is part No. CC-918720. The information that I have 
is that Electric Auto-Lite submitted a bid of $87 for that part on con- 
tract No. W-20-089-ORD-2034FS. On that contract, Chrysler was 
the low bidder, with a bid of $77.22; that Chrysler subsequently pur- 
chased a thousand parts, No. CC-918720, from Electric Auto-Lite at 
$52.20. I believe that part is a generator. 

Mr. Sourner. Well, that number that you have given me, Mr. Casey, 
isa py pose number. 


Mr. Casry. What is the significance of that being a Chrysler 
number ? 

Mr. Souruer. “CC.” 

Mr. Casey. And would that part be manufactured by Electric 


Auto-Lite ? 

Mr. Sourner. It could be. But of course if Chrysler bought it from 
Auto-Lite they would immediately give it a Chrysler part number for 
their purposes of identification. 

Mr. Casey. I see. 

Mr. Harpy. Is it your habit to bid on Chrysler part numbers when 
you produce the item ? 

Mr. Souruer. No, sir. 

Mr. Harpy. Well, apparently you did bid on this one. 

Mr. Sourner. Well, then it undoubtedly has an Auto-Lite number 
if it is an Auto-Lite manufactured part, and if we bid on it you can 
be sure we bid on the Auto-Lite she 

Mr. Harpy. Well, one of the things I think the subcommittee would 
like to know is why the differential in your bid to the Government and 
Chrysler’s bid to the Goverment, and your billing to Chrysler for that 
particular item. 

Mr. SourHer. That is one of the things I will find out for you (see 
exhibit 67). 

I don’t believe, Mr. Casey, you gave me the date of that contract, 
did you? That would be necessary. 

Mr. Casry. I don’t believe I have the date, but I don’t believe it 
will be very difficult finding the date. 

Mr. Souruer. Do you know how recently it was? 

Mr. Casey. I think we can give you the date when we get: back to 
Washington. We have a copy of the contract back there. 

Mr. Sourner. Do you happen to have the invitation number as 
well? If we didn’t receive the award, we probably will only be able 
to identify it by the invitation number. 

Mr. Casey. We do not have it here. That will be back there also. 

Mr. Harpy. Now, there is one other question: Do you have any 
information as to the extent of your practice of manufacturing or 
supplying parts for Chrysler or other manufacturers on governmental 
orders where those parts are shipped directly from your plant to the 
Government ? 

Mr. Sourner. I don’t believe that that would be handled any dif- 
ferently than civilian business. We would get a purchase order from 
our customer for X number of this part with the shipping instruc- 
tions to ship to the Government agency. I don’t believe it happens 
with us very often. 

Mr. Harpy. Well, I think that happened in this case. 

Mr. Souruer. I recall there was one instance that Mr. Schaffer 
discussed when he was in Toledo, where that had happened, but there 
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again it was some rather peculiar circumstance which does not occur 
to me now. 

Mr. Casey. Mr. Souther, do you do your own packaging? 

Mr. Sourner. Yes. We do not do anything beyond the ordinary 
commercial pack. We do not do any special Government packaging. 
During the war we did. We had a department with 300 people work- 
ing in it just running continually. But since the war, we have not 
engaged in that operation. 

Mr. Casry. Who does the packaging now on work that you furnish 
to the Government ? 

Mr. Sourner. There is no one company that does it. We get a 
minimum of three bids on every job, and we handle it that way. 

Mr. Casey. Do you have any idea what percentage of the cost of 
the material the packaging represents ? 

Mr. Souruer. I don’t. 

Mr. Casey. It is more expensive for export packaging, is it? 

Mr. Sourner. Oh, yes. It is much more expensive usually for ex- 
port packaging on account of the cost of the wooden shipping con- 
tainers, the lining material and so forth. 

Mr. Casey. Packaging provides no deterrent so far as your com- 
pany is concerned for bidding on Government contracts ? 

Mr. Sourner. No, sir. 

Mr. Horrman. Looking at exhibit 2 that I gave you a while ago, 
take any of the items. Take the first one. You have that listed there 
as costing $0.146, your cost. Then I suppose the 21 cents is the price 
Chrysler paid, and then Chrysler would sell it to the Government for 
33 cents, while you ask 55 cents when you bid. Assuming that that 
is the same item all the way through, at the same time, and not desiring 
to call for any answer which might show a policy in conflict with any 
Federal isiclatian. have you any explanation, if that situation exists, 
why it exists? Briefly, why should you ask 55 cents when you sold 
it to Chrysler for 33 cents? 

Mr. Sourner. Well, Mr. Hoffman, I hesitate to try to answer that 
question until get the facts. I suspect that you have packaging in 
there that hasn’t been included. You have tax in there. ~ 

Mr. Horrman. You will give us your explanation of that? 

Mr. Souruer. I certainly will [exhibit 67]. 

Mr. Horrman. And when you send it to the subcommittee, I wish 
you would just slip in a carbon sheet and send me one too, because 
that looks bad. It. looks bad that you should sell it to Chrysler for 
21 cents and charge the Government 55 cents. 

Mr. Harpy. Well, the sheet itself shows that the charge to Chrysler 
did not include packaging. 

Mr. Horrman. Yes. Of course my point is this: The papers get 
this—these young men sitting here—and they write that and the 
paper prints it and the fellow out in the sticks he says, “Oh, that’s 
bad!” If it is bad, all right, if those are the facts. But if they are 
not, I would just like to see an explanation go out. 

Mr. Sourner. The reason I am sure that there is something unusual 
about this transaction is because it is so untypical of our normal 
routine way of doing business. 

Mr. Horrman. Wait aminute. You say it says here that that figure 
there, Chrysler’s price does not include packaging. 

Mr. Harpy. That is right. 











730 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Mr. Horrman. But I understood he sold it to Chrysler, didn’t he, at 
21 cents ¢ 

Mr. Harpy. That is right. And Chrysler in turn sold it to the Gov- 
ernment for 33 cents. 

Mr. Horrman. But I am not talking about what Chrysler sold it to 
the Government for. It cost him $0.146 and Chrysler paid 21 cents, 
There is no question of packaging in there. But this gentleman asks 
55 cents when he sells it to the Government. There isn’t a word in 
here that shows that in the 55 cents there is any packaging cost. 

Mr. Harpy. In the 55 cents there would have to be packaging, just 
as there was in the 33 cents. 

Mr. Horrman. This does not say there was. It says there was when 
he sold it to—— 

Mr. Harpy. That is axiomatic. When he furnishes it to the Govern- 
ment, it has to be packed in accordance with whatever specifications 
are on that contract. 

Mr. Horrman. Yes; whatever it is on the contract, but the sheet 
doesn’t show that. 

Mr. Casry. Except that obviously the packaging couldn’t have cost 
more than 12 cents because Chrysler packaged it and still sold it for 
38 cents. 

Mr. Horrman. That doesn’t follow at all. What this sheet. shows is 
that he made this for $0.146, that he sells it to Chrysler and there is no 
question of packaging cost there at all in that 21 cents. 

Mr. Harpy. That 1s right. 

Mr. Horrman. And then when he had to bid to the Government, 
he bid 55 cents. 

Mr. Harpy. That is right. 

Mr. Horrman. That indicates to the fellow who reads it, or at least 
it does to me and I may be dumber than the rest—that he wanted 55 
cents for something that he sold to Chrysler for a lesser price, 21 cents. 
That is the situation I would like to have your explanation on. 

Mr. Harpy. Are there any further questions? 

Mr. Horrman. That is all I want of him. 

I want to ask you something else now. Yesterday, that gentleman 
said he didn’t get that $5,000, and as I understand it, you are going to 
have that man up from the Department down there who suggested to 
him that he should forget it—Let me correct that—he didn’t suggest 
it but he told him that the Government Ordnance didn’t want him to 
lose any money on the contract, which to me meant, “You better forget 
it.” Now, are we going to have him tomorrow morning ? 

Mr. Harpy. It is our plan to have Mr. DeLoria in tomorrow morn- 
ing. He will be in. 

Mr. Horrman. Will he be along first ? 

Mr. Harpy. We expect to put him on first, and he will bring with 
him all his records so that he will not have to go back and get any. 
We have asked him to bring such records as are available or that they 
were able to locate. They were not able to locate all the records ac- 
cording to our latest information. 

Mr. Horrman. Then I would like to have Mr. Black, because in Mr. 
Black’s statement, the gentleman who was a witness, as I got it, must 
have made the statement that the letter was missing. Now, what 
letter he referred to I don’t know. 

Mr. Harpy. We will try to arrange to have Mr. Black here too. 
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Well, gentlemen, we appreciated having had this opportunity to 
have your presentation, and we appreci: ite your coming and giving 
us the benefit of your discussion. We will be glad to fur nish you such 
information as we can to be helpful to you in analyzing these ‘exhibits, 
and we will apprec late having as complete an explan: ition of it as you 

‘an give. It is not our purpose to leave any erroneous impressions. 
That is one reason that we had hoped that as many of the companies 
whose contracts had come under our sampling process would come 
into the initial session which was held in order that misinformation 
might be eliminated to the maximum extent possible. We were able 
to ‘eliminate some. We realize that in this kind of a study, it isn’t 
always possible to get a complete picture unless we get both ’sides of 
the story, and that is what we would like to have from you people, 
the missing information, so to speak. So we do*appreciate your com- 
ing and participating in the discussions with us today. 

Mr. Souruer. On behalf of the Auto-Lite Co., I would like to ex- 
press our thanks for having been permitted to appear and make a 
statement. 

(Witness excused. ) 

Mr. Harpy. I think we have reached a good stopping point, and we 
will adjourn now and reconvene in this room at 9:30 tomorrow morn- 
ing. 

(Whereupon, at 5:10 p. m., Thursday, Deéember 13, 1951, the hear- 
ings were adjourned until 9:30 a. m., Friday, December 14, 1951.) 
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INQUIRY INTO THE PROCUREMENT OF AUTOMOTIVE 
SPARE PARTS BY THE UNITED STATES. GOVERNMENT 


FRIDAY, DECEMBER 14, 1951 


Hovse or REPRESENTATIVES, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS, 
Detroit, Mich. 

The subcommittee met, pursuant to call, at 9:45 a. m. room 737 
Federal sige Hon. Porter Hardy, Jr., chairman of the sub- 
committee, presiding. 

Present: Representatives Porter Hardy, Jr., chairman, Richard 
Bolling, Clare Hoffman, and George Meader. 

Also present: Ralph Casey, counsel; Edward P. Schaffer, staff 
member. 

Mr. Harpy. Let the subcommittee be in order. 

Mr. Cary. Mr. Chairman, before Mr. DeLoria testifies, I would like 
to have the record show that we have checked on the file referred to in 
the testimony by Mr. Pilarski. We believe it is available, but it is at 
our Kansas City archives. It has been sent there. We have tele- 
phoned for it, and it has not yet been received, and we shall make it 
available as soon as it arrives. 

Mr. Harpy. All right, Mr. Cary. Now, I presume from that that 
it is doubtful whether it will be received today. 

Mr. Cary. Pardon me? 

Mr. Harpy. It is doubtful whether it will be received today ? 

Mr. Cary. It is doubtful that it will be received today. 

Mr. Harpy. In that event, will you make it available to the subcom- 
mittee in Washington ? 

Mr. Cary. Indeed I shall. It is our custom to send the files in con- 
nection with cases to the Kansas City archives, at the end of approxi- 
mately a year or so, somewhere between a year or two, and that is the 
reason why it is there. 

Mr. Harpy. All right, thank you. 

Mr. DeLoria ? 

(Whereupon, Kenneth DeLoria was sworn.) 

Mr, Casey. What is your name? 


TESTIMONY OF KENNETH DE LORIA, CHIEF, PROCUREMENT 
DIVISION, DETROIT ARSENAL 


Mr. DeLorta. Kenneth DeLoria. 

Mr. Casey. What is your position ? 

Mr. DeLorta. Chief of Procurement Division, Detroit Arsenal. 
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Mr. Casey. How long have you held that position ? 

Mr. DeLorta. Since the 9th day of April 1951. 

Mr. Casey. What was your position before that ? 

Mr. DeLorta. I was the Deputy Chief of Procurement, at the Ord- 
nance Tank Automotive Center, from the period of September 1s 
until April 7, 1951. 

Mr. Casry. September of 1950? 

Mr. DeLortra. 1950, right. 

Mr. Casey. And what was your position before that 

Mr. DeLorta. Chief of Procurement Division at the Detroit Ord- 
nance District, from the first day of November, approximately, 1945, 
until about the 17th day of September, 1950. 

Mr. Casry. Now, there was some testimony the other day concern- 
ing a transaction involving a Hygrade kit upon which bids were sub- 
mitted by the Victoria Motor Sales Co., of which Mr. Pilarski is 
the president, and in connection with that testimony, mention was 
made of your name as having had a conversation with Mr. Pilarski 
relative to his bid at that time. Do you remember that particular 
transaction, Mr. DeLoria ? 

Mr. DeLoria. I remember a portion of that particular transaction ; 
yes. 

Mr. Casry. Would you tell the subcommittee all that you remember 
about that transaction ? 

Mr. DrLortia. Yes, sir. A very short time after the bids were 
opened, Mr. Pilarski and one other gentleman whose name I don’t 
remember came to the office in an endeavor to obtain a quick contract. 
They indicated they were low. The general public knew they were 
low. My review of the abstract of the bids indicated that they were 
low, and they wanted to know how quickly they could get a contract. 

Mr. Casey. That was while you were Chief of Procurement at the 
Detroit Ordnance District ? 

Mr. DeLorta. That is correct. I told Mr. Pilarski that I was not 
acquainted with his company; that before we could consider him, 
there were two things that had to be accomplished: One was that I 
would have to initiate a survey of his facilities and his operations, to 
determine whether or not he was a reliable outfit, in other words, to 
determine whether he was a responsible and responsive bidder. Sec- 
ondly, he had bid on an alternate item. The particular invitation in 
question called for a specific item with the words “or equal” at the 
end of it, and he bid on an “or equal” item. 

Mr. Casry. Do you remember what the item was that was adver- 
tised ? 

Mr. DeLorta. A kit, a carburetor kit. I don’t remember the num- 
ber or the complete nomenclature, but I do remember that it was a 
carburetor kit, and that his offer of the “or equal” item would have to 
be evaluated by our engineers before we could be in a position to 
determine whether or not we could make an award to him, plus the 
survey of his facilities. 

Mr. Casey. In other words, the engineers had to determine that 
the kit that he offered was equal in fact to the kit that was described 
in your advertisement ? 

Mr. DeLorta. That is correct. He came to my office on two occa- 
sions that I remember, and he was very, very anxious to get a contract. 
If I remember correctly, I was advised by the individual who made 
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the survey that he was not a regular dealer or a regular representative 
of the Hyer: ade Co. But nev ertheless he bid on a very large quantity 
of Hygr ade kits. In one of the discussions—whether it was the first 
time he visited my office or the second—I questioned him as to whether 
or not he was fully acquainted with our packaging requirements, he 
being very new or brand new as far as I knew to our bidding pro- 
cedure, and we at the time were tightening up on our pac aging 
requirements. I asked him if he had fully considered and was fully 
aware of the packaging requirements. He was a little hesitant. He 
didn’t know. I asked him where he intended to have his packaging 
done, and he indie: ited that he thought he would have the packaging 
done at is own plant. 

Mr. Casey. Had you specified the packaging requirements in the 
invitation to bid? 

Mr. DeLorta. That is correct ; we did, sir. 

Mr. Casey. You made reference to some packaging specifications 
that had been issued to the general public? 

Mr. DeLorta. If I did—and I belive I probably did—I probably 
mentioned an A—X 1222, which most likely was in the invitation for 
bid. 

Mr. Casey. Continue. Is that all you remember about it / 

Mr. DeLorta. That is all the conversation I had with this Mr. 
Pilarski. Eventually, we obtained—we processed in the usual manner 
and we obtained an answer to our request from the engineers as to 
the type of kit, whether or not the kit this man offered was equal to 
the one we had desired, and we received a negative answer. In a 
subsequent conversation with Mr. Pilarski over the phone—he didn’t 
come to my office again—I told him that the engineers had evaluated 
the item he had offered, and that they did not find it equal to the item 
that we had asked for, and consequently, he would not receive an 
award on that basis. 

Mr. Casry. Are you positive, Mr. DeLoria, in your own memory 
that you told Mr. Pilarski the reason why his bid was being rejected / 

Mr. DeLorta. I am absolutely positive. 

Mr. Casey. If my memory serves me correctly, Mr. Pilarski the 
other night stated that he had never been told by anyone as to the 
reason why he didn’t receive the award, but assumed that it was 
because his kit had not been approved. 

Mr. DeLorta. Well, if I may repeat myself, I would like to s: 
this: That I am absolutely positive that Mr. Pilarski and/or acBoaet 
of his company, his representatives, were advised that his kit was not 
equal to the item that we had asked for. There was no other basis at 
that moment. The rejection of his bid, the rejection of his low bid, to 
the best of my memory, was made strictly on that basis. 

Mr. Casry. Now, Mr. DeLoria, would you have made a notation of 
such a telephone call in the official records of the ordnance district ? 

Mr. DeLor1a. Sometimes I did and sometimes I didn’t. The reason 
I have to say that is that in my capacity as Chief of the Procurement 
Division at that time, and in my present c: apacity, I receive hundreds 
and hundreds of telephone calls from various people throughout the 
country, and it is not always possible. I try my very best where there 
is a great importance attached to a conversation, to make a pencil 
notation, and as soon as I can get to it, I dictate it to my secretary so 
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that it becomes a matter of record. But I can’t say that I do it at all 
times. 

Mr. Casey. Is it your practice to notify a low bidder who is not to 
receive the award of the fact that he is not to receive the award and 
the reasons for it ? 

Mr. DeLoria. At that time, sir, it was not a general practice. We 
notified them if they made an inquiry. But subsequent to that time, 
we established an operating procedure whereby all people who had bid 
on an invitation and who were unsuccessful were notified that their 
bid was considered but that they did not receive the award. If they 
were not low we don’t give them all the information. But if they 
come back and ask who got the award or what the price was, then 
we dig into the files and give them that added information. But we 
send a courtesy letter to ali of them, thanking them for their bid and 
telling them we are sorry that we were unable to make an award to 
them on this particular invitation. 

Mr. Casry. Well, in other words, there was no procedural re- 
quirement at the time of this award to notify the low bidder or a low 
bidder of the fact that his bid was not going to be accepted and of 
the reasons why it would not be accepted ¢ 

Mr. DeLoria. I don’t believe that there was any procedural re- 
quirement at that time, and the only information given out was upon 
inquiry. 

Mr. Cassy. Did you generally undertake to notify a low bidder 
who did not receive the award ? 

Mr. DeLorra. Upon inquiry. I mean that I can’t say that I gen- 
erally do that, if you mean me as an individual, but the Division at 
that time—you must remember that we were handling thousands of 
bids, and I mean thousands of bids. We had thousands and thousands 
of inquiries from all over the country, and due to the administrative 
task attached to complying with all requests, reviewing all requests, 
answering all requests, we sometimes did not answer all requests. But 
eventually all inquiring parties as to their relative status on a bid 
that they had bid on, they would get it. We would write to them. 

There were a great many many companies at that time operating 
as service companies, who published bulletins and sold bulletins and 
sold a service to the general public throughout the land, who were 
always inquiring about the outcome of bids, who was the low bidder 
and what the prices were. To be very truthful, we endeavored to 
drag our feet on that type of an inquiry, and we answered it when we 
got to it, but we gave the individual bidder preferred attention 
wherever possible. 

Mr. Casey. Did you have thousands of invitations, Mr. DeLoria, 
where the low bidder’s bid was not accepted ? 

Mr. DeLorta. I said we had thousands and thousands of bids. 

Mr. Casey. I am asking you a different question now. I am ask- 
ing you a question as to whether or not you had thousands of in- 
vitations where the low bidder’s bid was not accepted. 

Mr. DeLorra. I wouldn’t say that. We had a good percentage. 
We had a fair percentage of bids where the low bidder was not 
accepted for one reason or another, for not fully complying with the 
procurement regulations that were in existence, and upon demand or 
upon a visit or telephone call or a letter of inquiry, we would give 
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them the reasons as to why their bid was not considered responsible 
and/or responsive. 

Mr. Casey. Didn’t you get a good proportion of inquiries from 
these low bidders whose bids were opened at a public opening and who 
were known to the general public to be low? Didn’t they undertake 
to ask you why they didn’t get the award? 

Mr. DeLoria. A great many of them; yes. A great many many of 
them have followed us and inquired as to why they didn’t get a 
contract on the following day or the following 2 days after a bid 
was opened. Many of the low bidders who eventually got contracts 
would inquire. 

Mr. Casey. Assuming what you say is true, that you got thousands 
of requests from bidders all over the country for information of one 
kind or another, isn’t it a significant action, of the procurement process 
for you to notify a low bidder that his bid will not be accepted be- 
cause it has been found unresponsive? In other words, isn’t that 
more significant, a more significant step in the procurement process 
than the ordinary inquiry might be? 

Mr. DeLorta. Well, we eventually determined that that was a very 
important step,.not only for the low unsuccessful bidder, but for all 
unsuccessful bidders, and we instituted a procedure whereby all bid- 
ders—naturally, the successful bidder was notified because he got 
his contract in due course—but as to the unsuccessful bidders, we had 
so many thousands of inquiries, that we at one time deemed it’ ad- 
visable that we should establish a system whereby they should all be 
notified. I believe since that time it has been incorporated in the 
Army procurement procedures as a definite and positive requirement. 

Mr. Casey. So that there is no assurance that the records will re- 
flect the telephone call that you made to Pilarski ? 

Mr. DeLorta. There is no assurance. 

Mr. Casey. Now, do you remember the successful bidder on that 
invitation ? 

Mr. DeLorta. No, I don’t remember who the successful bidder was. 
I have not seen the file for some two years or more or thereabouts, 
and I would only be guessing if I endeavored to tell you who the 
successful bidder was. 

Mr. Casry. Do you remember that the successful bidder offered a 
Carter carburetor kit rather than a Hygrade kit 

Mr. DeLoria. Well, I would say that in view of the fact that we 
asked for a Carter kit, that most likely the successful bidder did offer 
a genuine Carter kit. 

Mr. Casry. Mr. DeLoria, a serious charge has been made against 
some representative of the Carter Carburetor Co. by Mr. Pilarski. 

Mr. Horrman. Someone who claimed to be a representative of 

Mr. Casry. I accept the correction, Mr. Hoffman—to the effect 
that he was offered $5,000 to withdraw his bid. Has that or any facts 
concerning that allegation ever come to your attention ? 

Mr, DeLorta. Not until I read it in the newspaper yesterday or the 
day before that; the first publication of the newspaper that carried 
that information is the first time that I had any knowledge what- 
soever of it. 

Mr. Harpy. Do you recall having any conversations with any rep- 
resentative of Carter Co. during that period between the receipt of bids 
and the making of the award ? 
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Mr. DeLortra. I don’t recall specifically. I may have had. I may 
have had a conversation with some representative of the Carter Car- 
buretor Co. I do not recall specifically. 

Mr. Casey. Another allegation has been made that the Piston Serv- 
ice Co., a Hygrade distributor, had the approval of an “or equal” kit 
from Ordnance before the bids were opened, but that the letter approv- 
ing the “or equal” kit was removed from the file. Do you know any- 
thing about that allegation ¢ 

Mr. DreLorta. No, I don’t. The only thing I can say there is what 
I told you yesterday noon, is that on o¢casion—and we welcome this 
opportunity—where bidders intended to bid on an “or equal” kit, if 
they saw fit to submit a sample prior to the time a bid opened, we ren- 
dered them the service of sending—I shouldn't say “kit.” IT should 
have said an item, where they were bidding on an “or equal” item, 
we would render them the courtesy and service of sending that item 
out to the engineers for evaluation. So that when the bid was opened, 
we would hope to have an answer at that time, and if by chance the 
man was low, we would save ourselves a certain amount of time of 
going through that same process after the bid was opened. We would 
do that for anybody and everybody who desired to submit a sample 
prior toa bid opening. We have done that in my experience, or in my 
time, even when an item was not being advertised for a buy. People 
would like to have their item tested by our technicians, and we have 
shown them that courtesy of accepting their item and sending it out 
to the component lab at the Detroit Arsenal and having them test it. 

Mr. Harpy. Well, now, if there had been prior approval of an “or 
equal” item, that approval would have been valid with respect to any 
hidder who bid on supplying that same “or equal” item, would it? 

Mr. DeLerta. It would apply to everybody who would have bid on 
that item regardless of who they were. If there was more than one 
bidder, vou mean, on the same type of item / 

Mr. Harpy. That is right. If the Hygrade kit had been approved 
ot the request of the Piston Service Co., and if Victoria bid on fur- 
nishing that same kit, that approval with respect to that kit for Piston 

-Service Co. would have been valid with respect to Victoria? 

Mr. DeLorta. If they had bid on the very same number; yes, sir. 

Mr. Casey. Now, Mr. DeLoria, as I remember Mr. Pilarski’s testi- 
mony, he stated that upon the occasion of his visit to you, the day 
after the bids were opened, the question of packaging came up and 
vou told him that the Government didn’t want people to lose money 
on contracts, and that if he had been mistaken as to the packaging, he 
would have permission to withdraw his bid; is that correct ? 

Mr. DeLorta. I don’t remember that, but I have in my time told 
thousands of people that the Government did not wish to buy when 
knowingly a company was going to lose money. Further, in my 
capacity as contracting officer and chief of procurement, I have always 
endeavored to alert myself to an obvious error. If I could detect an 
obvious error in the bid of any concern, it has been and is my duty to 
immediately contact that company to confirm my suspicion, and in 
accordance with regulations, if such a thing did take place, I would 
not have any authority whatsoever to allow him to withdraw their bid. 
They would have to submit a petition for the allowance to withdraw 
it, and I would then have to file that petition or request with our 
superior office in Washington for review, up at the staff level, and 
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they and they only would tell me whether or not the error seemed 
to bea justifiable error to the extent that a bid could be withdrawn. 

Mr. Harpy. On what basis do you ever have authority to permit 
withdrawal of a bid? 

Mr. DeLoria. We do not have authority to allow anybody—local 
authority, you mean? 

Mr. Harpy. That is right. 

Mr. DeLoria. We don’t have authority to allow anybody to with- 
draw a bid after the bid is opened. 

Mr. Harvy. Do you frequently recommend authority for with- 
drawal of bids? 

Mr. DeLoria. We do not frequently recommend—— 

Mr. Harpy. Permission to withdraw a bid? 

Mr. DeLoria. We have processed a certain number of requests, but 
not on our recommendation. 

Mr. Harpy. You would make some recommendation as to the action 
with respect to any such request, wouldn't you / 

Mr. DeLoria. We would analyze the bid offered. We would analyze 
the information presented by the company as to the error made, and 
we would submit our comments along with the papers to Washington. 
for the purpose of seeking approval or disapproval to have a bid with- 
drawn. 

In some cases, sir, we have just submitted the bare facts and have 
asked Washington to analyze the bare facts. We have not found our- 
selves in the position to recommend or not recommend. 

Mr. Harpy. But in other cases, you do make recommendations ? 

Mr. DeLorta. In certain cases, we have made recommendations. 

Mr. Harpy. And where you recommend permission to withdraw, 
what has been your experinece? Is it usually approved? 

Mr. DeLoria. I would say that in my experience—and this is from 
memory—that the majority of cases that have gone to Washington, 
recommending that the company be allowed to withdraw their bid 
have been acted on favorably. 

Mr. Harpy. And similarly, where you have recommended against 
withdrawal, presumably they would be generally disapproved / 

Mr. DeLoria. Well, if we recommended against withdrawal, we 
would endeavor to solve that problem at a local level. 

Mr. Harpy. Without even transmitting the request ? 

Mr. DeLorta. Yes. We would sit down with the man and show him 
where in our own honest opinion he didn’t make any error, and that 
he has made a bona fide agreement. 

Mr. Harpy. So that if a bidder wished to withdraw his bid, the 
most helpful thing he would do would be to secure the favorable 
recommendation of the responsible officer where the bid was sub- 
mitted ? 

Mr. DeLorta. That is correct. He would stand the best chance, of 
course, but in my own personal opinion, I do not think the people at 
staff level, and I don’t think the people in the office of Chief of 
Ordnance go wholly by our recommendation. 

Mr. Harpy. I expect that is right. 

Mr. DeLorta. They use our information as a guidance, and I be- 
lieve they make a very, very impartial and independent review. 
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Mr. Harpy. They don’t like to override a subordinate. I guess that 
is generally true and understandably so. 

Mr. DeLoria. I wouldn't put it that way. They do override a sub- 
ordinate, and if we don’t gather the right facts, and we don’t make the 
right presentation, then we should be overriden. 

Mr. Casry. Mr. DeLoria, as a contractor officer, you appreciate 
that no matter how firm the proof is that the contractor made an error, 
there is no authority either at the local level or the statf level to with- 
draw that bid, unless that error was mutual. In other words, unless 
there was such a disparity in price or other facts in the bid as to put 
you on notice of an error—isn’t that so? 

Mr. DeLoria. Well, if I were put on notice as a contracting officer, 
that there is an obvious eror, I would then confer with the contractor 
and bring that to his attention, and I would make him aware of the 
regulations and make him aware of his rights. But it is not necessar- 
ily a mutual error, as you mention. It is strictly an error on the part 
of the contractor. 

Now, if the Government makes an error in their invitation and mis- 
represents the item that they desire or misquotes their specification, or 
some such thing as that, then it is incumbent upon the Government to 
cancel out that invitation and readvertise for the correct or properly 
described item. 

Mr. Casey. This is the situation prior to the award of a contract? 

Mr. DeLorta. Well, either prior or after. If the Government has 
made a mistake and if they have quoted the wrong drawing number, 
the wrong revision or the wrong specification—something which has 
misled a contractor—then naturally the bid isn’t based on the proper 
item. It is then incumbent upon the Government to withdraw that 
and give everybody the same opportunity of rebidding on the properly 
described item. 

Mr. Casey. There was nothing about this bid that put you on notice 
before talking to Mr. Pilarski, that there might have been an error in 
this bid? 

Mr. DeLoria. Nothing whatsoever. The only reason I want to re- 
peat that, or the only reason that I mentioned anything to Mr. Pilarski 
about packaging was because of the fact that he was a brand new 
bidder. We had never done business with him before; that is, when 
I say “we”, the Detroit Ordnance District. 

This was an award in excess of $100,000. It was a big award. I 
wanted to take the opportunity of reminding him of what I thought 
was a rigid guide and what I still think is a rigid packaging require- 
ment. 

On or about that same day, I had a production service man go out to 
his place of business, to survey his facilities et cetera, to see whether 
or not he was a properly authorized representative of the Hygrade 
Co., and whether he was a legitimate dealer that we could do business 
with and one who could handle a contract in excess of $100,000. 

Mr. Horrman. Will you find out, Mr. Casey, just about when, with 
reference to the opening of the bid, this conversation which he just 
gave us took place? 

Mr. Casey. Do you remember, Mr. DeLoria ? 

Mr. DeLoria. It was shortly thereafter. 

Mr. Horrman. What do you mean, “shortly thereafter” ? 

Mr. DrLorta. After the bid was opened. 
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Mr. Horrman. When was it, approximately ? 

Mr. DeLorta. Well, at noontime yesterday, when I talked to Mr. 
Casey, I said I thought it was a day or two, but now I could be mis- 
taken. It could have been 2 or 3 days. 

Mr. Horrman. That is your present recollection ? 

Mr. DeLorta. That is my present recollection. 

Mr. Horrman. It was no longer than 3 days after the bid had been 
opened ? ; 

Mr. DeLorta. I wouldn’t want to say that positively, but I will say 
jt was very shortly after the 

Mr. Horrman. That is your best recollection ? 

Mr. DeLorta. That is right. 

Mr. Botting. Mr. DeLoria, do you happen to remember what the 
results were of that survey you just mentioned—the survey of Mr. 
Pilarski’s facilities ? 

Mr. DeLorta. I do not think it was too favorable, but I would have 
to refresh my memory by looking at the file. 

Mr. Botiine. As I remember it, you have already testified to the 
effect that the only reason that the low bidder was not awarded the 
contract was because Engineering said that the item submitted was 
not, in fact, an “or equal” item. 

Mr. DeLoria. That is the reason why he was not given the award, 
because his item did not meet the proper specifications. Now, if you 
will indulge me, I will go one step further. Had his item been 
accepted, then the determination as to whether or not he would re- 
ceive the award would depend a great deal on the report of the survey. 

Mr. Botiine. You didn’t get to that step? 

Mr. DreLorta. We didn’t use it. We may have gotten to it. The 
file will show whether we did or not, whether the survey report was 
received in procurement prior to the time we rejected his—or prior 
to the time we got our rejection. But as I remember, the award was 
not made to this company because of engineering failure. 

Mr. Botiinc. Now, do you happen to remember, Mr. DeLoria, when 
those Hygrade kits were determined to be an “or equal” item / 

Mr. DeLorta. I do not. 1 do remember this: That an official— 
I think it was the vice president—of the Hygrade Co. called at my 
office on several occasions, and all I could tell him from a procure- 
ment angle was that on “or equal” items we relied entirely on the 
engineering evaluation. 

Eventually they arranged a meeting at the arsenal where some 20 
to 30 people attended, with representatives of the Hygrade Co. 

It was decided then that Hygrade of their own accord could submit 
as many samples as they desired to submit on the various items that 
we were buying at the time, and that the commanding officer of the 
arsenal would ask his component laboratory to test these items as 
fast as they could be tested, in order that Hygrade would know their 
relative position on “or equal” items that we were buying. 

They included a great many electrical items. 

Mr. Boring. This took place some time after? 

Mr. DeLorta. Quite some time. 

Mr. Bourne. That is all. 

Mr. Casey. I have no further questions. 

Mr. Horrman. Let’s see if my understanding of this is correct. 
You called for bids on an item which required an “or equal” kit? 
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Mr. DeLoria. We called for a kit, and if my memory serves me 
correctly from what I gather here, we probably called for a Carter 
kit. 

Mr. Horrman. A Carter “or equal” kit. 

However, you put out this invitation for bids that called for a 
Carter kit, you say, “or equal”? 

Mr. DeLorta. “Or equal.” 

Mr. Horrman. Then Pilarski put in a bid which was low? 

Mr. DeLorta. That is right. 

Mr. Horrman. Now, when did anyone in Ordnance determine that 
the item to be supplied to him was not equal to the Carter? 

Mr. DeLorta. You don’t mean “supplied to him,” the item that 
he offered. 

Mr. Horrman. That he offered you. 

Mr. DeLorta. Well, he bid right in his own papers, right in his 
own bid forms—and I would have to see this—but the usual procedure 
is that when a man bid on an “or equal” he would insert, right oppo- 
site the item, the name. 

Mr. Horrman. In this case, that was Hygrade? 

Mr. DrLorta. Hygrade, I believe it was. 

Mr. Horrman. When did Ordnance determine that Hygrade was 
not equal to Carter? 

Mr. DeLorta. Well, immediately thereafter, immediately after we 
opened the bids. 

Mr. Horrman. Didn’t they determine that before? 

Mr. DeLorta. Not to my recollection. 

Mr. Horrman. Whenever they did determine it, it was made a mat- 
ter of record? 

Mr. DeLorta. Yes, sir. 

Mr. Horrman. Your files will show that ? 

Mr. DeLorta. Our files will show. 

Mr. Horrman. I'd like to know if the files show when engineering 
advised the department that made the award that this Hygrade item 
wasn’t “equal.” 

Mr. Harpy. Mr. Cary has agreed to furnish us the files as soon as 
he can get it. We will have the staff check that very carefully. 

Mr. Horrman. In my mind, that has a definite bearing on this offer 
of $5,000 to withdraw the bid. 

Mr. Harpy. Alleged offer. 

Mr. Horrman. Any way, it was, you say, after or before the bids 
were opened, to your recollection? Which? 

Mr. DrLorta. To my recollection, and in the usual procedure. 

Mr. Horrman. What was it in this case, to the best of your recollec- 
tion’ Nobody is trying to ask you for days or hours or anything like 
that. All you are giving anyway is your best recollection. 

Mr. DeLorta. If we followed our procedure 

Mr. Horrman. Did you or didn’t you? 





Mr. DeLoria. I am sure we did, but immediately after the bids were 
opened or as soon-as possible after the bids were opened—— 

Mr. Horrman. Which might be how long after? 

Mr. DeLoria. Which might be a day or 2 days. We set up a 3-day 
maximum and try to work within that 3-day maximum, and we would 
take the low one, two or three, if they all happened to be alternates or 
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equal bids, so as to save time, and we would write up a formal request 
to the stock control people out at the Detroit Arsenal. We'd say, 
low bidder No. 1, give the name and item they offered and ask them 
to evaluate that. If there was more than one, we'd list them. 

Mr. Horrman. That was the time that your own department or 
agency, or whatever you call it, would tell you whether or not this 
item was or was not equal to the Carter ? 

Mr. DeLorta. The reply to that communication was the decision as 
to why we could not make this award to Victoria. 

Mr. Horrman. You say you received a reply that it was not equal 

Mr. DeLorta. That it was not equal. 

Mr. Horrman. But later on, the department reported that that was 
equal to the Carter ? 

Mr. DeLoria. That I don’t know. 

Mr. Horrman. Don’t you know anything about that? 

Mr. DeLorta. Well, not in connection with this particular pro- 
curement. 

Mr. Horrman. In connection with any other bid. 

Mr. DeLorta. I do not know whether the same kit was later on 
developed, but I do know that Hygrade, after having the meeting that 
I previously referred to with the arsenal people, were allowed the 
privilege to send in certain samples. Whether one of the samples 
happened to be this kit or not, I could not say. It may have been or 
it may not have been, but they did send in certain samples of their 
items. 

They make more than just the kits, sir; they make several electrical 
items. 

Mr. Horrman. When did you first hear about this $5,000 offer? 

Mr. DeLorta. When I read it in the papers. 

Mr. Horrman. Didn’t Pilarski say anything to you about it? 

Mr. DeLorta. He never said anything to me about this $5,000. 

Mr. Horrman. Did anyone at any time ever talk with you or write 
you 

Mr. DeLorta. Nobody ever 

Mr. Horrman Nobody ever what? 

Mr. DeLortra. Nobody ever talked to me. 

Mr. Horrman. About what ? 

Mr. DeLorta. About the $5,000 that you are going to ask me about. 

Mr. Horrman. I am not going to ask you about that at all. That 
wasn’t what I had in mind. 

Mr DeLorta. Excuse me. 

Mr. Horrman. You can answer that if you want to. 

Mr. DeLorta. Will you take it as an answer? 

Mr. Horrman. Allright. What I was going to ask you was whether 
anyone ever talked with you or wrote you with reference to the Carter 
kit? That is, about the time that this other bid of Pilarski’s was in? 

Mr. DeLorta. I have answered that question. 

Mr. HorrMan. I have some difficulty in understanding, so we will 
just impose on you and ask you for another answer 

Mr. DeLorta. I will be very glad to repeat. Mr. Casey asked me a 
little earlier whether, to the best of my recollection, a member of the 
Carter Company conversed with me during the period. 

Mr. Horrman. Then he added to it whether someone wrote you, 
which I don’t assume someone did. 
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Mr. DeLorta. I don’t remember. 

Mr. Horrman. They wouldn’t put that in writing, anyway 

Mr. DeLorta. If they did, it would be in the files. 

Mr. Horrman. Were there any other bids pending at that time, 
which had the Carter item in them ? 

Mr. DeLorta. Oh, I believe, to the best of my memory, sir, there 
were a great number of bids on these items. It was a highly competi- 
tive item. 

Mr. Horrman. Was Carter, along about that time, successful in 
any bids? 

Mr. DeLoria Carter has been quite successful, not directly, sir, but 
through their distributors at that time, and quite successful on a great 
many electrical items. 

Mr. Horrman. It was to Carter’s interest to see that only their stuff 
went in or was approved; was it not? 

Mr. DeLorta. Well, I would prefer not to make that decision. 

Mr. Horrman. Well, if I was making parts and Carter was selling 
to the Government, I wouldn’t want the competitor to have a bid ac- 
cepted that carried another item in it. 

Mr. DeLorta. Well, I wouldn’t blame you. 

Mr. Horrman I think you’d do the same thing, wouldn’t you? 

Mr. DeLoria. Well 

Mr. Horrman. Well, let it go. You are not selling, anyway. 

Mr. DeLort. I am not. 

Mr. Horrman. You have had how many years’ experience in the 
Government ? 

Mr. DeLorta. I have over 21 years’ experience with the Government 

Mr. HorrMan. Did these people who bid, or their agents, indulge in 
entertaining, as far as you are concerned ¢ 

Mr. DeLortra. Well, I have read in the papers and I have heard a 
lot of hearsay about entertainment and gifts and so forth. I have 
been questioned, I don’t know how many times—I have been ques- 
tioned —— 

Mr. Horrman. I thought maybe you would want to make it a matter 
of record for the newspapermen that vou did or did not get all that 
entertainment. Some may envy you and some may not. 

Mr. DeLorta. If you would like to ask a direct question about any 
particular phase or any particular company or any particular indi- 
vidual, I will be very happy to answer you with a truthful answer. 

Mr Horrman. Well, in justice to yourself and to your family, you 
might want to tell us about it. There is an item of $290 for enter- 
tainment. 

Mr. DeLorta. It does not have to do with this case. Mr. Casey 
asked me that question at noontime. 

Mr. Horrman. That is a lump sum, as far as I know. That might 
all have been in one evening; it might have been over 10 years or 5 
years. If I was in your place, I’d put it on the record. 

Mr. DeLorra. Mr. Casey asked me a question yesterday at noon- 
time, and I denied it. If he wants to repeat it for the record, I will 
be very glad to answer. 

Mr. Horrman. Answer it now—the newspapers have something in 
there. 

Mr. DeLoria. They have a lot in the newspapers, sir. 
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Mr. Casey. Mr. DeLoria, your name has not previously been men- 
tioned in connection with this, but since it has, I will ask you now 
the question I asked you yesterday at noontime. There was an item 
of $290 that was mentioned by Mr. Hoffman in connection with the 
George Day testimony. 

Mr. Horrman. Some fellow said he spent that much entertaining. 

Mr. Casey. That is right. Your name was indicated as being en- 
tertained, either yourself, your wife, or both; that is, either yourself 
or you and your wife had been entertained to that extent. Now, 
were you ever entertained by George Day ? 

Mr. DeLortra. I was never entertained by George Day. . 

Mr. Casey. Were you ever entertained by any representative of 
the Piston Service Co. 

Mr. DeLortra. I was never entertained by any representative of the 
Piston Service Co. 

Mr. Casry. There was an item that I saw in the record of the 
Piston Service Co. file, and I believe it was okayed by Otto Kuschewski, 
indicating on one occasion $150 was spent as entertainment for you 
and your wife, I believe. Is that or is that not a fact? 

Mr. DeLorra. That is positively incorrect. 

Mr. Horrman. Maybe somebody padded the expense account. 

Mr. Casey. I have no further questions. 

Mr. Meaper. You left that up in the air. He said it is incorrect 
that the $150 was spent entertaining him and his wife. 

Mr. DeLorta. I denied the $150 or any other entertainment. I had 
previously denied that. If the record isn’t clear, I would like to 
categorically deny it right now. 

Mr. Horrman, That was my purpose in asking the question. It 
was hardly fair to let the record stand the way it was. 

Mr. DeLorta. Thank you, sir. 

Mr. Harpy. Do I understand, then, that you have never been enter- 
tained by Mr. Otto Kuschewski ? 

Mr. DeLorta. I have not. 

Mr. Harpy. Or any representative of his company ? 

Mr. DeLorta. Or any representative of his company. 

Mr. Meaper. I am not clear as to whether there are any records here 
in Detroit that cover this transaction we have been discussing here this 
morning. 

Mr. DeLorta. Well, sir, I have left that particular office, but I have 
discovered this morning that the file pertaining to that record has 
been sent out to the archives. It has been retired to the archives. 
They have asked for it, and they expect it momentarily. 

Mr. Meaper. My point is there may be records that might refresh 
your recollection that are not a part of the file, such as any telephone 
conversation which you noted in your own diary or own memoranda at 
that time. 

Mr. DeLorta. That could be right. 

Mr. Meaper. Have you looked for such records? 

Mr. DeLorta. No, I haven’t, sir. I didn’t know that I was going 
to be asked about this case until I saw it in the papers. 

Mr. Meaper. As it stands now, we don’t even know what date this 
occurred, do we? 

Mr. DeLorta. I don’t know exactly what date it occurred. I think 
the papers are fairly correct when they say about 1949, but I again 
would have to see the record, sir. 
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Mr. Mraver. Well, this is what I am trying to get at. The other 
night when this matter arose, the chairman of the subcommittee asked 
the representatives of the Ordnance Department to have you appear 
before the subcommittee and to bring with them all records pertain- 
ing to this transaction that they could find. 

Now, I am not sure yet that all records have been sent out to the 
St. Louis Archives, or whether there may be some records that would 
shed some light on this matter that are right here in Detroit. 

Mr. DeLoria. I have no knowledge of that. I had no knowledge 
of it until 9: 10 yesterday morning, when I was called out of bed and 
asked to come down here. 

Mr. Meaper. Did you keep a diary or some kind of notation of these 
conversations ¢ 

Mr. DeLeria. I never kept a diary of any conversations or any 
notations that I make in regard toa particular case; I make that a part 
of an individual file of that case. 

Mr. Meaver. If you indicated any notation of this conversation 
with Mr. Pilarski, it would be a part of the file that was sent to St. 
Louis / 

Mr. DeLoria. That is right. 

Mr. Meaper. You don’t have any independent records / 

Mr. DeLorta. I don’t have any independent records. 

Mr. Meaprer. I don’t believe it is clear whether or not you recalled 
discussing this with Mr. Pilarski or his representative, Mr. Nashar. 
Do you know Mr. Nashar? 

Mr. DeLorra. I know who he is. 

Mr. Meaper. Was he present at the time of the conversation you had 
with Mr. Pilarski ¢ 

Mr. DeLor1a. There was another individual at one time with Mr. 
Pilarski. It could be Mr. Nashar, but that I do not—I could not 
verify. 

Mr. Meaper. As far as you recall after the opening of this particu- 
lar bid, you had only one personal conversation or conference with 
Mr. Pilarski and/or a representative ? 

Mr. DeLortra. No, I said that Mr. Pilarski had called our office, I 
believe, on two oceasions. 

Mr. Meaper. After the bid was open? 

Mr. DeLorta. After the bid was opened, sir. 

Mr. Mraper. So there were two occasions, and was Mr. Nashar 
present at both of these occasions, or some representative ¢ 

Mr. DeLoria. There was a representative with him once. Whether 
the same representative was with him on both occasions, I do not re- 
member. It could be or could not be. Iam not certain about that. 

Mr. Meaprer. Now, at either of those conferences, was there any 
discussion about the withdrawal of Mr. Pilarski’s bid ? 

Mr. DeLorta. No, sir; none whatsoever. 

Mr. Mraper. You are positive about that? 

Mr. —- I am positive about that. I can repeat what I said 
earlier. I did, in all fairness to him and in fairness to my position, 
question him about his packaging because prior to that—well, under- 
stand, gentlemen, that pac kaging wasn’t as rigid then and it is pro- 
gressively getting more rigid, and I wanted to remind him and I 
asked him if he thoroughly understood the packaging requirements. 
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Mr. Meaper. But you are very clear in your recollection of these 
conferences with Mr. Pilarski that you did not say to him that he 
could withdraw his bid. 

Mr. DeLorra. At no time whatsoever did I intimate, suggest, or 
mention to Mr. Pilarski anything about withdrawing his bid. 

Mr. Meapver. On page 662 of this subecommittee’s hearing, Mr. Pilar- 
ski testified as follows: 

I think Mr. Joe Nashar explained once already. Mr. DeLoria mentioned to 
us, he said, “If you fellows think you are going to lose any money on this, you 
don’t have to take the deal.” 

You categorically deny you made any such statement ? 

Mr. DeLortra. I have no recollection whatsoever of asking or sug- 
gesting or intimating or mentioning to him the possibility of his 
withdrawing his bid. 

Mr. Meaper. Well, now, that is just a little bit different than saying 
you are positive you did not say that to him. 

Mr. Harpy. It is hard to be positive after this length of time, as to 
what took place. 

Mr. Meaper. His testimony has been that there was no discussion 
of withdrawal. Now, his testimony is that he has no recollection of 
it. 

Mr. Bourne. Certainly the implication here that he questioned 
him closely on the matter of packaging might have given rise in Mr. 
Pilarski’s mind to the question of withdrawal—without any im- 
plications. 

Mr. Horrman. What was the purpose of calling his attention to the 
possible loss out of packaging if it wasn’t to afford him an opportunity 
to withdraw his bid? 

Mr. DreLoria. I did not question him, sir, about possible loss on 
packaging. I questioned him as to the clarity of the packaging re- 
quirements. He fully understood. 

Mr. Horrman. What was the purpose of calling his attention to the 
packaging? He had his specifications or would have, wouldn't be, 
since that was his business / 

Mr. DrLorta. I have endeavored to explain that. I would like to 
repeat it. He was a brand new bidder. As far as I am concerned, I 
had never heard of a Mr. Pilarski or Victoria Motor Sales before in 
my life. 

We, at about that time, were incorporating into our invitations 
more rigid packing instructions than had been included in the invita- 
tions of the preceding year and the preceding periods, and Mr. Pilar- 
ski, please believe me, isn’t the only one I have questioned on packag- 
ing. I have questioned many, many contractors as to whether or not 
they thoroughly understood our AXS 1222 domestic or export, which- 
ever the case may be. 

Mr. Horrman. You also asked him whether he could get these 
Carter kits, didn’t you? 

Mr. DeLorta. I did not. TI did not ask him anything about Carter 
kits because he bid on the Hygrade kit. I probably asked him if he 
was a bona fide representative of Hygrade, and J can tell you right 
now that at that time he was not a bona fide representative of the 
Hygrade Manufacturing Co. in Long Island, N. Y. Yet he was 
bidding on a substantial quantity of their particular product. 
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Mr. Horrman. If he was a low bidder, what difference did it make 
to you as a Government buyer, whether he could package it or whether 
he couldn't ? 

Mr. DeLorta. It makes a lot of difference to me whether he can 
supply the item as we asked for it. That is 99 percent of my job, sir, 

Mr. Horrman. To find out whether they can? 

Mr. DeLorta. To see whether or not a bidder is responsible and re- 
sponsive, and part of that is to see whether they can comply with the 
various specifications, whether they be packaging or manufacturing. 

‘Mr. Horrman. Then we get to the point where if he didn’t under- 
stand the packaging, you wouldn't let him have the contract, would 
you? 

Mr. DeLorta. We did not arrive at that point, so I prefer not to 
make an answer as to that. 

Mr. Horrman. This is a part of your policy that I am asking for 
now, sir. You asked him whether he understood the packaging re- 
quirement, and he gave you some information. Now, if you learned 
that he didn’t understand it and he couldn’t package the stuff without 
losing money, was it your policy then to give him an award? 

Mr. DeLorta. If I remember correctly, he said he did understand 
it; he would check into it and he later on advised me that he did under- 
stand it, and I believe that was on his second visit to the office, and 
I think the record will show, if and when we can get our hands on 
the record, that he proposed to package it in his sales room. 

Mr. Horrman. Just a few moments ago, you said that the only 
reason that you didn’t give him that award was what ? 

Mr. DeLoria. Because of the fact that the engineering evaluation 
disqualified his item. 

Mr. Horrman. Yes, sir—then you also gave another answer. You 
gave the two, and you said the “only” reason. You gave one and now 
you have given another one. 

Mr. DeLorta. I would like some clarification on what you have 
reference to. 

Mr. Horrman. I have reference to this packaging business. 

Mr. DeLorra. Well, try and follow the channel of events. We 
opened bids. This company was the low bidder and his company 
offered an “or equal” item. We took that offer, prepared it in the 
usual manner, and sent it out to the engineers to evaluate. ' 

Well, simultaneously—and mind you, in order for it to be evaluated, 
it may take a day and sometimes it takes an extended period of time— 
while we were waiting for that answer, we wanted to determine the 
responsibility of this low bidder, financially and otherwise, including 
packaging, where.it would be packaged, finances, or whether he had 
a plant or whether he had the ability to handle a contract in excess 
of $100,000. 

Mr. Horrman. What was your determination on that? 

Mr. DeLorta. Well, we initiated a survey, and I do not remember 
what that showed. This is part of the file which is not available. 

Mr. Horrman. Unless I am clearly mistaken, you did say and the 
record will show you made the statement, that the only reason he 
didn’t get the award was because he couldn’t package the stuff. 

Mr. DeLorta. No; I did not say that. If I said that I made a 
blunder. 
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Mr. Horrman. That is to say, you gave two reasons and each time 
you said “only,” or that at least once was in the question. 

Mr. DeLorta. I am sorry. 

Mr. Horrman. You didn’t mean that ? 

Mr. DeLorta. I didn’t mean “only.” 

Mr. Horrman. Tell usif there was one reason—only one reason. 

Mr. DeLorta. It was the failure to meet the engineering require- 
ments, engineering specifications. 

Mr. Horrman. Was that the only one reason ? 

Mr. DeLorta. That is the reason on which I remember his bid was 
not accepted. 

Mr. Horrman. Then the packaging didn’t have anything to do 
with it ? 

Mr. DeLoria. The packaging was incidental. 

Mr. Horrman. His ability to supply the item didn’t have anything 
to do with it ? 

Mr. DeLorta. Indirectly it did because we made an investigation, 
but the decision was not based on that investigation, sir. 

Mr. Horrman. We have got it now that the real reason was that it 
was not an “or equal.” 

Mr. DeLorta. That is right. 

Mr. Horrman. The validity of that reason all depends on whether 
the determination of your engineers came in before or after this talk 
about packaging, doesn’t it ? 

Mr. DeLorta. The talk about packaging came in before we got the 
answer on the engineering. I took that upon myself to answer or ask 
the man whether he was fully aware of our packaging requirements. 

Mr. Harpy. Do you have something further to say ? 

Mr. DreLorta. In yesterday’s edition of the news releases, my name 
was directly implicated with this $5,000 bribe. I have a family that I 
am very proud of. I am proud of my Ordnance career, and I would 
like very, very much if the newspaper people here today will report 
today, if they care to report anything, the true facts as I have pre- 
sented them, and get me away from that implication of the $5,000 
bribed. If you read the news releases yesterday at noontime, I was 
involved directly with the $5,000 bribe, and I repeat, I have a family 
that I am very proud of and I am proud of my Ordnance career and 
T do not feel as though anything like that should mar my reputation. 

Mr. Harpy. Mr. DeLoria, I might make this observation in that 
connection: I can fully appreciate how you feel about such implica- 
tions. I don’t see how the press could fail to get an accurate picture 
this morning. However, when the press selects a particular phase of 
the testimony to emphasize, that is something I have no control over. 

‘Mr. DeLorta. I realize you have no control, but I did want you to 
indulge with me so that I could make this statement, sir. I think it 
is most unfair. 

Mr. Harpy. I have a feeling most press people do have some spark 
of fairness somewhere inside, and | feel certain that after having 
heard your testimony, they will feel inclined to try to correct any 
error that has been made. 

Mr. Horrman. There is no evidence in the record anywhere that he 
had anything to do with it. 

Mr. Harpy. Of course there is no evidence in the record that he had 
anything to do with it. 
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Mr. Horrman. All we have is that the gentleman who testified said 
that someone called him over the telephone and said he was a repre- 
sentative of Carter and wanted to give him $5,000 to withdraw his bid. 
That thereafter he (the witness) did not get the contract. 

Mr. DeLoria. That is the way I understand it, Mr. Hoffman, but 
that isn’t the way it came out in the news releases yesterday. And I 
would greatly and deeply appreciate the retraction of any implica- 
tion that I was involved or connected with the $5,000 bribe. 

Mr. Horrman. I wouldn’t be worried much about that. 

Mr. DeLorta. I am worried about that. 

Mr. Horrman. One of the news stories said that I was the Devil’s 
advocate. The Devil doesn’t need advocating. The statement does 
not worry me. 

Mr. DeLortra. I am worried about it nevertheless. 

Mr. Harpy. Thank you, Mr. DeLoria. 

(Witness excused. ) 

Mr. Casry. Mr. Houser of the Troy Sunshade Co. 

(Whereupon, Mr. Bond Houser was sworn. ) 

Mr. Harpy. Mr. Houser, you are testifying under subpena from 
this subcommittee ¢ 


TESTIMONY OF BOND HOUSER, JR., PRESIDENT AND GENERAL 
MANAGER, TROY SUNSHADE CO. 


Mr. Howser. Yes, sir. 

Mr. Casey. Your full name is Bond Houser, Jr. ? 

Mr. Houser. Yes, sir. 

Mr. Casey. You are president and general manager of the Troy 
Sunshade Co. ? 

Mr. Houser. That’s right. 

Mr. Casry. Of Troy, Ohio? 

Mr. Houser. That is right. 

Mr. Casey. What is the business of your company, Mr. Houser? 

Mr. Houser. Our company manufactures several lines. We manu- 
facture—approximately 50 percent of our business consists of metal 
furniture, outdoor metal furniture, garden umbrellas, and tubular 
chrome furniture as well as tubular aluminum furniture; and ap- 
proximately 40 percent of our business consists of automotive equip- 
ment such as windshields for trucks, cab door ventilating windows, 
and seats, sash, stanchions and guard rails for busses, trolley cars; 
and the other 10 percent of our business is cloth specialty such as 
carpenter’s aprons, newspaper boy bags, and mailing bags of various 
kinds. 

Mr. Casey. Do you manufacture windshields ? 

Mr. Houser. Yes, sir. 

Mr. Casry. And do you supply windshields to various vehicle 
assemblers ? 

Mr. Hovser. Yes, sir. 

Mr. Casry.-Do you supply windshields to the Federal Motor 
Truck Co. ? 

Mr. Houser. Yes, sir. 

Mr. Casty. How long have you been supplying windshields to 


Federal Motor Truck Co. ? 
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Mr. Howser. Well, it has been a good many years. I am not in 
position to say when we first started supplying them windshields. 

Mr. Casey. Is it over 10 years ago? 

Mr. Houser. Sir? 

Mr. Casey. Is it over 10 years ago # 

Mr. Houser. Yes, sir. 

Mr. Casey. Does the Troy Sunshade Co. bid on Government pro- 
curement ? 

Mr. Houser. Yes, sir. 

Mr. Casey. Do they bid on windshields that they furnish to the 
Federal Motor Truck Co. 

Mr. Houser. You mean by that bid to the Government as well as 
to the Federal Motor Truck Co. ?¢ 

Mr. Casey. That is right. 

Mr. Houser. Yes, sir. 

Mr. Casey. And is that the general practice now of the Troy Sun- 
shade Co. ? 

Mr. Houser. That is the general practice now. 

Mr. Casry. Has it been the general practice in the past? 

Mr. Hovser. It was up until, I would say, around “48 or °49. 

Mr. Casey. And then what happened ? 

Mr. Houser. Then we refrained from quoting the Government on 
Government windshields where the Federal Motor Truck Co. wind- 
shield was specified. 

Mr. Casey. Now, Mr. Houser, the chairman of this subcommittee, 
addressed a letter under date of July 10, 1951, to you as president 
and general manager of Troy Sunshade Co. in which the subcom- 
mittee outlined, very briefly, the facts or the information which was 
disclosed from. its staff study with respect to the bids and the practices 
of the Troy Sunshade Co. ; 

In reply to that letter, you addressed a letter dated July 12, 1951, 
and I should like to read that letter into the record and ask for your 
comments upon it. 

This is addressed to “The Honorable Porter Hardy, Jr., chairman 
of the Government Operations Subcommittee” : 


Dear Sir: From your letter of July 10, I believe that you pretty well know 
that we have not quoted the Government direct in recent instances on wind- 
shield assemblies that we have furnished Federal Motor Truck Co. of Detroit. 
This does not represent a general policy of our company, but, as you are aware, 
we made this agreement with Federal at their request. On windshield assem- 
blies that we have made for other vehicle manufacturers, we have quoted the 
Government direct. 

Perhaps our policy with respect to entering no bids on Government inquiries 
for Federal windshields springs from the fact that we generally are willing to 
protect the vehicle manufacturers on service and repair parts rather than sell 
such parts direct to the consumer, in cases where we are specifically requested 
to grant protection of this kind. Such a request is not unusual in our industry 
as it saves the manufacturer from excessive costs of making up only one or two 
spare parts or assemblies for direct sale to the consumer. In cases where the 
vehicle manufacturer places orders with us for sizeable quanties of spare parts 
or assemblies, they are in position to make immediate deliveries to the con- 
sumers from these stocks, and the production of such parts and assemblies on 
sizeable stock orders result in a saving to all. 

If it is the wish of your committee that we hereafter bid direct on Govern- 
ment inquiries concerning Federal Motor Truck windshields, the same as we do 
on all windshields that we make for other vehicle manufacturers, we will be 
glad to comply in the future on receipt of instructions to that effect. It is hoped 
this letter will sufficiently present our views on the subject at your executive 
session this coming week. 
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What was the nature of your agreement with Federal, Mr. Houser? 

Mr. Hovser. I have nothing very tangible to prove that point. I 
think it was largely done in some telephone conversation. Myself, as 
well as our sales manager in our automotive division, as we call it, are 
relatively new. We have been in control of the management of that 
particular division for only 4 years. What the past history was is 
beyond our knowledge, and, frankly, if I had anybody to send up 
here, as I told you, who had a better knowledge than ‘I have, why, 
I probably would have sent them up. I think it would have been more 
helpul to the subcommittee. But under the circumstances, I felt that 
I probably had the best knowledge of any, although I will have to 
admit that it is very short-lived. 

Now, in a general way, it has always been our policy, as far as I 
know, to the best of my belief, to quote the truck manufacturers who 
have purchased tools from us for the manufacture of windshields for 
their particular vehicles, prices based on our actual cost estimates, as 
we would be able to determine them at that particular time of inquiry. 
In many, many cases we have also quoted the Government. The differ- 
ence in the prices would sometimes, and quite frequently, be reflected 
in the cost of packaging. I heard that come up this morning. Pack- 
aging, today par ticular ly , iS a very expensive procedure, and we would 
figure our price to the truck manufacturer based on domestic packag- 
ing. 

For instance, in the case of Federal Motor Truck Co., all we had 
to do was send the item to them and they would repackage it accord- 
ing to the specifications, and we had no reason to think that possibly 
they might be including those windshields with other automotive 
parts on the bid. When we receive the bids from the Government, 
they have quite frequently many items on them that we do not manu- 
facture, many items of windshields on which we are not tooled and 
are not prepared to furnish or to quote. And I would say, in a general 
way, that has been our policy, to supplement what I had put in that 
letter. 

I might add, if I may, Mr. Casey, that it has also been our policy, 
in basing our prices on costs, that we do not have any discounts. We 
do not have any list prices. We don’t operate on discounts at all. We 
estimate our costs, and our price is the same to everyone whether it be 
the Government or whether it be to Federal Motor Truck Co. or some 
other truck manufacturer on the same specifications, packaging in- 
cluded or not included. 

Mr. Casey. Mr. Houser, in the study which the staff of this subcom- 
mittee made—and not having been here before, I merely want to state 
that it has been testified that this study was made by selecting 300 
items at random from the stock records of OTAC based solely on the 
‘apidity with which those items were procured—the indications from 
those facts with respect to the Troy Sunshade Co. are, on the one 
occasion that we found a sale of the windshield that you furnish to 
Federal, on the one occasion we found a sale direct from Troy to the 
Government, your cost was $23.09, and your price to the Government 
was $28.64. But on the sales that we found where they went through 
Federal before they were procured by the Government, we found the 
cost to be $22.62; the Res to Federal $25.64; and Federal’s s price to 
the Government $37.97. That is one case. 
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Your cost in the next case was $25.52; your price to Federal $30.70; 
and Federal’s price to the Government $52.50. 

Now, you have indicated that when you supply the windshield to 
Federal, you only pack it for domestic use, which, as we all know, is 
the lease expensive method of packaging. Is it conceivable that this 
price differential between your cost and Federal’s price to the Govern- 
ment is all taken care of in the packaging and the excise tax? Doesn’t 
there seem to be a pretty big differential between your price to Federal 
and—— 

Mr. Houser. Our price was $25.60, you say ? 

Mr. Casry. Your price was only $3, in one case, over your cost; and 
$5 in the other case. But Federal’s price in one case was $12 over your 
price to Federal, and $22 and $27, respectively, in the other two cases. 

Mr. Houser. Well, Mr. Casey, I am not prepared to answer that 
because I feel that that is Federal’s business as to what they price. 

Mr. Casey. I appreciate that and I will not pursue this further. 

Let me ask you this: With respect to these windshields that you do 
supply to Federal and which this agreement covers—and I assume that 
since you signed the letter addressed to the subcommittee, that some- 
one in your organization—if the agreement was not in fact effected by 
you—told you about the circumstances under which that agreement 
was effected ? 

Mr. Houser. Yes; that is right. 

Mr. Casry. Would you tell the subcommittee the circumstances 
under which the tools and dies are paid for in the manufacture of those 
windshields ? 

Mr. Houser. Yes. It has generally been our policy in the design 
and development of a new windshield for a particular customer to 
quote the tool cost separately. We base our price of tools on an esti- 
mate as to what we consider the actual material and labor to be. We 
make the tools in our own tool department, and our cost of doing so 
is considerably less than the customer would have to pay if he had the 
tools made on the outside. The purpose of that, of course, or the 
advantage, I should say, is for competitive reasons. Generally, when 
we quote tools, we put in this clause that reads like this: “This tool 
cost does not convey ownership, but we keep and maintain the tools in 
good repair for future use by you at no additional cost.” If wé ever 
omit it, it is an error on the part of whoever makes the quotation. 

We have made one exception to that, to the best of my knowledge, 
within the last 3 years, but only one exception where we absorbed the 
tools, and it was on a very highly competitive program. 

Mr. Harpy. But you still own them / 

Mr. Houser. No, sir. We gave the ownership away also. 

Mr. Harpy. You gave the ownership of the tools away, too? 

Mr. Houser. Yes; in that one particular case. 

Mr. Casry. That was not Federal Motor Truck? 

Mr. Houser. No, sir. That was the International Harvester Co.. 
and it was not for Government work. It was for their domestic 
trucks. E 

Mr. Casrty. Have you made any errors insofar as omitting that 
clause from your quotations ? 

Mr. Houser. Not that I know of. I am frank to say that I do not 
know when this particular windshield for the Government was de- 
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veloped, because it was back before my day, and unfortunately, I 
didn’t look into that before I left. 

Mr. Harpy. You have not checked the specific contract for this par- 
ticular windshield ¢ 

Mr. Houser. That is right. I think so. 

Mr. Harpy. I mean your specific contract with Federal for the pro- 
duction of this particular windshield. 

Mr. Houser. I think so. 

Mr. Harpy. Have you checked that contract to determine whether 
you had the clause on ownership of the tools in it ¢ 

Mr. Houser. No, sir. 

Mr. Casey. Would these windshields be designed by Federal or by 
Troy Sunshade? 

Mr. Houser. They are generally designed by mutual cooperation 
between the truck manufacturer’s engineering department and our 
own engineering department, except in the case of some special wind- 
shield for a special military vehicle. In that case, the specifications 
are generally there. 

Mr. Casry. Designed by the military? 

Mr. Houser. Designed by the Government, yes. 

Mr. Casry. Now, are there prints in existence with respect to these 
windshields ¢ 

Mr. Houser. Yes, sir. 

Mr. Casry. Who retains the prints? 

Mr. Houser. We do. 

Mr. Casey. Does Federal have prints? 

Mr. Houser. They might have prints off of the original drawings. 
They probably do, numerous prints off of the original drawings. We 
have the original drawings. 

Mr. Casey. Let me ask you this: So far as you know, Federal Motor 
Truck has no proprietary interest in these windshields that are covered 
by this agreement / 

Mr. Houser. By “proprietary interest,” what do you mean exactly ? 

Mr. Casey. I mean do they have any ownership, any sole ownership, 
any title in these windshields—in the tools? 

Mr. Houser. In the tools? Well, as far as the design is concerned, 
the windshields would not apply to any other type of truck. The 
truck is built for that particular design. It would be impossible to 
put that windshield in any other truck of any other make, to the best 
of my knowledge. They are specifically designed for Federal. I will 
say that. 

Mr. Casey. Do you have any knowledge that there is any legal 
obstacle insofar as Federal is concerned, to you selling those wind- 
shields to anyone you want to sell them to? 

Mr. Houser. We would feel obligated not to sell those windshields 
to anybody else. By that, I mean to any other truck manufacturer. 

Mr. Casey Does that apply to the Government ? 

Mr. Houser. No, sir. 

Mr. Meaper. How about independent replacement parts dealers ¢ 

Mr. Houser. We never sell them direct. 

Mr. Harpy. That is a matter of policy? 

Mr. Houser. That is a matter of policy, because the quantity that 
they would want is too small, and the cost is exorbitant. Generally 
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the truck industry maintain their own service and repair stocks of 
windshields, so they can take care of these small orders 

Mr. Harpy. Have you recently had any discussions personally with 
representatives of Federal concerning your policy with respect to 
furnishing items which you make for their trucks to others in the 
industry or to the Government ? 

Mr. Houser. Yes. I believe that when this matter came up, I did 
mention to their representative—or else our sales manager did—the 
fact that we intended to quote the Government direct hereafter, and 
were going to refrain from doing what they had requested that we do 
before. 

Mr. Harpy. Did you discuss that with Mr. Hammond? 

Mr. Houser. No, sir. 

Mr. Harpy. With whom in Federal did you discuss it ? 

Mr Hovser. I believe it was with Mr. Burrell. 

Mr. Harpy. Have you any questions? 

Mr. Horrman. No. 

Mr. Borirna. No. 

Mr. Casry. Nothing further. 

Mr. Harpy. Thank you, Mr. Houser Thank you very much, sir. 

Mr. Houser, I would like for you to stick around for a little while, 
please, sir. We may want to call you back. 

(Witness excused. ) 

Mr. Casey. Mr. Hammond and Mr. Burrell. 

Mr. Harpy. Mr Hammond, you have already been sworn? 

Mr. Hammonp. Yes, sir. 

Mr. Harpy. Mr. Burrell, will you be sworn, please. 

(Whereupon, Mark L. Burrell was sworn.) 


Mr. Casry. What is your full name, Mr. Burrell? 


TESTIMONY OF MARK L. BURRELL, PURCHASING AGENT, FEDERAL 
MOTOR TRUCK CO. 


Mr. Burrets. Mark L. Burrell. 

Mr. Casey. And what is your position with the Federal Motor 
Truck Co.? 

Mr. Burret. Purchasing agent. 

Mr. Casry. Now, Mr. Burrell, you have heard the testimony of Mr. 
Houser of the Troy Sunshade Co., have you not ? 

Mr. Burren. Yes, sir. 

Mr Casey. Did vou have a conversation recently with a represen- 
tative of the Troy Sunshade Co. with respect to the future policy of 
Troy Sunshade in bidding direct to the Government ? 

Mr. Burren. I wouldn’t say recently ; no, sir. 

Mr. Casrty. How long ago? 

Mr. Burrety. Well, if it had been, it would probably be a couple— 

would be 2 or 3 years ago. 

Mr. Casey. Two or three years ago? 

Mr. Burret. Something like that, yes, as near as I can recall. 

Mr. Casey. What was the substance of the conversation at that 
time ? 

Mr. Burreryi. Well, it was a question of quoting on windshields. 
We have used, in Government vehicles, windshields of our own de- 
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sign and development which we used prior to the Government vehicles, 
Then later, contracts came in and the old type of cab and the wind- 
shield was changed, and that required this new windshield where 
the tool cost was involved, and we paid the tool cost. 

Mr. Casey. You heard Mr. Houser state that it is the policy of his 
company to include a clause in their quotation specifically retaining 
title to the tools and dies in the Troy Sunshade Co.? Are you aware 
of that clause ? 

Mr. Burret. Well, whether it was on this particular—— 

Mr. Casey. I asked you whether you were aware of that clause be- 
ing inserted in quotations by the Troy Sunshade Co. 

Mr. Burrety. He has it on other items which they make for us. 
They say, “This charge for tools does not convey ownership.” 

Mr. Casry. Do you know the facts with respect to that clause in 
connection with these particular windshields? 

Mr. Burretw. I got this file out this morning. I will be glad to 
see if there is something in here. 

Mr. Casey. I wish you would. 


FURTHER TESTIMONY OF GEORGE H. HAMMOND, PRESIDENT, 
FEDERAL MOTOR TRUCK CO. 


Mr. Hammonp. Mr. Casey, it still has not been brought out as to 
what windshield we are talking about. 

Mr. Casey. I asume, Mr. Burrell, that those windshields we are 
talking about—if he is going to look in his records 

Mr. Hammonp. We have two different windshields that we think 
are involved, but which one it is, we don’t know. That is the reason I 
asked yesterday if the part number was available. 

Mr. Casey. I don’t believe we have the part number here, but let 
us have the facts with respect to both windshields. 

Mr. Harpy. If there were two involved, do I understand then that 
there were two contracts which Troy had with the Government direct ? 

Mr. Hammonp. Well, that I don’t know. I haven't been given any 
of the details on this particular situation. There are two different 
windshields that we have used on Government vehicles, one of which 
has been used for a great many years on our commercial vehicles, and 
the second windshield was especially designed for a particular Gov- 
ernment truck that we built. 

Mr. Casey. Well, Mr. Hammond, do you have an official in your 
company by the name of Devendorf ? 

Mr. Hammonp. Yes. 

Mr. Casey. Is he the parts manager? 

Mr. Hamononn. Yes. 

Mr. Casey. Have you had any conversation with him as to whether 
he remembers these circumstances involving the Troy Sunshade Co. ? 

Mr. Hammonp. I talked to him over the phone, and he remembers 
that they were requested not to bid on Government orders with ref- 
erence to our windshields. 

Mr. Casry. Why didn’t you bring him with you? 

Mr. Hammonp. I wasn’t asked to. I gave you that information 
last night. 

Mr. Casry. About what? Did you tell me about Mr. Devendorf? 











PROCUREMENT OF AUTOMOTIVE SPARE PARTS 757 


Mr. Hammonp. I don’t believe I mentioned him by name, no. I 
said I had conversations with the —— over the phone, and that we 
ade about selling our wind- 


had had conversations with Troy Suns 
shields direct to the Government. 

Mr. Casey. Didn’t you tell me that Mr. Burrell was not the man 
that had the conversations and that you didn’t know who it was? 

Mr. Hammonp. Before making a phone call to Mr. Burrell, I be- 
lieve I made that statement. : 

Mr. Casey. You understand that this subcommittee was interested 
in having you bring here any official of this company that had this 
conversation with Troy, isn’t that right? 

Mr. Hammonp. No, I didn’t understand it that way. 

Mr. Casey. Well, I thought we made it pretty clear yesterday that 
if you, as president of the company, didn’t know of these conversa- 
tions, that we wanted you to bring in the man who did have the con- 
versations, and it was your suggestion that you bring in Mr. Burrell. 
I didn’t find out until this morning that Mr. Devendorf is the man 
who had the conversations. 

Mr. Horrman. I don’t think the company should be criticized be- 
cause this thing has been pending for a long time, and if you wanted 
to run it down, you could always catch the feliow you wanted, or 
always learn finally who you wanted. 

Mr. Harpy. I can’t quite understand why Mr. Hammond didn’t 
bring in the individual that could give the subcommittee some first- 
hand information. 

Mr. Horrman. If I understand it, yesterday he asked for the num- 
bers of the parts or the bids or whatever it was, so as to identify them. 

Mr. Casry. We indicated that we didn’t have the numbers of the 
parts, but we did want the man who had the conversations concerning 
this agreement with Federal. 

Mr. Horrman. I think they have been cooperative, at least to a 
certain extent, as long as we have been here. I haven’t seen any in- 
dication on the part of these people to conceal something. Maybe 
there is something going on that I don’t know about. 

Mr. Casry. You stated, Mr. Burrell, that this conversation you had 
with the Troy Sunshade Co. took place a couple of years ago. 

Mr. Burrety, I would judge it would be about that time. 

Mr. Casey. Did you have any conversation with a representative 
of the Troy Sunshade Co, relative to their bidding direct to the Gov- 
ernment since July 12, 1951? 

Mr. Burrety. No, sir. 

Mr. Casry. Mr. Hammond, has anyone in your company, to your 
knowledge, ever had conversations with the Troy Sunshade Co. since 
July 12, 1951, relative to the question of bidding direct to the Gov- 
ernment ? 

Mr. Hammonp. I don’t know. 

Mr. Harpy. You don’t know the approximate time that the matter 
was discussed by Mr. Devendorf? ; 

Mr. Hammonp. No, I don’t sir. I do not know what dates and 
what part numbers are involved. 

Mr. Casry. Well, tell the subcommittee the substance of what Mr. 
ry Eph told you relative to this agreement with the Troy Sun- 
shade U0. 
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Mr. Hammonp. I asked Mr. Devendorf over the phone last night, 
whether or not he had had any conversation with the Troy Sunshade 
Co. regarding selling windshields direct to the Government, and he 
said that he had had conversations and requested them not to sell 
direct to the Government. But as far as any dates involved, I do 
not know and I did not ask him that. 

Mr. Casey. In other words, you didn’t ask him when these con- 
versations took place? 

Mr. Hammonp. No, I didn’t. 

Mr. Casry. You have stated now that he spoke of windshields gen- 
erally. Is that what you intended to imply? 

Mr. Hammonp. No. I intended to imply those windshields that 
the Government had been buying, that had been used on vehicles built 
by us for the Government. 

Mr. Casey. Built by Troy? 

Mr. Hammonp, Yes—the windshields that go into our vehicle that 
we produce for the Government, built by Troy. ' 

Mr. Casry. Well, naturally, we are only talking about windshields 
that the Government would be asking for bids on. But did Mr. 
Devendorf indicate to you that he had requested that Troy not bid 
on any windshields that the Government would be requesting bids 
on! 

Mr. Hammonp. No, just on Federal windshields. 

Mr. Casey. Federal windshields? 

Mr. Hammonp. Yes. 

Mr. Harpy. In other words, he requested them not to bid on Govern- 
ment business for any windshields that would fit Federal trucks? 

Mr. Hammonp. That is right. 

Mr. Casey. I have no further questions. 

Mr. Harpy. You don’t know approximately when that was. Do 
you know whether there was any agreement reached concerning the 
policy which Troy would follow with respect to bidding on Govern- 
ment invitations? 

Mr. Hammonp. No, I don’t know, sir. Our records show here that we 
made some purchases from Troy on this certain item, in quantity, 
183 pieces at one time and 98 at another and 50 at another time during 
the year of 1950, and some 15 additional pieces of this one item in 
1951, and another single piece later on in April 1951. 

Mr. Harpy. Do you know whether Troy has ever supplied any of 
that item directly to the Government? 

Mr. Hammonp. Well, apparently they were the low bidder on 
one bid, from what I have heard, and possibly they did. 

Mr. Harpy. I mean, were you able to tie that low bid into that 
particular item 4 

Mr. Hammonp. I haven’t got the information so that I could check 
up on it. 

Mr. Harpy. You haven’t been able to definitely determine whether 
that is the item that they supplied or not? 

Mr. Hammonp. No. 

Mr. Harpy. Did you have another item that you thought it might 
have been ? 

Mr. Hammonp. Well, it would be windshields, I assume. Whether 
it is part No. A or part No. B, that I don’t know. 











PROCUREMENT OF AUTOMOTIVE SPARE PARTS 759 


Mr. Harpy. Anything further ? 

Mr. Casey. No. 

Mr. Meaper. Mr. Chairman, I understood Mr. Casey was going 
to ask the Federal people about packaging, the question that he di- 
rected to the Troy people and then withdrew, as to whether or not 
this differential that he called attention to could be explained, in part, 
by these overseas packaging costs. 

Mr. Casry. Mr. Hammond, I directed a question to the Troy Sun- 
shade people relative to the differential between their cost and the 
price at which the items were eventually sold to the Government. I 
specifically asked whether or not that differential could be explained 
by the inclusion of Government packaging and the excise tax, and 
the figures that I directed to them are contained in that sheet that is 
in front of you. I wonder if you would take a look at that sheet 
and answer the question, if you can. 

Mr. Hammonp. Well, I am looking at our purchase records on a 
windshield that possibly is the same one. Our purchase records for 
the year of 1949 showed that we paid $47.18 each when we purchased 
that item, and on two occasions in 1950, when the volume was con- 
siderably larger, we paid $30.70 to Troy for that item. 

Mr. Harpy. It would appear from the figures to be the items re- 
ferred to here? 

Mr. Hammonp. Yes. 

Mr. Meaprer. Items 3 and 4? 

Mr. Harpy. Yes. 

Mr. Hammonp. 3 and 4; yes. 

Assuming that we paid $47.18 in 1949, it is possible that that base 
cost was used in submitting our bid in 1950. I don’t know whether 
it was or whether or not a quotation was requested from Troy Sun- 
shade prior to submitting our bid on those particular items. 

Mr. Meapver. Mr. Hammond, can’t you tell us whether or not on 
item 4, for example, where you charged $57.57 to the Government, 
but you paid $30.70 to Troy Sunshade Co., whether that differential 
of approximately $27 includes overseas packaging costs, and if so, 
how much of it represents your packaging cost ¢ 

Mr. Hammonp. Well, it certainly includes the packaging costs and 
excise tax and all other costs that go into it. 

Mr. Harpy. Yes, but do you have any knowledge of whether you 
had to, on either of these two contracts that we are talking about, 
provide packaging other than the original package in which they 
were shipped ? 

Mr. Hammonp. Oh, yes, sir; definitely. 

Mr. Casry. What records do you have to indicate that, Mr. 
Hammand ? 

Mr. Hammonp. Well, it would be operating under the Ordnance 
inspection. All our Ordnance contracts call for special packaging, 
and when we are packaging something with glass, you have a devil 
of atime doing it. 

Mr. Casey. I assume that the packaging costs on windshields would 
run proportionately higher than the packaging on other automotive 
parts. 

Mr. Hammonp. I would assume so, too. 

Mr. Meaver. Do you have any knowledge about the packaging costs 
of this item? Do you have any records? 
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Mr. Hammonp. We don’t keep individual records on costs of in- 
dividual items. 

Mr. Meaper. When you make a bid to the Government as, for exam- 
ple, on item 4, do you set up your costs, what you have to pay Troy 
Sunshade, and then what you have to pay for packaging and handling, 
overhead and profit? Don’t you have that information with you? 

Mr. Hammonp. No, I don’t have that information with me. That 
has to be done somewhere down the line—— 

Mr. Meaper. Before you present a bid, you have to figure what your 
costs are and what you intend to make as profit. 

Mr. Hammonp. Yes. 

Mr. Casry. Didn’t I ask you yesterday to refer to this subcommittee 
whatever statements or estimates of costs of packaging you could make 
after examining your records? 

Mr. Hammonp. Yes, you did. 

Mr. Casey. I didn’t intend you to supply it today, but I indicated 
to you that you should supply it in writing to the subcommittee. 

Mr. Hammonp. I shall try and locate some of those. 

Mr. Harpy. All right; thank you, Mr. Hammond. 

( Witness excused. ) 

Mr. Harpy. Isthe Timken-Detroit Axle representative here ? 

(Whereupon, A. I. Hawkins was sworn. ) 


TESTIMONY OF ALFRED I. HAWKINS, TREASURER, TIMKEN- 
DETROIT AXLE CO. 


Mr. Casry. What is your full name? 

Mr. Hawkins. Alfred I. Hawkins. 

Mr. Casry. And what is your position with the Timken-Detroit 
Axle Co. 

Mr. Hawxrns. Iam the treasurer of the company. 

Mr. Casey. Do you havea prepared statement ? 

Mr. Hawkins. I have a short prepared statement that I would like 
to make. : 

We have previously supplied information to the subcommittee 
through their representative, Mr. Schaffer, and through the General 
Accounting Office on the items which they wanted the cost and selling 
price of, and so forth, and we also at that time furnished them with 
information as to our policy, and since that time when we received the 
invitation from Mr. Hardy, notifying us that there was going to be 
this hearing here in Detroit, we furnished him with a letter which we 
had written to the Tank-Automotive Center confirming our policy in 
os to the selling of replacement parts. 

Mr. Casey. Do I understand that you would like to have this letter 
made a part of the record ? 

Mr. Hawxrns. Yes, sir. 

Mr. Casey. Is that the letter of August 30, 1951? 

Mr. Hawkins. Yes, sir. 

Mr. Harpy.. It will be made a part of the record. 

(The above letter referred to is as follows :) 


Aveust 30, 1951. 


Refer to ORDMX-DP-S for the commanding general, Ordnance Tank-Automotive 
Center, 1501 Beard Street, Detroit 9, Mich. 
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(Attention: Mr. Howard L. Edmonds, Captain, Ordnance Corps Assistant) 


GENTLEMEN: In answer to your request of August 20, we wish to state that we 
have historically, both in our civilian and military business transactions, as- 
sumed the role of the subcontractor. Our business is entirely a wholesale busi- 
ness and we have no facilities for selling at retail or for the handling of supply 
contracts as a prime contractor. 

In connection with this subject of the Ordnance Department purchasing spare 
parts direct from the unit manufacturer, we think the following explanation of 
how the industry functions in this respect will be of interest to you. 

The service-parts business has long been an important part of the truck manu- 
facturer’s sales. This so-called after-market business helps support his fac- 
tory in times when production of new vehicles is at a low ebb and also is an im- 
portant factor in supporting his dealer or branch organization. It has been the 
eustom of the industry for many years to rely upon the truck manufacturer to 
stock service parts at his factory and in the field so that these will be readily 
available for the owner of the vehicle. It has been considered his responsibility 
to curry these parts so that they will be available; in some cases, the vehicle 
builder being called upon to service vehicles more than 25 years old. 

During World War II, all concurrent spares were purchased from the vehicle 
builder, processed by him, and shipped to the Armed Forces along with the 
vehicles they were producing. 

At the end of World War IT enormous stocks ef these parts were sold or 
scrapped and for many years there was no demand for these parts. The truck 
builder and the parts maker still felt the responsibility for being able to supply 
service parts for the vehicles they had manufactured, even though they had no 
idea that these vehicles would ever be put back in service or parts required. 
Therefore, dies, patterns, jigs, and fixtures were kept on hand at considerable 
expense so that when the demand for these parts came, they were able to quickly 
put them back in production. 

The parts maker is not in a position to accurately determine what parts are 
required to service the vehicle. Neither is he in a position to sell these parts 
direct to the user of the vehicle. His business is not set up to handle such orders, 
since he is entirely dependent in normal times on the vehicle manufacturer 
to stock these parts and the vehicle maker, in turn, buys them in large lots from 
the parts maker. While the average parts maker serves practically all of the 
vehicle makers, including those who make some portion of the units themselves, 
he has a particularly keen desire to see that the independent truck producer, 
who uses his product and does not manufacture units, stays in business. The 
United States Government should also be interested in seeing that these so-called 
independent producers are available in time of emergence. The importance of 
this group cannot be underestimated and their performance in World War II 
is a good example of what they can do when the necessity arises. The follow- 
ing list is not complete, but illustrates the point, as it shows the military vehicles 
produced in World War II by a few representative independent truck manu- 
facturers : 

Studebaker_____--_- ERS Peis ® ear in 197, 678 
Federal 3, T80 
Diamond T ? 815 
Reo . 28, 966 

The so-called integrated manufacturer who claims to make all of the units in 
his truck, actually does not do so. But for the sake of argument, let us assume 
that he does make everything in the truck. He has, for example, a transmission 
plant, an axle plant, a radiator plant, and an engine plant. In order that he may 
be competitive, each of these production units must be as efficient as the parts 
maker who competes with him and who makes only one of these products. In 
most cases, therefore, the integrated manufacturer has an entirely separate 
operation for each of the major units and these separate entities sell their prod- 
uct to the assembly plant. In so doing, they make an interplant profit on the 
transaction ,and actually the final assembly line, where the truck is put together 
in the integrated manufacturer's plant, is no different than the final assembly 
line in the independent truck producer’s plant, who purchases these units from 
the independent parts makers. 

It would not be possible for anyone to bypass the truck assembler in the in- 
tegrated plant and go direct to his transmission engine, or axle plants and buy 
parts direct from them. As a matter of fact, most of these integrated com- 
panies have a service-parts division and all parts must be purchased through 
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this division. It can, therefore, be seen that a profit is added in the service 
division. The result is that the cost of these parts, when purchased from the 
truck-assembly plant of the so-called integrated manufacturer, is no less than 
when it is purchased from the so-called independent assembled truck manufac- 
turer who buys his parts from the independent unit producer. If this were not 
so, the independent producer could not long remain competitive. 

Let us look at this another way to show how important it is that the parts 
business be retained by the truck assembler. 

Let us assume the Government is taking seal bids, which was the practice 
prior to Korea, on 10,000 trucks. One of the bidders is an integrated manufac- 
turer who knows that, as a result of the policy established by the Ordnance 
Department, he will get the service-parts businegs which will be shipped con- 
current with the truck contract. It is entirely possible as a result of his getting 
this concurrent-parts business, with the resulting profit obtainable, that he can 
bid a lower price on the complete vehicle than the independent manufacturer who 
has been forewarned that he will get none of the parts business since the 
Ordnance will buy direct from the unit manufacturer from whom he purchases 
the original units to build the truck. ,He, therefore, must bid a higher price on 
the trucks, which eliminates him as a competitor and means eventually higher 
prices for all trucks purchased. Is it the intention of the Ordnance Department 
to eliminate the independent truck producer? It is difficult to believe this in 
view of the splendid job they have done for the Ordnance Department in the past. 

Mr. Harpy. Go ahead, Mr. Hawkins. 

Mr. Hawkins. Our company has been in the business of manufac- 
turing components for motor vehicles for 42 years and we have learned 
from experience that the best way to service these components is to 
have the ope available in the factories and branches of the builder 
of the end product; namely, the truck, bus, or trailer manufacturer. 
We believe that he is in a position to know the proper specifications 
for the parts required to service the vehicles he builds. It is his prac- 
tice to stock these parts and to have them available in the field as 
required. He is in a position to do business at the retail level and 
has an organization set up and trained for that purpose. 

As a result of this long-established practice, we have only organiza- 
tion and plant facilities for handling these parts orders on a wholesale 
basis and it would be impossible for us to set up an organization or the 
facilities to handle orders direct from the fleet owner or the Govern- 
ment. The problem of making bids direct to the Government alone 
is one that would require a much larger staff of trained people than 
we have available and, even if it were possible for us to do this, we 
would be duplicating organizations that are now available at the end- 
products plants. The matter of packaging to Government specifica- 
tions, the handling of the inspection, which is now done in the assem- 
blers’ plants, is one that we could not cope with unless we made a large 
expansion in our organization and our facilities; which, under present 
circumstances, we think would be impractical, and once again it would 
be duplicating facilities already in existence. 

It should be remembered that as component manufacturers, we are 
in effect subcontractors on the original equipment supplied for all 
vehicles. We believe that we should retain the roll of subcontractor 
when we supply the parts necessary to service these vehicles. 

We wish to point out that currently we have approximately 30,000 
different parts in production in varying quantities to service units 
we have manufactured and since it is necessary to establish list prices 
for each of these parts and publish catalogs, it is impossible to have 
every part priced to properly reflect a fair profit over a current cost 
figure. It is, therefore, possible to pick out the individual parts that 
may be priced too high and by the same token there are many other 
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parts which are priced too low, some reflecting a loss against current 
selling price. It is true, however, that the over-all profit on these is 
not exhorbitant, which is best proven by the fact that our profits after 
taxes during World War II, when sales of military parts were at a 
peak, averaged 3 percent. 

We do not feel that the testimony given before this subcommittee, 
that the Government has paid out in the form of additional costs and 
pyramiding profits the sum of $305,000,000 is accurate and we base 
this opinion on the earnings of the parts makers and truck assem- 
blers during the war period of 1943 through 1945 inclusive, which 
figures are a matter of public record. On this basis, we do not see 
how, based on the sales estimate $1,236,000,000, which has been given 
in the testimony, there could be more than $24,000,000 added cost as a 
result of the assemblers bidding on this material as against the pur- 
chase of same from the original manufacturer. This is. less than 2 
percent and we doubt very much if the Government could handle the 
additional administration cost required if purchases were made direct 
from the basic manufacturer for this sum. Figures to support the 
above estimates will be filed with the committee if desired. 

Now, I have a detailed summary here of how I base those estimates, 
and if you desire, I can file this memorandum with the subcommittee. 

Mr. Casey. In other words, this estimate of $24,000,000 is to be 
contrasted with the figure of $305,000,000 ? 

Mr. Hawkins. Yes, sir. 

Mr. Casey. We most certainly would like to have the figures that 
you have to support that figure. 

Mr. Hawkins. This may be a little bit complicated. 

Mr. Casey. I mean you can file it with the subcommittee. 

Mr. Harpy. I don’t think there would be any good purpose served 
by getting into a detailed discussion at this time. I think that prob- 
ably it will require considerable analysis. 

Mr. Hawkins. That is right. You can see one reason for it is in 
tracing back the amount of taxes that are paid on these profits, and 
when you boil it all back down, you have got to take the average profit 
of the assembler and the average profit of the basic manufacturer 
and the profit that the assembler made on these total sales, whatever 
percentage that was, as the amount that the assembler retained. If 
all of these other costs, regardless of the way you have compiled these 
figures, ultimately are going to be incurred by somebody, they are 
going to be incurred by the assembler or the parts maker, and I don’t 
see how you can get around the thing any other way. 

Mr. Harpy. Well, of course, if you have developed a set of figures 
through computations giving consideration to excise taxes, renegoti- 
ation, excess-profits taxes and income taxes, you will run into a highly 
complicated proposition. 

Mr. Hawkins. Well, I will file this with the subcommittee. 

Mr. Casey. Did you base the additional taxes on the $305,000,000 
figure? 

Mr. Hawkins. Here is what I did: I took the sales to the assemblers 
that came out in the testimony before this committee. They said there 
was $305,000,000 paid in additional profits, costs and pyramided 

rofits. I took those and they said it was 24.7 percent. I divided that 
into your $305,000,000 and I come up with your sales of $1,236,000,000. 











764 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Then I applied that, or rather to that, a profit that the assemblers 
had made during that period on the average that I developed from 
companies, that I have taken from their published reports—inci- 
dentally, I will-file, if the subcommittee wishes, the list of the parts 
makers and the list of the assemblers on which I base these figures. 

Mr. Harpy. We will be glad to have such supporting data so we 
can make an analysis of it. It would be very interesting to make such 
a comparison, I think. 

Mr. Casry. Does that take into account, Mr. Hawkins, to just go into 
this figure very briefly, the fact that of that $305,000,000 only a small 
proportion-would represent profits? 

Mr. Hawxrns. I took the $305,000,000—after all, you get your sales 
figure of $1,236,000,000. Now, the average profit of these assemblers 
during that period was slightly under 2 percent. Then you take that 
figure times your $1,236,000,000, that must have been their billing 
price to the Government, that is assuming the way that thing was 
handled all the way through. 

Mr. Casry. That means that the $24,000,000 represents the profits 
that were derived in this thing ? 

Mr. Hawxrns. Yes, sir. 

Mr. Casey. Now, I hope that you haven’t assumed that the staff 
study indicated that $305,000,000 was all in profits. You will remem- 
ber that that figure was represented to be the additional cost over and 
above the cost of buying those parts direct from the parts manufac- 
turers, and in making that assumption, we necessarily had to assume 
the added cost of freight, handling and-other costs which would be 
deductible for tax purposes. 

Mr. Hawkrns. Yes. The only thing that the assembler received, 
that is, was the profit he retained after taxes. 

Mr. Harpy. You are talking about what the assembler had left over. 
We are talking about what it cost the Government extra. 

Mr. Hawkins. That is what I am getting around to. Now, on that 
$305,000,000 was either cost that would have to be duplicated in case 
the assembler wasn’t doing that—if the basic manufacturer had to do 
it, they would have to duplicate that cost. 

Mr. Harpy. That is a major point on which we might find consider- 
able divergencies of opinion. 

Mr. Hawkins. To me the only difference that you could get would 
be in the matter, perhaps, of some transportation from the parts maker 
to the assembler and back. Otherwise, I can’t see where in the world 
you are going to save anything in cost. The only way you could do 
it is in case the basic unit manufacturer was efficient in doing it, then 
the assembler—— 

Mr. Harpy. That would assume also that you did not have any 
extraneous and unnecessary costs involved in any of these processes. 
In other words, it would assume that every avenue through which 
these parts travel was an avenue of economic necessity, which I don’t 
personally believe we can support right now. 

Mr. Hawks. Let me point out to you another thing in connection 
with that. If you break this down and purchase the parts from the 
unit manufacturer, you are going to multiply this set-up of packaging 
and processing many, many times because I wouldn’t make an estimate 
of how many parts makers there are that are suppliers. These are 
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assemblers, but in every one of those plants you would have to dupli- 
cate the set-up now that the assembler has, and you can’t tell me in 
breaking that down in smaller units that you are going to have a more 
efficient or a Jess costly operation than you would if you had to con- 
fine it to the assembler’s plant. 

Mr. Boitrna. Isn’t it true that in a great number of places, a pack- 
aging plant does the packaging for that assembler ? 

Mr. Hawkins. There are some cases where that is done, but it is also 
true that there are many of these vehicle manufacturers that have very 
efficient packaging and processing set-ups of their own. I will even 
grant you that there may be other points of this packaging on the 
outside, but these must have it done some place adjacent to the plant 
where it is handy. If you eliminated that particular set-up and 
duplicated the basic manufacturer, you aren’t saving anything in the 
way of facilities or anything, and as a matter of fact what you would 
do is that you would create a lot of additional facilities among many, 
many manufacturers instead of at a relatively few now who are the 
assemblers. 

Mr. Bouuine. Is that your opinion, sir, or can you demonstrate ? 

Mr. Hawkins. Well, I think that is just a matter of logic. That 
is just a matter of thinking it through. 

Mr. Bouurne. If the original point that I made had some validity 
and you accept that, there are a number of packagers, professional, 
who just do packaging ? 

Mr. Hawkins. Yes. 

Mr. Casry. Mr. Hawkins, is it not a fact that the most economical 
way to package an item is at the source? 

Mr. Hawkins. I wouldn’t say so. I will grant you this: That if 
you ship it to the assembler, you have got some transportation, but 
other than that, it is going to go to the assembler. He has got to have 
his facilities for doing it. He has got to handle it in the same way 
as the unit manufacturer. He has got to send that to a packaging 
department. You have got the same handling. The only difference 
I can see is in shipping the part from the basic manufacturer to the 
assembler. 

Mr. Casey. Don’t you incur some packaging charges in sending it 
to the vehicle assembler ? 

Mr, Hawkins. I am not too familiar, I will say, with the physical 
handling of the products, but I do know that we do a great deal of 
palletizing in our organization where the stuff is put on pallets, and 
it goes right out without any packaging. But on the other hand, 
what packaging we do do, that is in boxing in, would be in many, 
many pieces in one package; whereas, the Government requirements 
are quite specific that they must be packaged distinctly and 
individually. 

Mr. Casey. In other words, Mr. Hawkins, and I appreciate that 
you are speaking generally and not with respect to the operation of 
your particular company when you talk about a general practice of 

reaking it down, any packaging that you do and any expense that 
you incur in packaging has to be duplicated to the extent that the 
vehicle assembler, in order to pack that for export packaging, has 
to tear open all the packaging you have done and start over again; 
is that not so? 
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Mr. Hawkins. But the amount of packaging that we do and every- 
thing would be infinitesimal compared with the packaging and proc- 
essing that you have to do for Government requirements. 

Mr. Casey. But that would be completely wasted packaging ? 

Mr. Hawkins. Yes, but I don’t think it is a great element. 

Mr. Casey. In other words, if the packaging had been done at the 
source where the part is manufactured, it could be packaged accord- 
ing to Government specifications ? 

Mr. Hawkins. In other words, at the basic manufacturer, if that 
were to be done, he would still have to have a department of facilities 
for doing it, and that material would have to be moved from the 
manufacturing operation into this packaging and processing unit, 
and you would still have your handling of that, taking that over 
there, and it would have to go through this process. I don’t see where 
you would save a great deal other than—what we do now, is ship in 
bulk to the vehicle manufacturer, and he does that operation that we 
would have to do if we were doing it ourselves. 

Mr. Meaper. Might I ask a question at this point? Mr. Hawkins, 
Timken has how many competitors in your line? That is, those you 
regard as major competitors. 

Mr. Hawkins. As to major competitors, we have three or four that 
are making practically the same thing. There is the Clark Equip- 
ment Co. 

Mr. Meaper. And Spicer? 

Mr. Hawkins. Spicer, the Eaton Manufacturing Co., and then you 
must also remember that in our business, too, practically every one of 
the vehicle manufacturers is also a competitor of ours 

Mr. Meaver. Well now, there are four or five major sources—that 
is, original sources—of the items you produce; isn’t that true? 

Mr. Hawkins. No. Wait a minute, I want to extend that even 
further. In addition to that, besides the Eaton Manufacturing, Clark 
Equipment, and Spicer, there is the Dana Corp., and then there are a 
score of trailer axle manufacturers which I couldn’t name right now. 
There are quite a few around the country. 

Mr. Meaprr. Well, approximately. how many assemblers do you 
serve? 

Mr. Hawxrys. How many assemblers? Well, we serve—well, all 
told, I haven’t the list with me, for me to sit here and try to enumerate 
and count them 

Mr. Mraper. It would be quite a number? 

Mr. Hawxrns. Yes. 

Mr. Meaper. At least 25? 

Mr. Hawkrns. Or there might be more than that or less. I mean 
as to large manufacturers, you have got the Autocar and you have—— 

Mr. Meaper. Here is my point, Mr. Hawkins, and I do not want 
to belabor the point, but you are speaking about the economy from 
the point of view of having the assembler, vehicle assembler, do the 
packaging—that is. the overseas special packaging However, actu- 
ally there are more of them, as far as your parts are concerned, than 
there are of the original sources. 

Mr. Hawkrns. Yes, but I think you missed the point of that thing. 
We are only one supplier of these vehicle manufacturers. 

Mr. Meaper. I am speaking only about the 30,000 items or so that 
you manufactured. 
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Mr. Hawkins. There are hundreds of others that this same prin- 
ciple applies to. 

Mr. Meaver. I understand that I am speaking only about the 
thirty-thousand-odd items that you produce from the point of view 
that you and your three or four other competitors are fewer in number 
than the vehicle manufacturers to whom you supply the parts. 

Mr. Hawxrns. Well, if you confine it to one type of axle and when 
fo bring the trailer axles into the picture, it then runs into probably 

undreds. 

Mr. Meaper. That is all. 

Mr. Horrman. It is your contention that the Government gets 
more for its money by buying through the assemblers than they 
would if they went around jobbing for these parts ¢ 

Mr. Hawkins. I think so. 

Mr. Horrman. That is because they have already set up the skilled 
organizations with the experience ¢ 

Mr. Hawxrns. That is right. Either have set up within their own 
organization, skilled organizations, or contracted with adjacent units 
for renderi ing such service. 

Mr. Horrman. But if you bypass them, the basic manufacturer, the 
Government has to set up practically the same organization. 

Mr. Hawkins. That is right. And it would not only be setting it 
up in a few organizations, it would be setting it up in hundreds of 
them—in every place that they are supplying parts to the Govern- 
ment. 

Mr. Horrman. Your experience leads you to believe that industry 
could do that cheaper and more efficiently than the Government 
agency / 

Mr. Hawxrns. I think so. 

Mr. Horrman. With less graft? 

Mr. Hawgrns. I can make no comment on that. 

Mr. Horrman. Well, assuming there is something to the present 
press releases, excluding of course, this one, but those that come out 
of Washington, when a fellow gets his fingers into the corporation’s 
money or the assembler’s money, he is out automatically; is he not? 

Mr. Hawxrtns. That is right. My comment in that connection is 
that I haven’t lost all faith in my fellow man. 

Mr. Horrman. Neither have I, but I say that the fellow that has 
the job in private industry has to watch his step a little closer than 
one in the Government. 

Mr. Hawkins. The tendency perhaps would be greater, because 
I think your business units are more closely controlled and I think 
they are better administered because the person in administering 
private industry has got to make a profit in order to stay in business 
in that industry and contribute to the economy. 

Mr. Horrman. The fellows at the top can’t hold their job if they 
permit anything of that kind? 

Mr. Hawxrys. That is right. 

Mr. Horrman. The corporation must make a profit if it is to con- 
tinue. There is no such thing as profit in the Government. They 
have taxpayers to fall back on. 

Mr. Harpy. I had not intended to get into this kind of a discussion, 
but as long as we have started on it, I have to subscribe to Mr. 
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Hawkins’ statement that he hasn’t lost all faith in his fellow man. 
However, in attempting to differentiate between lack of ethics, what- 
ever it might be, on the part of certain governmental employees, 
would you not agree with me, Mr. Hawkins, that whenever you find 
a corrupt Federal official, you find somebody on the outside that is 
plete in collusion with him ¢ 

Mr. Hawkins. I couldn’t answer that from experience; I don’t 
know. 

Mr. Horrman. My only point was that the corporation must watch 
its dollars, while the Government isn’t under that extreme necessity. 
The income of the corporation is limited to what it can derive from 
sales but the Government can get along until the taxpayer goes broke. 

Mr. Harpy. As to all the illustrations I have seen recently, some- 
body on the outside of Government profited more by whatever chican- 
ery went on within the Government than the Government officials 
did. 

Mr. Horrman. There was a snake in the garden all right, but it 
found a ready taker. 

Mr. Hawxrns. There is one point I’d like to make: That in the 
automotive industry, and particularly the parts industry, in practi- 
cally all my working life starting back about 1912, I have never had 
anybody approach me on anything connected with a corrupt situation, 
They have never offered me a bribe and I have never known of any- 
body in any organization that I have been connected with that has 
ever been tainted with such a situation. 

Mr. Bourne. Id like to ask a question. 

Mr. Harpy. Do you want to get back to the subject ? 

Mr. Bourne. Yes. 

Mr. Harpy. Go ahead. 

Mr. Botirne. Mr. Hawkins, I believe you mentioned that your com- 
pany was set up only to handle the wholesale business. 

Mr. Hawkins. That is right. 

Mr. Botting. I understand by that, that some people believe the 
Government to be a wholesale customer and others feel that he is a re- 
tail customer. What is your feeling on that? 

Mr. Hawxrns. We feel he is in practically the same situation as the 
fleet. operator. 

Mr. Botiinc. That makes him what? 

Mr. Hawxtns. Well, that makes him a retail customer on a little 
higher level. 

Mr. Bourne. What is your feeling as to the kind of treatment that 
the Government should be able to expect pricewise? Do you think 
they should get as good a price as anybody gets, or a better price ? 

Mr. Hawkins. Well, as a matter of general practice, I don’t know 
why the price that the manufacturer charges shouldn’t be the same to 
the Government as it is in his commercial enterprise. 

That profit is determined upon the basis of what it takes to make 
that company earn a profit and provide the necessary reserve for keep- 
ing his plant in shape and his business strong. Anything that goes 
to the Government has got to go through the same processes that it 
does to the commercial manufacturer or customer, only it is many, 
many more times involved. 
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The paper work and details in connection with processing Govern- 
ment orders is very, very detailed and it is much more expensive than 
it is with commercial business. 

Mr. Botirne. Am I to understand all your commercial customers 
get exactly the same price? 

Mr. Hawkins. On tlre same product and on a similar functional 
basis. 

Mr. Boutrne. What is that? 

Mr. Meaper. You mean in quantity ? 

Mr. HawkINs. Quantities. 

Mr. Harpy. I think he made another distinction as to functional 
basis. In other words, you have some assemblers and some other type 
of customers and they don’t necessarily get the same discount ? 

Mr. Hawkins. Well, any differential and discount, as far as our 
company is concerned, is very, very small. There are some customers 
that maintain branches and stock parts and give us a long length of 
time in acquiring the parts and furnishing them. 

Mr. BotirNnc. Are your prices the same on original equipment as 
they are on replacement parts? 

Mr. Hawkins. On original equipment? The way I would an- 
swer that question is this: As far as replacement parts are concerned, 
they have to be manufactured and stocked and there is much more in- 
volved as far as the production of replacement parts and the stocking 
of it and to have everything available than there is as far as the 
original unit is concerned. 

Now, on the original unit, it is manufactured and immediately 
shipped out to the vehicle manufacturer. As to the replacement parts, 
you have to carry them in stock. So there is a differential between 
the price, I would say, on service parts and on the original. 

Mr. Botirne. In what category would you place those items called 
concurrent spare parts that accompany the original vehicle in terms 
of the relative cost? 

Mr. Hawkins. There is a slight difference between those and the 
normal replenishment parts, because they are more or less manu- 
factured, processed and shipped concurrently with the original unit. 

Mr. Botiinc. Though in theory at least they could be expected to 
be the same, all other factors being equal. That is, it could be ex- 
pected to have a relation to the cost of the component item in the 
truck rather than to the replacement part. 

Mr. Hawkins. They have a nearer relationship. 

Mr. Bouirne. I wasn’t clear as to whether you felt that the Gov- 
ernment should get treatment as favorably as that given to the most 
favored customer. 

Mr. Hawkins. Well, understand this: That on Government busi- 
ness, and for instance during World War II, we manufactured just 
approximately half a billion dollars worth of units or merchandise 
for the Government. 

During that period, our profit after taxes was just slightly under 3 
percent and our profit before taxes was slightly over 10 percent. 

During that period, our costs or our margin of profit to the Govern- 
ment was in the same relationship as our commercial business. 

Mr. Botiine. Now, you mentioned the difficulty of doing business 
with the Government. Were there as many straight contracts in- 
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volved in the half-billion dollars’ worth of business as there would be 
in the ordinary commercial half-billion dollars’ worth of business? 

Mr. Hawkins. Let me clarify that further. As I pointed out before, 
we have always been the subcontractors. Now, the half-billion dollars’ 
worth of material that went for military purposes during the war was 
sold by us through the vehicle manufacturers. 

So, the processing of orders to us and everything was the same as on 
our commercial business, because we got the orders directly from our 
regular customer. 

Mr. Botirnc. One thing concerned me—and I gather you would 
not, from your company’s experience, be able to answer—but we hear 
over and over again of the difficulty of handling Government business. 

I am wondering about the relationship of volume and the number of 
difficult situations you have to go through to get the same volume that 
you get when you go through a larger number of less difficult contract 
negotiations or bids. 

It occurs to me that under certain circumstances the volume will 
more than offset the difficulties of the contractor. 

Mr. Hawkins. I think you are probably familiar with the way the 
invitations are sent out to bid. They may have a number of items on 
one invitation, and as far as handling that for the Government, it is 
much more involved than it is with our regular commercial customer. 

Mr. Borie. That is just for the sake of discussion. Let us say it 
is very difficult to get one order that has 10 times the volume of 
another. 

Mr. Hawkins. That is right. 

Mr. Botirna. Well, if it has 10 times the volume, then the total over- 
all difficulty may be substantially less than settling a number of other 
commercial transactions. 

Mr. Hawkins. I couldn’t give you the exact figures or percentages 
on that, because of the manner in which we have conducted our busi- 
ness in the past. ; 

Mr. Meaper. Will the gentleman yield at that point ? 

Mr. Borzine. I am through. 

Mr. Mraper. I asked a question of- you before, Mr. Hawkins, along 
that same line. If you assume there is a large order of, say, a couple 
of hundred thousand dollars worth of axles, and you dealt with the 
Government direct on those axles, there would certainly, even with all 
their red tape and difficulty, be less book work on your part than to 
deal with, say, 15 vehicle assemblers, to whom you sell the axles, and 
then they, in turn, sell them to the Government. 

Mr. Hawxrxs. I doubt that very much. 

Mr. Meapver. At least you'd have just one customer to deal with 
rather than 10 or 15. While that one customer might have more in- 
volved procedures than any one of the 10 or 15, it would seem to me a 
multiplication of the simpler procedure by 10 or 15 times would cer- | 
tainly equal the involved procedures of the Government. 

Mr. Hawkrns. Have you ever run a business or tried to do business 
with the Government 4 

Mr. Meaprer. Have I ever run a business? 

Mr. Hawkins. Yes. 

Mr. Meaprr. I don’t know what that has to do with it. 

Mr. Meaprer. I am asking you for information on the theory that 
you have run a business. Iam raising this point. Whether or not the 
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Government does have involved procedures, aren’t they somewhat 
offset by the fact that you would be dealing with one customer instead 
of 10 or 15% 

Mr. Hawkins. We just went through recently a very involved 
process of getting a contract with the Gov ernment on a facility we are 
putting up. I think we started back in November or December of 
1950, and it was on July 7 that that contract was signed. 

Mr. Meaver. I don’t wish to disagree with you, that it is difficult 
to do business with the Government—I can see that, but I do think you 
ought to answer my question as to whether or not the diffic ulty of 
doing business with the Government isn’t somewhat offset by the fact 
that you would be dealing with just one customer, rather than 10 or 15. 

Mr. Hawkins. I don’t think so. 

Mr. Meaper. You don’t think it is? 

Mr. Hawkins. I don’t think so. Understand that when I say this 
I have no criticism of the Government or the Government personnel, 
as far as doing business with the Government is concerned. It is just 
the things that are required by the regulations and so forth that have 
to be met, whereas, when you are dealing on a commercial transaction, 
you don’t have to go through that. 

Mr. Harpy. You don’t want those headaches if you can avoid them ? 

Mr. Hawkins. That is right. 

Mr. Horrman. Not only that, but don’t you find that the man you 
have to deal with is subject to regulations and restrictions from Wash- 
ington, and it is very, very difficult to find a man in the Government 
who can say “Yes” or “No” on many of these things ? 

Mr. Hawkins. That is quite frequently so. 

Mr. Mraver. Of course, the point this subcommittee is interested in 
is whether or not the Tank-Automotive Center is using sound pro- 
curement practices in buying these automotive parts. That is all we 

“are about. 

This question of whether or not you should go through a vehicle 
assembler or deal directly with the basic source manutacturer has 
been one of the problems that we are trying to get all the light on 
that we can. It seems to me that somebody has got to do business 
with the Government eventually. Maybe you don’t want the head- 
aches and you'd just as soon have your vehicle assembler have the 
headaches, but that headache is going to be there at some point. 

It seems to me, from your own point of view, that there is some 
compensation in the fact that you don’t have to deal with quite so 
many people if you deal directly with the Government. 

Mr. Hawkers. I think you have to deal with more people before 
you get through. 

Mr. H. arpy. Let’s see if I can get back here to some other policy 
questions for just a minute so we can expedite the hearing. 

You have referred, Mr. Hawkins, to approximately a half a billion 
dollars worth of business which you had through assemblers. 

Mr. Hawatns. Practically all through assemblers. 

Mr. Harpy. Did you do any direct business with the Government ? 

Mr. Hawkins. During the war? 

Mr. Harpy. Yes. 

Mr. Hawkins. We did have one contract with the Government 
during World War II. We were the prime contractor, but it was 
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subcontracted entirely by us and we went into the picture primarily 
for the administration and in getting this other unit set up. 

Mr. Harpy. Well, that was not then in connection with parts or 
items that you normally manufactured ¢ 

Mr. Hawkins. No. I would say we never have dealt with the Gov- 
ernment. There may have been cases sometimes where, in the neces- 
sity of getting a part, that we furnished a part because we always 
maintain that we will service any unit that we manufactured. 

Mr. Harpy. Well now, with respect to that volume of business which 
you had through a dealer as a subcontractor, which I believe you say 
approximated a half a billion dollars, did all of that actually and 
oy ‘ally go from your plant thorugh the vehicle assemblers to the 
Government, or did any of it go direct? 

Mr. Hawkins. Practically all of it went through the vehicle manu- 
facturers. 

Mr. Harpy. Now, in going over this case study, exhibit 3, I find 
in some few instances you do bid on a Government invitation. 

Mr. Hawkrns. I believe we have in some cases. 

Mr. Harpy. Is it your policy not to bid, or do you have a policy 
with respect to submitting bids against Government invitations ? 

Mr. Hawkins. I would say that it is the policy of the company not 
to bid. We have bid at times, I think, for the purpose of keeping our 
name on the bidding list. We have bid at times in order to anticipate 
what the requirements are going to be, so we are in the position of 
having information on it when the release is made. 

Mr. Harpy. Your customers understand that they are not going to 
be in competition with you for Government business ? 

Mr. Hawkins. I don’t know what they understand. That is just 
our policy. 

Mr. Harpy. Well now, suppose it is just a general policy. Cer- 
tainly, the question of your general policy is discussed with your 
customers, isn’t it, as it affects them ? 

Mr. Hawxrns. You mean as far as bidding on Government business? 

Mr. Harpy. As far as it affects them. 

Mr. Hawxrns. I don’t know of any discussion we have ever had on 
anything like that. 

Mr. Harpy. You don’t know whether any of your customers have 
ever acquired information as to your policy with respect to Govern- 
ment business ? 

Mr. Hawkins. No, sir. Personally I do not. 

Mr. Harpy. Would you be likely to know? 

Mr. Hawxrns. I am the treasurer of the company and I generally 
know pretty much what the policies of the company are. 

Mr. Harpy. Would it be more likely that that matter would come 
under the purview of a subordinate rather than coming directly to 
you? That is, would it be more likely that the question of discussing 
the policies of your company with respect to bidding on Government 
business might likely be discussed with some other official of your 
company at 4 lower level, perhaps your general manager or perhaps 
somebody even below him rather than you ? 

Mr. Hawkins. Well, I don’t know, but I would say this: I don’t 
know why any of our customers would ever have occasion to inquire 
as to what our policy is. This has been our policy during the entire 
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history of the company. It was the same thing during Warld War II, 
and it has been known all around so I don’t know of. any need of the 
customer inquiring. 

Mr. Harpy. It has been testified during the hearings before this 
subcommittee by vehicle assemblers, that they made it a policy to find 
out what policies their suppliers would have with respect to bidding 
on Government business. 

Mr. Hawkins. That I am not familiar with. 

Mr. Hagpy. You wouldn’t know whether there has actually been 
any discussion by an officials of your company with the supplier as to 
what your policy would be? 

Mr. Hawkins. No, I do not know. But on the other hand, getting 
back to it with our policies being so well known and publicly known, 
I don’t know why it would be necessary. 

Mr. Harpy. It certainly wouldn’t be necessary after this session. 

Mr. Hawkrns. Well, I think the Timken policy has been the same 

right down through the line. This problem came up in World War II. 

Mr. Casey. That policy is known and understood by all vehicle 
assemblers ? 

Mr. Hawkins. That is right. 

Mr. Harpy. So that when a vehicle assembler decides to bid on a 
Government invitation, he knows that he can bid without being con- 
cerned about being underbid by you? 

Mr. Hawkins. He has got other competitors though. 

Mr. Casey. Although he has no competition from you? 

- Mr. Hawkins. That is right. 

Mr. Harpy. There may be occasions when he has no other com- 
petitors except the vehicle assemblers, if it is a proprietary item. 

Mr. Hawxrns. Most of our customers are vehicle assemblers. 

Mr. Harpy. You misunderstood me. I said a vehicle assembler who 
elected to bid on a Government invitation would know first, that he 
would have no competition from you, and secondly, on a great many 
items, he would have no competition from a manufacturer normally 
making that item, because a good many of the items he would bid on 
would be items which nobody could furnish except you, in quantity. 

Mr. Hawkins. Well, that might be true in some cases. 

Mr. Casry. Mr. Hawkins, as to this list of items that I have fur- 
nished you, I note in item 3 on the first page the Timken bid was 
$37.17, it was on an item that you sold to the vehicle assembler for 
$23.60. 

Mr. Harpy. It is item 3. 

Mr. Casey. Do you have that ? 

Mr. Hawkins. Yes. 

Mr. Casey. The price paid by the Government was $27.76. If you 
had so desired, could you have underbid that vehicle assembler on that 
sale to the Government ? 

Mr. Hawkins. The $27.76? 

Mr. Casry. Yes, sir. 

Mr. Hawkins. Well, I don’t know, it all depends upon what the 
cost would be. I could see, in this particular case here, that that is one 
of these items that I mentioned before. Sometimes you find, on some 
of these, where the cost shown is excessively low in relation to the 
price. And on others, you will find it the other way. 
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However, I would say as far as meeting the price, that the Federal 
Motor Truck Co. had billed on that one, which seems to be the one 
here, that we couldn’t bid any lower than they did if we had to per- 
form the processing and the packaging. 

Mr. Meaper. There is a note at the end of this section saying: 

Norte 1.—Packaging and other costs, if any, of the vehicle assembler are not 
reflected in the above tabulation. 

Mr. Harpy. In any event, in this particular case the successful 
bidder increased his price by slightly more than $4, which, of necessity, 
had to include such packaging costs as were involved. 

Mr. Hawkins. That is right. 

Mr. Meaper. I understand this tabulation excludes packaging costs, 
isn’t that correct ? 

Mr. Casey. They are not included in the tabulation, but it would 
have to be included in the price. 

Mr. Harpy. ‘they have to be in the vendor’s price to the Govern- 
ment, but not in the others. 

Mr. Meaper. What is the significance of that note then? 

Mr. Harpy. It has to be in the vendor’s price, that is, the price to the 
Government, but it is not in the others. 

Mr. Hawkuns. It ts not in Timken’s price. 

Mr. Harpy. It is not in Timken’s price ? 

Mr. Hawkins. That is right. 

Mr. Harpy. It doesn’t show up in Timken’s price or cost nor in 
Timken’s list, but it would have to be in the seller’s price? 

Mr. Hawkins. That is + eg 

Mr. Harpy. I think we are about to run out of time here, and we 
thank you, Mr. Hawkins, for your presentation. 

I think the subcommittee will take a 5-minute recess at this time. 

Mr. Hawkins. There is one thing I would like to turn over to you 
in connection with the service the basic manufacturer renders some- 
times, and Id like to leave this with you. It shows what the service 
is and the things you get out of the basic manufacturer and the reduc- 
tion of the number of service parts required to take care of the vehicle. 

Mr. Harpy. If you have made progress along that line, I commend 
you. We certainly need to make a lot more. 

Mr. Hawkins. I'd like to leave this with you. 

Mr. Harpy. Thank you very much, Mr. Hawkins. We will take 
a 5-minute recess. 

(Recess taken.) 

Mr. Harpy. Let the subcommittee come back to order. 

We had intended to call representatives of Willys-Overland at this 
time. There was certain information that we needed which their 
representatives do not have, so we have asked that that information 
be submitted in writing, and on that basis, it will not be necessary to 
take that testimony now. 

Is there present in the room a representative of General Motors? 

(Whereupon Myrle E. St. Aubin and Louis H. Bridenstine were 
sworn.) 

Mr. Harpy. What is your name, sir? 
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TESTIMONY OF MYRLE E. ST. AUBIN, DIRECTOR, SERVICE SECTION, 
GENERAL MOTORS CORP. 


Mr. Sr. Auptn. Myrle E. St. Aubin. 

Mr. Harpy. Mr. St. Aubin, you have a prepared statement? 

Mr. Sr. Avery. Yes,sir. , 

Mr. Harpy. Suppose you just go right ahead and present it, if 
you will. 

Mr. St. Ausrn. Thank you. 

My name is Myrle EF. St. Aubin. I am director of the service sec- 
tion of General Motors Corp., and have been with the corporation for 
25 years. My position is a staff assignment reviewing and coordinat- 
ing the parts distribution and service activities of the various divisions 
of General Motors Corp. 

During the course of the subcommittee’s investigation at these hear- 
ings in Detroit during the past week, the subcommittee has heard 
testimony concerning the function of the basic-parts manufacturers, 
the vehicle assembled, and the distributor in connection with the sale 
of automotive parts to the Army Ordnance department. For that 
reason and in line with the suggestions of your staff, we will not 
repeat or expand upon these explanations on an industry basis, but 
we will limit our remarks to the following explanation of the func- 
tion of United Motors Service division, and the accessory divisions, and 
the motor vehicle divisions of General Motors Corp. in the sale of 
parts to the Army Ordnance department by General Motors Corp. 

As is generally known General Motors Corp. operates through 
unincorporated divisions or units on a decentralized basis. United 
Motors Service is such a division. 

Before 1920 certain divisions or then subsidiary companies of the 
corporation manufacturing parts and accessories for sale to vehicle 
and motor manufacturers were confronted with the problem of pro- 
viding an availability of repair parts in the field and also service 
on their products. This called for each engaging in warehousing, 
distributing, sales, and service activities in the field. 

It was self-evident that economies would be made by combining 
these like activities in one organization instead of each manufacturing 
division duplicating to a degree the facilities, manpower, and services 
of the other divisions. Thus United Motors Service was formed to 
effect these economies. 

Today United Motors Service so handles the products of 13 acces- 
sories divisions of the corporation and experience of over 30 years 
proves the soundness of this business decision made so many years ago. 

United Motors Service is not a corporation. It is an unincorporated 
division, operating 20 warehouses, having an aggregate floor space 
of 1,500,000 square feet which are located throughout the country. 
It carries a normal inventory of $25,000,000. It has 1,500 employees 
of whom 300 are lorated at its central office in Detroit. It functions 
as a warehousing, distributing, sales, and service organization for 13 
divisions of the corporation. It has over 4,000 independent distribu- 
tors, servicing all classes of the retail trade. Such a distribution 
operation makes it possible for a customer requiring an automotive 
service part to obtain such a part conveniently, quickly, and eco- 
nomically. Our experience is that none of the manufacturing divi- 
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sions represented by United Motors Service division could give such 
service on as sound a business and economical basis. 

This method of operation, namely the sale of the products of 13 
manufacturing divisions through United Motors Service as the dis- 
tributing organization, appears to us to be the most efficient, econom- 
ical, and practical method for selling,and distributing the ’ products 
of these divisions to the Government. It also makes possible stable 
and continued employment, warehousing facilities, and’ service 
operations. 

When a request or an invitation to bid is received from the Ordnance 
Department by United Motors Service, it checks the items which 
may vary in number up to in excess of 100 to determine what items 
the manufacturing divisions represented by United Motors Service 
produce or can produce. If the proposal relates to items which, in 
the aggregate, would normally be priced at $1,000 or less, United 
Motors Service quotes a price equal to or lower than the most favorable 
price that it quotes on that item to any other customer assuming that 
only normal commercial packaging is required. If the bid is accepted, 
the item is then shipped to the specified destination from the nearest 
location at which it is available. If special packaging is required, 
the cost of packaging the article, in accordance with specifications of 
the Ordnance Department, is added to the afore-mentioned price. 
Bids of this type represent only about 3 or 4 percent of the business 
done through United Motors Service with all Gover nment agencies. 

If the request or invitation to bid relates to items requiring “special 
application or Cg eer for military purposes or to normal com- 
mercial items which, in the aggregate, would be priced at $1,000 or 
more, United Motors Service, after checking the items which the man- 
ufacturing divisions would produce, prepares the bid. The bid is on 
a competitive basis and the price is always as low or jower than the 
best price quoted by United Motors Service on the basis of commercial 
packaging. If the packaging is to be other than commercial packaging 
and in accordance with specifications, the cost of this special packaging 
is added to the price. 

Packaging, according to specifications issued by governmental 
agencies, including the Ordnance Department, is a business in itself. 
A warehouse or distributing agency handling commercial packaging 
is not normally equipped to handle packaging according to Govern- 
ment specifications. An operation at any given location which does 
not have a steady flow of Government business in volume requir ing 
special packaging, cannot do the packaging or obtain such packaging 
from an independent contractor at an economical cost and in some 
areas such special packaging is not available. In the distribution 
business generally, it is fundamental that the items to be distributed 
must be collected, mane and packaged at a central location. This 
is even more important where special packaging is required. United 
Motors Service 1s not equipped to do this special packaging and is of 
the opinion that it cannot do it as economically as a company which 
makes special packaging its business. 

For that reason, when a bid to be submitted by United Motors 
Service requiring packaging according to specifications i is being pre- 

pared, a United Motors Service representative obtains from a com- 
sediy in the packaging business, a quotation for packaging the item 
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or items in question in accordance with the specifications contained 
in the invitation to bid. It negotiates for as low a quotation as possible 
and after determining that the quotation is satisfactory, it then adds 
that amount, as abate above, to the basic bid price agreed upon with 
the manufacturing divisions which would be the quotation for the item 
with normal commercial packaging. After a bid requiring special 
packaging has been accepted, the item is then shipped to the packaging 
company where it is prepared for shipment in accordance with the 
specifications which vary with the type of article, the destination, the 
mode of shipment, climatic conditions, and other considerations. To 
insure that the packaging is done in accordance with the specifications, 
a representative of United Motors Service inspects the packaging 
operation. When the packaging is completed, United Motors Service 
arranges for its shipment on a Government bill of lading. There is, 
of course, in-bound freight on the item to the location at which it is 
packaged which, in the case of the Ordnance Tank- Automotive Center 
is the Detroit area, but this cost is more than offset by the savings in 
centralizing the inspection and packaging for the many divisions 
involved. 

United Motors Service, like all divisions of General Motors Corp., 
follows the General Motors standard accounting practice, and its 
accounts, for the final accounting purposes of the corporation, are con- 
solidated with the accounts of other divisions and the central office 
of the corporation. Under this accounting for intracompany pur- 
poses, the books of United Motors Service reflect the following for 
the first 10 months of 1951: 


Sales to all governmental agencies.___......_.....___._.__._._.__._____ $7, 707, 000 
Cost of United Motors Service 7, 175, 000 


Gross profit (6.9 percent of sales) Posh 532, 000 
Disregarding advertising costs and deducting from the gross profit 
only the normal overhead of United Motors Service, this. division’s 
accounts for the above period on its sales to all governmental agencies, 
reflect a loss to the division of $186,000 or 2.4 percent. This does not 
mean that General Motors Corp. suffered a loss on this business with 
the Government. It presumably obtained a reasonable profit since 
the cost to United Motors Service charged by the manufacturing 
division, included a manufacturing profit. 

For the reason stated above, in explaining the function of United 
Motors Service division and the reason for the distribution through 
that division of the products of certain manufacturing divisions of the 
corporation, it is logical for the car and truck divisions to distribute 
the service parts and assessories for their car and truck products, 
whether such parts and accessories are manufactured by the car and 
truck divisions or other divisions of the corporation. In addition, 
however, the car or truck division is responsible for the engineering, 
service, and warranty with respect to its product and the parts incor- 
porated therein, regardless of the divisions manufacturing the part. 

Bulletins relating to the service of car and truck division products, 
including parts manufactured by other divisions, are regularly issued 
by the sales and service operations of such divisions. With respect 
to these products and the parts incorporated therein, regardless of 
by whom manufactured, the distributors, dealers and customers look 
to the respective car or truck division. 
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The same factors which make it desirable for the car and truck 
divisions to handle the sale and service of the parts incorporated in 
their products in connection with their normal commercial business, 
regardless of the division manufacturing such parts, are present in a 
greater or lesser degree in connection with the sale and distribution of 
parts to governmental agencies, including the Ordnance Department. 
For example, if the Ordnance Department desires information as to 
the normal life of a particular part or assembly, certain engineering 
information, or information with respect to the installation or opera- 
tion of the part, it is more readily available, and perhaps available 
only, through the car or truck division. Considering all of the fac- 
tors involved, including the performance, cost, service, warranty and 
good will, the distribution of the component parts and service parts 
of a motor vehicle by the assembler thereof, is to the mutual advan- 
tage of the Ordnance Department and such assembler. 

‘urthermore, if the manufacturing division supplying a part to a 
car division were to handle the replacement part business directly with 
the Government, it would have to add to the normal accounting cost 
it now incurs in connection with the production of that part for car or 
truck division, the cost of handling the direct sale and distribution of 
that product, the warranty cost, engineering, and tooling costs ab- 
sorbed by the car or truck division, excise tax and similar items. This 
would result in a quoted price equal to or higher than the normal price 
that would be quoted by the car or truck division for replacement 
part purposes. , 

Mr. Casry. Mr. St. Aubin, when you refer in here to divisions—I 
believe you call them manufacturing divisions of General Motors— 
that United Motors Service more or less represents in the distribution 
of these parts, what are these manufacturing divisions? I mean can 
you give me the names? Are those Chevrolet and 





Mr. St. Aupin. No, sir. They are strictly manufacturing divisions. 


like Delco-Remy, Guide Lamp, Rochester Products and those sort of 
divisions. 

Mr. Casry. Well now, are there certain items or parts that are 
supplied by those manufacturing divisions exclusively to one of the 
General Motors automobile assemblers, such as Chevrolet? 

Mr. St. Aunty. They supply them to all of the divisions of General 
Motors that make an end product. 

Mr. Casry. When the Government buys the parts from United 
Motors Service, the United Motors Service takes a profit, naturally, 
in that selling price to the Government, does it not ? 

Mr. Str. Avsrn. Well, they take a 

Mr. Casey. Don’t they figure in a profit in quoting a price? 

Mr. Sr. Ausrn. Yes. They would figure a profit, or a handling 
cost, if you would call that a profit. It hasn’t amounted to much of a 
profit. 

Mr. Casey. I mean it may not have amounted to much of a profit 
in the over-all. That, I don’t know. But aside from the administra- 
tive cost, which we will call the handling cost, don’t they put a profit 
on top of that? 

Mr. St. Ausin. No, sir; not just the handling cost, which includes— 
yes, it would include a normal profit. 

Mr. Casry. I am not much of an accountant, but don’t you figure the 
handling cost, the administrative overhead and so forth ies you 
add the profit in? 
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Isn't the profit based on what the article cost to United Motors 
Service plus what it cost United Motors Service to process it and 
handle it? 

Mr. Sr. Ausin. Yes. They would have a normal percentage that 
they would apply to that. I don’t know what it is. 

Mr. Casey. Now, would Delco-Remy, or the Guide Lamp Co.— 
would they have a profit on that item? 

Mr. Sr. Austin. Yes, the manufacturing process. 

Mr. Casey. So to that extent, both the manufacturing division and 
United Motors Service would have a profit on that part before it was 
sold to the Government ? 

Mr. Sr. Auprn. Yes, sir. 

Mr. Casey. And the profit that United Motors Service would have 
in the article would be based upon the cost to United Motors Service 
from the manuacturing division, which would include a profit plus 
the handling charge and would there be some freight involved ¢ 

Mr. Sr. Avern. Yes, and excise taxes. 

Mr. Casey. In other words, the profit would be based on the over- 
all cost to United Motor Service, including these various elements 
of administrative expense, excise tax, and freight, plus the cost from 
the manufacturing division. 

Mr. Sr. Avsiy. The profit wouldn’t be in addition to that. It is 
figured on an over-all basis and applied directly to that transaction. 

Mr. Casey. But the profit would be computed on the over-all cost 
to United Motor Service ? 

Mr. Sr. Auprn. Yes, it would, but—— 

Mr. Casey. Well, explain it. 

Mr. Sr. Ausrn. All I say is, as we indicated in the transcript, 
United Motor Service follows the General Motors standard account- 
ing practice. For the final accounting purposes of the corporation, 
they are all consolidated up at the central office of General Motors, 
and then under this accounting for intracompany purposes, the books 
of United Motor Service reflected, so far this year, a loss of $186,000, 
or 2.4 percent of the selling price. 

Mr. Harpy. Now, [ would infer from that, that your overhead 
chargeable by United Motor Service on its business, would amount 
to 6. 9, plus 2 2.4, or a total of 9.3 percent, is that correct ? 

Mr. Sr. Avsr. No, I don’t think that is correct. 

Mr. Harpy. You said that you showed a 2.4 percent loss insofar as 
United Motor Service was concerned. 

Mr. Sr. Ausrn. That is because we figured it wrong. 

Mr. Harpy. Well, you show a gross margin of 6.9, which was less 
than your net margin—you had no net profit. 

Mr. Sr. Avprn. That is correct. 

Mr. Harpy. You were minus 2.4 percent ? 

Mr. Sr. Avusrn. Sure; after we deducted from the gross profit, the 
normal overhead of United Motor Service, we came out with a net 
loss. 

Mr. Harpy. Presumably, your overhead figure would be a combi- 
nation of those two figures. If that is wrong, . what is wrong with it? 

Mr. Sr. Avs. Well, I am like yourself. I am not an accountant 
either. My feeling is that they didn’t compute their Government 
business properly. 

Mr. Harpy. That may be. I don’t know. 
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Mr. Sr. Ausrn. Now, how they do it, I don’t know specifically. 

Mr. Harpy. I am not discussing the method of computation right 
at the moment, and I don’t know that that is particularly consequential, 
but the point I was trying to get at is this: From your statement, the 
sales prices to the Government are computed in exactly the same man- 
ner as sales to others buying in like quantities; is that correct? 

Mr. Sr. Austn. Yes; we sell at a price to the Government no higher 
than a price that we would sell to like customers. 

Mr. Harpy. Then United Motor Service, in computing its price to 
the Government, computed it just exactly as it would to any other 
customer buying in those same quantities ? 

Mr. Sr. Ausry. Yes; they did that, but you will find that on nearly 
all of the sales which United Motor Service has made to the Govern- 
ment, the price was lower than the price that they sold it to their 
best. customer, and that is probably why they get into this loss. 

Mr. Harpy. And yet they figure it the same way. In other words, 
if United Motor Service had sold the same $7,707,000 worth of parts 
to its regular customers in the same quantities as they sold them to 
Uncle Sam, it would have come out with the same figure? 

Mr. Sr. Avustn. I presume, Mr. Hardy, that that would be the way 
they would do it, and they would probably use that percentage 
formula, but the price is not the same. I mean, it is a lower price 
in nearly every instance. 

Mr. Harpy. Is that because the Government is buying in larger 
quantities than others? 

Mr. St. Ausrn. Well, no, I don’t think so because—— 

Mr. Harpy. I would like to have the explanation, because on the 
basis of your statement, I would assume—I can see no other assump- 
tion to make—I would say that United Motor Service during the 
10-month period for which these figures are assembled had a net loss 
of 2.4 on total business 

Mr. Sr. Ausry. To the Government. 

Mr. Harpy. On its total business if they are all figured the same 
way. 





FURTHER TESTIMONY OF LOUIS H. BRIDENSTINE, GENERAL 
MOTORS CORP. 


Mr. Brivenstine. Mr. Hardy, can I help out on that? 

Mr. Harpy. Yes; if you can, I would be glad to have it. 

Mr. Bripenstine. It should be understood that the business with 
the Government is done on a competitive bid basis where we are asked 
to quote on an invitation to bid. 

Mr. Harpy. I understand that. 

Mr. Bripenstinz. United Motor Service then decides the price to 
quote on that particular bid to the Government, which may vary 
from one bid to the other. 

Mr. Harpy. Would they do it exactly as they would do to any- 
body else on a like quantity ? 

Mr. Brmwenstine. The point is: Do we have the same bid on the 
same day under the same circumstances, with the desire on our part 
to get that business, and therefore put the price down. Now, you 
can’t compare apples and oranges. You have to compare prices and 
prices. When we tell the Government that it is our policy to quote 
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as low as or a lower price, all we have to be sure on that day when 
we establish a price on a bid is that we are within that policy. Maybe 
we are 20 percent lower on that deal; but taking off the segment of 
business for the first 10 months of this year, United Motor Service 
says that they came up with a gross profit of 6.9 percent on sales. 
However, disregarding advertising, which isn’t in here other than 
perhaps institutional advertising—but commercial advertising is not 
charged in this Government cost—if we were to apply the normal 
overhead rates of United Motor Service, there is a loss of 2.4 percent 
on that business. 

Mr. Harpy. I just can’t quite understand. You say in one place 
that it is as low or lower than any other customer, and yet, in this 
statement that has just been presented, it is stated that the price 
to be quoted on a particular invitation to bid is determined in the same 
manner that you would determine the price for one of your regular 
customers buying a comparable quantity. 

Mr. Bripenstine. We go through the same steps exactly. We want 
to wind up with the same price, however. 

Mr. Botting. Well, do I understand, then, that this policy, as low 
or lower, would become entirely meaningless since you are dealing with 
prices and prices, and not oranges and apples? If on that day you 
had no customer ordering that particular part, there would be nobody 
to compare it with? 

Mr. Brivenstine. No, sir; that isn’t right. We have list prices 
on the majority of these items, but our prices change from day to day 
much as the Chrysler people explained yesterday. The price list 
might have two or three items changed each day, or one a month. Our 
policy is not meaningless. Our policy is quite important. But you 
know yourself that you can’t buy an item today quite as cheap as you 
might have bought the same item 6 months ago. All we said when 
we put a quotation in 6 months ago, was that the price we charged 
then, was as low as or lower than the most favored customer, and that 
policy applies today; but that doesn’t say that the item that was 
$1, 6 cadet ago, is $l today. It might be $1.25. 

Mr. Harpy. But suppose you had a proposal coming from one 
of your big customers the same time that you had a proposal coming 
in from the Government. You would compute that on exactly the 
same basis 

Mr. Bripenstine. Except one thing. We have no agreement with 
him to give him the price as low as or better than the price that we give 
the Government. 

Mr. Harpy. What you are saying is that when you get through 
figuring out what that price would be, then you might then reduce 
it a little bit? 

Mr. Bripensttne. For the Government ? 

Mr. Harpy. Yes. 

Mr. Bripenstine. It is entirely true, sir, yes; whatever we have 
to quote to get the business. 

Mr. Harpy. How do you know what you have to quote to get the 
business ? 

Mr. Bripenstrne. That is quite a gamble. We don’t always get 
the business. We are no different than anybody else. We feel we 
have to bid so much in order to get this business. We have no way 
of knowing what it is. 
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Mr. Casey. Is that any different from commercial business? 

Mr. Brienstine. Well, it depends on the type of customer you are 
talking about now. 

Mr. Casey. I mean you have no competition on commercial business, 
do you? 

Mr. Bripenstine. Well, sure. We have competition on commercial 
business. 

Mr. Casry. Well, you still have to quote as low a price on com- 
mercial business as you can to get that, too, don’t you? 

Mr. Bripenstine. There is no question about that. You have to 
meet competition. 

Mr. Casey. Well, if your intent is the same, and your procedure 
is the same, why don’t you lose money in your over-all business ? 


FURTHER TESTIMONY OF MYRLE E. ST. AUBIN, DIRECTOR, 
SERVICE SECTION, GENERAL MOTORS, CORP. 


Mr. Sr. Avsry. We establish the price that we sell to your regular 
eichetiies and in establishing that price, we figure in a normal profit 
that we want to make. Now, that is an established price. We don’t 
change that price willy-nilly. 

Mr. Casey. And there is no competition on that price? 

Mr. Sr. Auprn. Yes. 

Mr. Casey. That is an open- -end proposition 

Mr. Sr. Ausrn. Oh, no. There is competition on it, Mr. Casey. 
I mean you take electrical parts, or any highly competitive part, 
and there is terrific competition on it in the commercial field. 

Mr. Harpy. In that case, your competitor doesn’t have too much 
trouble finding out what your price is, does he / 

Mr. Sr. Avpry. He just goes in and asks a distributor. 

Mr. Meaper. Mr. Chairman, I was going to run the risk of being a 
devil’s advocate to save a little time ‘by suggesting that the cost “of 
doing business with the Government under red-tape procedures, such 
as we heard testimony on, might explain why they lost money doing 
business with the Government, because it cost them more in overhead 
to handle the red-tape procedure. 

Mr. Harpy. I don’t know why you wanted to bring that in. They 
haven’t even mentioned it. 

Mr. Casry. I lave been wondering why we didn’t get that reason 
before this. 

Mr. Harpy. All right, let us go ahead. 

Mr. Casry. Mr. St. Aubin, earlier in the week, a staff representative 
testified as to certain prices and costs of parts that were sold to the 
Government, both through United Motor Service and from the as- 
sembling divisions, also items purchased direct from the basic source. 
I turned that case study over in its entirety to a General Motors rep- 
resentative in Washington. I am wondering whether or not that has 
been brought to your attention. 

Mr. Sr. Ausrn. Yes, it has. 

Mr. Casry. Have you had any opportunity to check the cost and 
prices that are in that case study ¢ 

Mr. Sr. Auprn. Yes, we have. We found, Mr. Casey, that there are 
a number—— 
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Mr. Casry. Excuse me. It has been brought to my attention that 
we didn’t release or put in the record the price structure that is con- 
tained in the last three or four columns of that case study. I bring 
that to your attention now so that you will know that as far as the 
staff is concerned, we have not released that price structure. 

Mr. Sr. Aupry. Thank you. 

Well, we looked the study over and there is quite a few inaccuracies 
in it from our point of view. I think I would probably like to make an 
observation on that. 

Mr. Harpy. We would like to have them because we too want to 
clear up any inaccuracies that may be in these figures. 

Mr. Sr. Avsrn. Well, I think counsel put these figures into the 
record on Monday, and the first’ thing that we found was that the 
normal method of computing profit according to recognized account- 
ing practices is on sales, and not on costs. I mean mark-ups are made 
on costs and not on profit determination. 

I think the second thing we noted was that the Government report, 
taking information from the data which we submitted to you on 
September 27, used cost information which did not include freight and 
certain other expenses, that is, the excise tax and some of the bulk- 
transportation charges and that sort of thing. 

We also noted that the actual cost of packaging expense, our actual 
cost of packaging expense, was higher than the 10 percent estimated 
expense which was used in the report. 

Mr. Harpy. I wanted to ask you if you could give us the benefit of 
your actual experience on that. 

Mr. Sr. Avprn. I will do that. 

Mr. Harpy. Because that is recognized as an estimate, and I know 
those estimates vary pretty widely. If you could give us that, it would 
be very helpful. 

Mr. Sr. Auprn. I will do that. 

Then the fourth thing that we noted was that much of the data that 
was used in the Government report reported transactions with Gen- 
eral Motors, which I assume are from Government.records, and are 
correct. But the odd thing is that the cost data which we submitted 
covering a specific sale were applied to other transactions, and costs 
during the past few years have literally varied from week to week. 

Now, on the rest of the 49 items which you selected and submitted to 
us to give you detailed information on, General Motors’ over-all gross 
profit was 7.7 percent of sales. That is profit before taxes. On this 
same list 

Mr. Harpy. Does that include both your manufacturing profit and 
your United Motor Service profit ¢ 

Mr. Sr. Aunty. The over-all profit; yes, sir. On this same list, the 
percentage—and I am using the expression now that was injected 
into the testimony—of the Government price paid for the privilege 
of dealing with United Motor Service was a loss of two-tenths of 1 
percent of sales. That is on these same 49 items. Now, I make this 
observation to correct the record that was submitted on Monday. 
Now, you ask what our packaging cost was. On these 49 items which 
we submitted to you on September 27, our packaging costs over-all 
amounted to 13 percent. We feel that is on the minimum side. and 
that packaging costs would normally run somewhere between 13 and 
18 percent. 
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Mr. Harpy. That is calculated on sales also? 

Mr. Sr. Austin. Yes, sir. 

Mr. Casry. Is that the actual cost of packaging for these items in 
1945 and 1950? 

Mr. Sr. Avsin. Yes. 

Mr. Casey. And is the 13 percent to 18 percent—is that calculated 
on present-day costs of packaging ! 

Mr. Sr. Ausrn. Yes—well, it might not be. I don’t know, Mr. 
Casey. 

Mr. Harpy. In other words, you considered that these 49 items are 
not representative ¢ 

Mr. Sr. Avuprn. Well, they are reasonably representative, Mr. 
Hardy. I mean they cover a wide Variation of items. I mean with 
respect to packaging cost. 

Mr. Harpy. If they are representative, and you have an actual com- 
putation of 13 percent, it would seem that that—it should be reason- 
ably applied over-all. If they are not representative, then, your pack- 
aging expense might vary. 

Mr. Sr. Ausin. To my knowledge, and only from talking with the 
people who do this kind of work in the operation of the business, it 
is on the minimum side, the 13 percent. 

Mr. Botuine. Perhaps we,can figure this out on this particular 
example. How much difference would there be between 13 percent of 
sales and 10 percent of cost ? 

Mr. Casey. In other words, the assumption was made by the staff 
study that the packaging would represent 10 percent. of cost. 

Mr. Bripenstine. Thirteen percent of sales would be about 15 per- 
cent of cost. 

Mr. Harpy. It would be well over 13. 

Mr. Bripenstine. About 15. 

Mr. Botirne. About 15 or 16 percent? 

Mr. Casey. So that the figure that the staff study concluded from 
packaging: 

Mr. Brivenstiye. Ten percent of cost is low. 

Mr. Harpy. If your experience shows 15 percent on sales, then it 
would be well over 13 percent on cost ? 

Mr. Sr. Ausry. Yes, sir. 

Mr. Harpy. The only way you would be able to compute it would 
be to have a differential between your costs and your sales price? 

Mr. Sr. Aunty. I noticed, Mr. Hardy, that in the testimony, and 
to carry this point through a little further—it is on page 48—several 
examples were cited. The first example—— 

Mr. Harpy. What page is that ? 

Mr. Sr. Ausrn. Page 43. 

Mr. Brrxpenstine. Page 43 of the transcript. 

Mr. St. Aupin. It says: “An example is item 73 (exhibit 20). The 
price to the Government was $19.19, the wholesale distributor price 
was $15.75, and the list price was $31.50.” 

Now, to carry out the point that we gave to the Government, a price 
equal to or lower than the price we charged our best account, our 
dealer price on that item was $20.48. We sold to the Government at 
$19.19. 

That was a sale made by Chevrolet. 
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Mr. Harpy. In this case, this is not the type of item which would 
have normally gone through United Motor Service? 

Mr. Sr. Auprn. That is right. . 

I will let you cite a couple of other examples. On the next page, 
or page 44, is item 80 (exhibit 20). Itsays: “The price to the Govern- 
ment was 56.50, the wholesale distributor price was $45, and the list 
price was $90.” Now, I don’t know how you developed the $45 as the 
wholesale distributor price. It is a Chevrolet item, the dealer price 
of which is $63, and that was sold to the Government for $56.50. 

Mr. Harpy. That again is not a United Motor Service item ? 

Mr. Sr. Aupin. No, sir. 

Now, the next item that you mention is at the bottom of page 44. 
You say that, “Typical items involving General Motors, items that 
were sold through United Motor Service, General Motors’ distributor, 
the basic division cost was $3.30. The price to the United Motor 
Service was $3.53, and the price to the Government was $4.5014.” 
On that particular item, the price to the distributor of United Motor 
Service is $6.10. We sold it to the Government for $4.3014. 

Mr. Harpy. That is the price which United Motor Service charges 
its distributors / 

Mr. Sr. Aupin. That is correct, sir. 

Mr. Harpy. General Motors-charges United Motor Service $3.53 ? 

Mr. Sr. Ausry. Not General Motors: no, sir. 

Mr. Harpy. Well, the manufacturing division ? 

Mr. St. Ausin. The manufacturing division. The price that was 
charged United Motor Service was $3.53, but that was a product that 
was processed or assembled by two of the accessory divisions and 
moved into United Motors. 

Mr. Horrman. You mean they did something to it? 

Mr. Sr. Ausin. Yes, sir. 

Mr. Harpy. You don’t mean United Motor Service did something 
to it? 

Mr. Sr. Aunty. No, sir. 

Mr. Harpy. It is a composite item which was made off items pro- 
duced in two other divisions ¢ 

Mr. Sr. Aupin. That is correct. 

Mr. Harpy. And it had been assembled prior to its being delivered 
to United Motor Service ? 

Mr. Sr. Auprn. Yes. 

Mr. Harpy. And it was delivered to United Motor Service as one 
item at a charge of $3.53 ¢ 

Mr. St. Augry. That is correct, sir. 

Mr. Casey. Mr. St. Aubin, before we get beyond these items on page 
3, this 73 to 83 (exhibit 20), I presume that you appreciate that on 
page 6, those are the 10 items upon which you did not show us the 
wholesale distributor’s price. 

Mr. Brinenstine. There is none, I don’t believe. There is no whole- 
sale distributor involved. United Motor Service isn’t involved in 
that. That is from Chevrolet. 

Mr. Casey. I thought you just gave me a figure of $20.48 for item 73. 

Mr. Bripenstine, That is the Chevrolet dealer price. 

Mr. Casry. That is the Chevrolet dealer price ? 

Mr. BripenstIne. Yes, sir. 
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Mr. Casey. And on item 74—— 

Mr. Briwenstine. Yes? 

Mr. Casey. And on item 74, the comparable price there would be a 
Chevrolet dealer price? 

Mr. Sr. Aubry. What item are you talking about ? 

Mr. Casey. Item 74. 

Mr. St. Aupin. Yes, that is the Chevrolet. It would be a Chevrolet 
dealer price. 

Mr. Casry. You could appreciate why this computation entitled 
“Wholesale Distributor Price at 50 percent of List,” was computed. 
On all the items you did show a distributor price, it was 50 percent 
of your list price. 

Mr. Sr. Avsry. I don’t think that is quite right, Mr. Casey. If you 
go back to the original sheet that we gave you and some of the data 
that we gave you in June, where we showed these actual prices, we 
broke the items down by the dealers and by the distributors if it was 
a part sold through United Motor Service. 

Mr. Casey. Well, is it or is it not, that in computing the wholesale 
distributor price, the general policy is to fix the price of 50 percent 
of list ¢ 

Mr. St. Ausin. That is not so. 

Mr. Casey. So that where that happens it is merely a coincidence ? 

Mr. Sr. Avsrn. It could be, yes. 

Mr. BripenstinE. Mr. Casey, all this information was submitted in 
this spread sheet dated September 7. 1951. It was submitted show- 
ing the divisions involved, “Manufacturing and selling,” when United 
Motors Service was involved in the particular transaction. 

You asked about certain particular transactions and that is all out- 
lined on this sheet. 

As to item No. 73, it indicates United Motors Service is not involved 
on the spread sheet given to the committee. 

Mr. Botzine. I notice items 74, 75, 82, and 83. That item 74 has a 
three zero nine basic division cost; that is, the tabulation I have shows 
a three zero nine basic division cost. The price to the Government 
was 6.60. 

Mr. Bripenstrine. It says three zero nine unit cost excluding pack- 
aging for the division selling the end preduct. 

Mr. Bouuine. Then the price to the Government. 

Mr. Brivenstine. That is right, the price to the Government. 

Mr. Botirnc. As to the difference between the second figure and the 
third figure, I presume that is packaging. 

Mr. Bripenstrne. The packaging is shown right on this sheet— 
actual packaging cost. This is the information we submitted to the 
subcommittee. 

Mr. Botiinc. We have discussed this and found that we are looking 
at the same item. I am looking at items 74, 75, 82, and 83, which 
seems to require some explanation, in view of the statement of the 
policy of its being as good or better price to the Government than to 
any other customer. 

As far as I can tell, in each one of those four cases, and two look 
exactly alike and two others look exactly alike, they look like the same 
item and same price all the way through in those four cases. It ap- 
pears to me that the policy was not followed. 
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Mr. Botiine. The first figure is four nine seven three, and in the 
case of both of them, there is eight two eight three. The second figure 
is five nine seven zero in both cases. Do you have items 74 and 82? 

Mr. St. Avupin. Yes. 

Mr. Botiine. And our figures agree? 

Mr. Sr. Ausin. Yes, the figures in respect to items 74 and 82 are 
correct, but it is the exception to the case. I don’t know how it de- 
veloped at all. It gets down into the operating end somewhere. 

You can take item 78, which is a batter ‘y, and there General Motors 
lost on that transaction 63.8 cents per unit on 40,000 batteries. 

Mr. Casry. What item was that? 

Mr. St. Ausry. That is item No. 38. 

Mr. Botirws. There is the general statement which says: “United 
Motors Service quotes a price equal to or lower than the most favor- 
able price.” These are the exceptions to that, so that is not always 
true. 

Mr. Sr. Avusrn. No, that wasn’t quite right as to United Motors 
Service, because item 74 is a Chevrolet item and 82 is a General Motors 
truck item. 

Mr. Botuine. Then the statement in the record is entirely correct, 
but the fact remains that there is the occasional element wherein Gen- 
eral Motors does not quote to the Government a price equal to or lower 
than the most favorable price. 

Mr. Sr. Ausin. Yes, that is what you have discovered, but the policy 
covers all divisions of General Motors. 

Mr. Bripenstine. This is the exception to the rule. It just 
happened. 

Mr. Mraper. It is not explained by packaging costs? 

Mr. Brwenstinr. The two items they picked are in error. 

Mr. Harpy. With respect to item 38, I don’t know whether I 
understood that. 

Mr. Horrman. They said they lost money. 

Mr. Harpy. Do you say you lost money on that item ? 

Mr. Sr. Aupry. Yes, sir; we lost 63.8 cents. 

Mr. Harpy. The figures we have do not disclose that. 

Mr. Srv. Ausry. The information we gave you should have that. 

Mr. Harpy. You show a basic division cost of 11.183 ? 

Mr. St. Avusrn. It is eleven dollars eight and three-tenths cents. 

Mr. Harpy. The price to United Motors Service of $12? 

Mr. Sr. Auprn. Yes, sir. 

Mr. Harpy. And the price to the Government of $14.82? 

Mr. Sr. Auptn. Yes, sir. 

Mr. Harpy. Where does your loss come in? 

Mr. Sr. Avsrn. $1.89 for packaging. You have got the handling 
by United Motors Service. 

Mr. Harpy. Your loss then would come in on this overhead, and so 
forth, of United Motors? 

Mr. Sr. Ausprn. Packaging and taxes. It builds up to $14.3814. 
That is United Motors’ cost of that battery when they added those 
other things. 

Mr. Harpy. You had a little less than a 50-percent margin to cover 
the overhead ? 

Mr. Sr. Ausry. Considerably less. 
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Mr. Horrman. You say that had built up to 14 what? 

Mr. Sr. Avprn. $14.3814. 

Mr. Harpy. You have a 4314-cent margin, approximately. 

Mr. Sr. Ausin. That is cents per battery. 

Mr. Harpy. You would have a 4314-cent margin there which didn’t 
cover your overhead, is that right ? 

Mr. Bripenstine. You can cover the cost, that is right. 

Mr. Harpy. That is a part of the $182,000 you said you lost on your 
overhead ¢ 

Mr. Sr. Avprn. But you see over here in the final column—the last 
three columns—the total cost of this battery to General Motors was 
$15.458. We sold it to the Government for $14.82. 

Mr. Harpy. Can you explain why General Motors quoted a price 
that produced a net loss? 

Mr. Sr. Aust. I don’t know on this particular transaction, but I 
expect you have got the price of lead and the price of materials that 
come along after you made the bid. It was on a delivery basis—a 
competitive bid basis. Why they did, I don’t know, but that is the way 
they came out. 

Mr. Bouiine. Would it be fair to apply to this particular item per- 
haps the same statement that you applied to the over-all figures on 
page 5, which says: 

It reflects the loss to the division of $186,000 at 2.4 percent. This does not 
mean that the General Motors Corp. suffered a loss on this business with the 
Government. It presumably obtained a reasonable profit since the cost to the 
United Motors Service charged by the manufacturing division included a manu- 
facturing profit. 

Now, does that statement apply to this particular item ? 

Mr. Sr. Ausry. No; it does not. 

Mr. Botting. This was a real loss to the corporation ? 

Mr. St. Aubin. A real loss. 

Mr. Casey. Mr. St. Aubin, did you testify that this particular item 
was batteries / 

Mr. Sr. Ausin. Batteries; yes, sir. 

Mr. Casry. Who manufactured those batteries ¢ 

Mr. Sr. Ausrn. Our Delco-Remy Division in Anderson, Ind. 

Mr. Casey. It is conceivable you wanted that business bad enough 
to supply that number of batteries to the Government to warrant tak- 
ing a loss in that transaction / 

Mr. St. Aunry. I don’t know, Mr. Casey, but I can’t imagine United 
Motors or General Motors wanting to take a loss on any business that 
they do with the Government. 

Mr. Casey. Isn’t it a fact—and I am speaking now more from hear- 
say than anything else—that in order to get a certain brand of equip- 
ment into general circulation in the hope that future replacements will 
be along the same brand, that very often parts people take a loss on the 
original equipment ¢ 

Mr. Sr. Austin. I don’t know about that. 

Mr. Casey.. Don’t you know about that ¢ 

Mr. Str. Ausin. No, sir. 

Mr. Casey. My thought is that the desire to have Delco-Remy bat- 
teries inserted in those trucks or jeeps or whatever they were, might 
have been sufficiently great to warrant taking that loss in this partic- 
ular transaction. 
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Mr. St. Ausrn. I don’t know, but I doubt it. 

Mr. Boutiine. What about the other question that we have heard 
that on occasion the company or the corporation cuts the margin very 
fine on a certain amount of business, on the theory that it will increase 
volume and help take care of overhead but not show a profit on this 
specific transaction ? 

Mr. Sr. Austin. I don’t know that either. 

Mr. Casey. Mr. St. Aubin, I would like to have this cleared on the 
record: You stated that the cost figures that were furnished to the 
committee on these 98 items were applied — 

Mr. Sr. Aunrn. No; not 98 items. We furnished them on 49 items. 

Mr. Casry. 49 items? 

Mr. Sr. Ausrn. Yes. 

Mr. Casey. They were applied to different transactions than the 
ones on which the cost was originally computed ? 

Mr. Sr. Ausin. That is right, sir. 

Mr. Casey. Were not the costs applied to transactions at approxi- 
mately the same time ? 

Mr. Sr. Ausin. I don’t know that. 

Mr. Briwenstine. If I can help Mr. Casey out, we supplied case 
histories on 49 transactions at the request of the Government. The 
Government has come up with 98 items. The Government has come 
up with an additional $900,000 over and above the value of the con- 
tracts we submitted to them at their request. 

‘ We don’t know where the additional 49 items and $900,000 came 
rom. 

Mr. Casry. Of course, if you examine these items, you will find 
that very often the same cost figure is used two or three times over, 
indicating that although the rest of the transaction might not have 
the same figures, indicating there were different transactions involving 
the same part, it was not necessary to go back and ask you for the 
cost on that particular part again. 

Mr. Brwenstine. Well, that is the point. We don’t know where 
that cost accrued on that transaction and whether the cost will be 
the same for that particular transaction. It doesn’t necessarily fol- 
low that the cost might be higher or lower. 

Mr. Casey. I am assured by the staff representative on the subcom- 
mittee that computed these transactions that they were approximately 
at the same time as the transactions from which you furnished the 
cost figures. 

Mr. Bripenstine. Yes. 

Mr. Harpy. It wouldn’t necessarily follow it would be absolutely 
accurate. The assumption is that being approximately at the same 
time, the prices mee 4 be approximately the same. We recognize in 
all of these assumptions that there is the possibility of a degree of 
error and that that degree of error seems to vary pretty widely in some 
respects, notably in packaging costs. 

Mr. Brivenstr1ne. In that connection, as to the thing that is a little 
outstanding on the 49 items the subcommittee requested information 
on, for which information was supplied by General Motors, we showed 
a corporation profit of 7.7 percent, but when the subcommittee adds 
49 other transactions, the subcommittee shows a profit of 35.9 percent, 
using the so-called assumptions. So we are naturally a bit wary about 
the assumptions that were used. 
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Mr. Harpy. Of course, one of the major factors in your 35.9 percent 
is the packaging cost which we have discussed considerably. 

Mr. Sr. Aupry. Yes. 

Mr. Harpy. And that was an assumption based on the best informa- 
tion that the subcommittee had. 

We did not attempt to total up all of the packaging costs which had 
been submitted on these 49 items. 

Mr. Casey. I assume, gentlemen, you had no way of checking the 
information relative to the number of bids that were received on these 
invitations that were in the last part of that case study. 

Mr. Sr. Ausrn. No; we did not. 

Mr. Casry. The study indicates that an average of only 2.7 bids 
were received in response to an average of 46.1 invitations, sent out on 
69 items. You have no way of checking these figures ? 

Mr. Sr. Austin. No; we have no way of checking that. 

Mr. Horrman. I wanted to ask a question or two. I notice down at 
the bottom of the page in exhibit 20, they have the percentage of 
Government price paid for privilege of doing business with United, 
it being 17.1 percent. 

Mr. Sr. Austin. Yes, sir. 

Mr. Horrman. The percentage of profit realized by General Motors 
computed on basic source cost is 35.9, and that is what you are talking 
about ? 

Mr. Brwenstine. We don’t understand that. 

Mr. Horrman. I don’t either. I have gone through these other 
sheets and there are many of them and they indicate a great deal of 
painstaking effort on the part of the staff in collecting figures. 

Then you get over to item 38, and there is the cost. That is the 
battery item. The cost is 11.183, and the price to the Government is 
14.882. The cost at one time was 14.38, and there was another $15 
figure somewhere. 

Mr. Brivenstrine. That was adding the transportation to the pack- 
aging and the other incidental handling costs in connection therewith. 

Mr. Horrman. I don’t know how many of those there were that show 
a loss. Here is one where you made a profit. It was a battery costing 
$3. Now, according to the figures given me, you say you lost money on 
it. Iam asking you a question as to these other figures, that is, which 
ones are profit and which ones show a loss. 

Mr. Sr. Avuprn. I don’t know—they’d all have to be analyzed, as 
we analyzed this one. 

Mr. Horrman. I would think so. You say you didn’t make that 
35 percent profit ? 

Mr. Bripenstine. No. 

Mr. Horrman. Where did our staff get that figure; do you know? 

Mr. Brienstine. I think it is recognized you haven’t included the 
element of the packaging cost. 

Mr. Harpy. Well, on the basis of your experience, certainly our 
assumption may be wrong, but only by approximately 5 percent based 
on the packaging cost of 10 percent as compared with your claim of 
15 percent. 

Mr. Horrman. There is something wrong somewhere. 

Mr. Harpy. Trying to understand some of these computations is 
just about as difficult as trying to understand some of the elements 
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which some of these companies put into their overhead costs and their 
approved accounting procedures. 

Mr. Cassy. Did you make an analysis of every one of those items, 
along the line of item 38 ? 

Mr. Sr. Auprn. Yes, sir. 

Mr. Casey. That is, to find out whether there was a loss or profit 
on the item ? 

Mr. Sr. Austin. Yes, sir. 

Mr. Brwenstinr. The subcommittee found two items which Mr. 
Bolling correctly pointed out where the selling price was not the low- 
est price to the distributor. 

Mr. Horrman. Mr. Hardy, how can we come to any conclusion as 
to whether the Government paid too much or if it would have been 
to their advantage to purchase direct, on this record ¢ 

Mr. Harpy. I think you will understand it better in light of the 
testimony that we had yesterday and today. That was the reason for 
our insistence that some of these people come in here and discuss this 
matter with us. 

Mr. Horrman. If you will remember, the first day I asked that they 
be called to come before the subcommittee and make explanation if 
they had one. 

Mr. Harpy. That is correct. It is not the purpose of the subcom- 
mittee to issue a report or make any findings, except on the basis of 
having complete information and facts that we can develop. 

Mr. Horrman. Well, then we would have to—— 

Mr. Harpy. In the course of making any study, it is absolutely 
essential to make some assumption. But before you can reach any con- 
clusion, you have to weed out the errors and find out on which side 
you are in error. It is most surprising to me to find General Motors 
in its computations—which admittedly sometimes must contain some 
error—that they would err on the low side and come out with a loss in 
their operations through the United Motors Service. I just can’t 
understand that. I have been in business. When I was in business, 
if I made an error, I wanted it to be on the high side. 

Mr. Horrman. You don’t mean you never lost anything. 

Mr. Harpy. No, sir;thatI don’t. But I didn’t like to—— 

Mr. Meaper. Well, is this item 38, Mr. St. Aubin, the only one you 
found in this entire list ? ' 

Mr. Sr. Auzin. No. There were seven others besides that on the 
list we submitted to you. 

Mr. Horrman. Have you checked the others ? 

Mr. Meaper. This document that you are looking at now, Mr. St. 
Aubin, is that in the hands of the subcommittee ? | 

Mr. Sr. Ausin. Yes, sir. 

Mr. Meaper. Then we can make the necessary computations. 

Mr. Horrman. That one item isn’t bothering me, Mr. Chairman. 
What is bothering me is: How correct are these other items all the 
way down through here? 

Mr. Harpy. Well, that is one of the things that we are trying to 
find out. He has given us his figures now on a computation based 
on all these different items, and he comes up with some figures which 
are admittedly based on accounting practices employed to determine 
overhead, which are approved, and from the standpoint of internal 
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revenue, at least acceptable, but nevertheless, they reflect sometimes 
some costs that may not be pure cost. 

In any event, there is only one other aspect of this thing that I did 
want to get you to clear up for me, and that is this distinction be- 
tween the items which move through the United Motors Service, 
those directly from a car-manufacturing division, and those from a 
unit-manufacturing division, to an authorized dealer. 

But the thing that I am wondering about: Although the Govern- 
ment, as you have demonstrated here in the case of item No. 73, 
received a better price than did the Chevrolet dealer who paid $20.48 
against a price of $19.19 to the Government, your dealer price in this 
case is in a higher ratio to your list price than items which go through 
the United Motors Service. 

Mr. Brivenstine. That depends on the item, if it is a fast-moving 
item or a slow-moving item, and the way the original cost is built 
up, if you are talking now about percentage of discount. 

Mr. Harpy. My point is simply this: United Motors Service is a 
distributing organization which distributes to dealers. On items 
which they bid on to the Government, they bid on the basis of their 
price to their dealers, so that you have your manufacturing profit, 
you have a handling and a profit to United Motors Service, I pre- 
sume. At least, that is the way I understand it. Now, apparently 
on the items that move directly to the dealer outlets of your car-manu- 
facturing divisions, they go direct, and then your car-manufacturing 
division performs a distributing service, which United Motors Service 
performs; is that right? 

Mr. St. Avusry. The car-manufacturing division ? 

Mr. Harpy. That is right. 

Mr. Sr. Avsrn. That is right, sir. 

Mr. Bripenstine. The example you use is an item that the Chevrolet 
division make itself, item 73 that we picked out here. They make 
that themselves. It is not made by any other division of the cor- 
poration. It is made by Chevrolet. Chevrolet sells that as an item 
of the Chevrolet motor vehicle to its dealers for resale to the public. 

Mr. Harpy. Well, the thing that I was just trying to establish is 
whether because of that difference in the distribution pattern directly 
from the Chevrolet division to its dealers, as contrasted with your 
other manufacturing divisions, passing through United Motors Serv- 
ice, whether on the items which move directly from a car division to 
an authorized dealer—whether there is a wider margin there because 
of the fact that they move to the dealer—in other words, your relation- 
ship between your price here to the dealer is at a higher percentage 
of the list price than is your normal relationship of the price through 
United Motors Service. 

Mr. Bripenstine. Well, United Motors Service is part of the cor- 
poration. That is established. If United Motors Service as a part 
of the corporation should sell an item, and should one of the car divi- 
sions sell the same item, and they both sell to a dealer, the price is the 
same to the dealer, though it might come through the two divisions of 
the corporation. You might buy a distributor, a set of points, either 
from United Motors Service’s garage down the street or from a 
Chevrolet dealer—or from the Buick dealer. That could be a common 
item to a Buick car and a Chevrolet car. Out of General Motors 
Corp., in the chain of distribution, the price is the same. 
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Mr. Harpy. Well, all right. I don’t intend to pursue this any 


further. 
Thank you very much, gentlemen. I appreciate your coming. 


Have we any further witnesses to be called ? 

Mr. Casey. No. 

Mr. Horrman. Mr. Chairman, several times during the hearing, I 
suggested that there was a contractor or would-be contractor over in 
my district, who wanted to get in on the production of this mate- 
rial and I said something to the chairman about that gentleman being 
heard as a witness. It so happens that it was not convenient or prac- 
tical to do that, so in lieu of that, I want to put into the record a state- 
ment which I dictated on the 7th of December, to the Government 
purchasing agencies, which incorporates the statement of that con- 
tractor or would-be contractor concerning his plant and facilities. 

Mr. Harpy. I see no objection to it. 

(The above-mentioned document is inserted into the record at this 
point :) 

To The Armed Services Defense Production Agencies Desiring Precision Elec- 
tronic Equipment. 

Dear Sir: Peer, Inc., manufacturers of precision electronic equipment at 
Benton Harbor, Berrien County, Mich., has the know-how, the experience, the 
equipment, and the desire to produce precision electronic equipment, but has 
been unable to obtain defense contracts. 

A recent letter explains the company’s predictament as follows: 

PEER, INC., 
Benton Harbor, Mich., November 28, 1951. 
Representative CLARE E. HorrMan, 
Allegan, Mich. 

DEAR CONGRESSMAN HorrMAN: Thanks very much for the time you gave me 
recently. As suggested, I am outlining our problem in general with the hope 
that you can present the case to the proper organization and possibly effect some 
relief for us. 

We are a small organization which has been engaged in the manufacture of 
electrical equipment for over 20 years. About 3 years ago we started an elec- 
tronics division specializing in the design and manufacture of high quality com- 
munications equipment such as is purchased by the various service groups. We 
are just completing an additional modern building containing approximately 
4,000 square feet of space which will be devoted entirely to this phase of our 
work. This is an addition to the existing 12,000 square feet of space that we 
now have. Our laboratory test equipment is all of the highest quality obtain- 
able and is quite complete. We have no hesitancy in purchasing additional 
equipment as necessary to perform any contract that we might undertake. Like- 
wise we will be willing to expand our floor space to accommodate larger con- 
tracts than our present facilities will allow. With specific reference to expan- 
sion we also have access to additional space available within the Twin Cities. 

During the past 3 years we have satisfactorily delivered on several Govern- 
ment and non-Government contracts involving special control equipment, audio- 
frequency amplifiers, complete airport-control-tower consoles, triple-diversity 
receivers for radio teletypewriter use, VHF transmitters, and other similar 
items. All of these contracts were built to performance specifications requiring 
our complete design as well as fabrication and assembly. Our engineering staff 
is capable and we are in contact with additional engineers who can be obtained 
to fit in with our expanding engineering requirements. 

We are anxious to become associated with the current defense program but 
our efforts thus far are without success. This notwithstanding the fact that 
almost daily large contracts are being negotiated with the principal and much 
larger old-line electronic manufacturers. In addition we understand that de- 
liveries are lagging because of the overload of back orders being placed with 
these larger companies. In reality the problem boils down to this—the Govern- 
ment wants electronic equipment for the expanded defense effort and many 
orders are being placed with the old-line companies without any hope of early 
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delivery. Peer, Inc., has available engineering and production facilities for 
much of this work, and in many cases production could start almost immediately. 

Peer, Inc., can do many jobs at lower cost to the Government due to lower 
overhead, favorable labor market, available facilities, experienced personnel, 
and the economies that go with a small organization. In the interests of the 
Government, and in our own interests as a small private enterprise, we would 
like the opportunity to participate in this program. 

For over 18 months we have been attempting to contact the right people but 
without apparent success. I will outline some of our efforts to obtain contracts 
to illustrate why we feel we are not getting a fair break. 

During the fore part of 1950 we wrote the Munitions Board and requested that 
our firm be considered in the industrial mobilization program. After several 
contacts and’ about 6 months later, a representative from the Detroit office stop- 
ped in to see us on November 30, 1950, and inspected the plant. He volunteered 
the information that he would recommend us for both prime- and sub-contracts, 
and we could expect to be contacted by representatives of the Munitions Board 
who would classify us and arrange a mobilization program for our facilities. 
Not having any further word on this we again contacted them and on May 22, 
1951, a Mr. William A. Pearsall called and made out Forms DD-404 which, we 
understand, is a plant-survey form. We have had no further word or contact 
on this. In the meantime we have written, telephoned, and visited many offices 
but no one can help us or give any constructive suggestions. We are told to get 
on the bidders’ list but this is not the proper approach since we are on the lists 
but apparently the desirable contracts are not advertised—at least we do not 
have a chance to bid. We do see the notice of the awards, however, almost daily. 
I know of several companies with backlogs of orders 8 to 10 times their normal 
annual volume of business, and all negotiated. 

We did get within earshot of a couple potential contracts but they were not 
given tous. I will explain the circumstances. 

Mr. Garry, of the AAF Procurement Division in Detroit, called on us on March 
22, 1951, and inquired if we would be interested in overhauling and modifying 
approximately 10,000 pieces of radio equipment. It was brought out in our con- 
versation that most of the items involved concerned equipment that some of our 
engineers are very familiar with. We were advised to call Captain Burkot at 
the Wright Field office to obtain full particulars. 

This job would have been very desirable for us and I so advised Mr. Garry. 
I also immediately called Wright Field and talked to Captain Burkot. I told him 
that we were very much interested in obtaining this job and that I would like 
to come down and discuss the matter with them. I was given no encouragement 
and, in fact, advised that it would be useless to come to Wright Field. About a 
week later we received data blanks to be filled out in anticipation of negotiating 
this contract which was to be handled on a time and material basis. The forms 
and questions asked were very ambiguous and it was impossible to fill them out 
intelligently. We did fill out the forms, however, to the best of our ability, and 
I personally delivered them to Captain Burkot who apparently was handling the 
project. On delivering the forms I tried to discuss with him the ambiguity of 
the various questions and the difficulty of making any sort of competitive quo- 
tation unless certain factors were cleared up. He advised me that the price 
stated on our form would not be used but that the entire matter would be ne- 
gotiated as soon as they located a plant that could handle the work within the 
schedule required. I again advised him that we were very anxious to secure 
this job and stood ready to negotiate a satisfactory price. During our conver- 
sation it seemed as though Captain Burkot had no interest in our facilities and, 
in fact, did not raise a single question or inquiry as we would normally expect. 
I even went out of my way to try to draw him into a conversation regarding 
our facilities and other phases of the work. He merely reiterated that the price 
quoted would not be considered and negotiations would be handled in about 1 
week after they located a satisfactory plant. 

The fact that we seemed to be getting nowhere made me inclined to believe 
that the matter had been already arranged with another supplier. 

One week later I called him on the telephone to determine what the status of 
the negotiations was and he informed me that the contract had been let to the 
Harvey Wells Electronic, Inc. 

Although we read almost daily of the letting of very desirable contracts to 
many other electronic companies throughout the country we do not see any indi- 
cation of these being advertised nor do we receive any communication regarding 
them. Recently we did receive an invitation to quote on hermetically sealed 
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amplifiers ; however, the specifications were not considered complete. We there- 
fore called the procurement officer at Wright Field to ask several questions and 
‘we were informed that there was no use of our submitting a bid unless we 
had previously qualified an amplifier which met the specifications. This seemed 
rather strange to us since the amplifier is not a standard item with any manu- 
facturer—in fact it is essentially a completely new design. It was further ap- 
parent that some company had received information prior to the issuance of 
the bid, allowing him to build up a unit and have it qualified. I was told that 
qualification tests required several months and therefore obviously we would 
not have time to build up a unit prior to the closing date. 

In order to clarify the matter I made another trip to Wright Field and spent 
some time with Lt. W. R. Jefferson. He showed me a sample unit which had 
been built up by, I believe, the Borg-Warner Co. I asked him how many qualified 
bids he expected to receive from the advertisement and he stated that, insofar 
as he knew, this was the only item that had been qualified. Lieutenant Jefferson 
was very secretive about the internal construction and other details of the 
amplifier stating that if he gave me that information it would not be fair to 
Borg-Warner. 

In cases such as these our bids will not be considered even though we agree 
to furnish the Government with an item meeting their performance specifica- 
tions. Although somewhat expensive to us, we do not object to financing the 
preliminary design on apparatus of this nature, however, we must secure the 
information regarding the requirement sufficiently far in advance of the bid 
date to allow us to engineer and build it. Essentially the only bids that we 
have been receiving are those covering insignificant replacement parts and even 
these are apparently directed toward some supplier who has greater detailed 
knowledge of the requirement. Even if we obtained all of the contracts for 
these miscellaneous items it would not amount to more than a few thousand 
dollars per year. 

Reiterating the above we would like to state that we are not being given the 
opportunity to quote, or negotiate, very desirable electronic contracts which 
are being let to the old-line companies. There is obviously something wrong 
when all of the larger companies have many millions of dollars worth of backlog 
orders, and we have none. 

We will certainly appreciate anything that you can do to get in touch with 
the proper persons or procurement agencies so that we may participate. 

Thanking you again for your kind attention and efforts in our behalf, I am 

Yours very truly, 
PEER, INc. 
Auton B. Parrott. 


Mr. Horrman. From the foregoing you will note, as Mr. Alton B. 
Parrott explained to me more in detail, that, while the company has 
been a successful bidder and producer on contracts let by the Civil 
Aeronautics Administration, even though it has the know-how and the 
equipment, it has been unable to obtain defense contracts. 

Like some Senators and Congressmen who have industries in their 
districts, I am naturally interested in this situation because of my de- 
sire to not only serve my constituents in every possible field—enable 
them to meet the taxes which make your compensation and mine avail- 
able, but to obtain their political support. It also occured to me that, 
if this constituent was permitted to produce some of the munitions of 
war the Government would be saved considerable money. 

Having had not too much success in obtaining contracts for manu- 
facturers in the district, may I ask: (a) Is it necessary, or even advis- 
able, that my constituents employ a well-known ’-percenter? (6) 
Should they seek help through some Nation-wide association or or- 
ganization of those engaged in the manufacture of similar products ? 
(c) Would it be helpful if they, in this case Peer, Inc., send a repre- 
sentative to Washington or to any of the cities where defense pur- 
chasing is centralized, to entertain either those writing specifications 
or those awarding contracts, or both? (d) Would it be helpful if my 
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constituents made substantial contributions to the political organiza- 
tion (local, State, or national) which supports the present adminis- 
tration ? 

Hearings here and in Washington have indicated that possibly the 
use of one or more of the techniques about which inquiry is made have 
at times been helpful in obtaining contracts for the manufacture of 
needed defense items. 

None of my constituents suggested the above inquiries—they are my 
own—but inasmuch as this constituent knows how to manufacture this 
type of equipment, has had experience in doing so, has been a low bid- 
der—as a Senate committee insists that the defense production pro- 
gram is behind schedule and as I have learned by previous experi- 
ence that smaller industries, even when efficient and offering the 
Government purchasing agency economy, have been ignored, in fact, 
denied contracts even though the lowest bidder, it occurred to me that, 
if I could get a definite answer on the above, I might be more helpful 
to my constituents, especially to this one which seems to have some- 
thing exceptionally worth while to offer the Government. ; 

May I have your suggestions ? 

Mr. Harpy. We appreciate the helpfulness of all the witnesses who 
have testified, and I hope that we have assembled much information 
that will be useful to us. 

I am especially glad that the representatives of OTAC and the 
Ordnance Department has been able to stay with us through this 
oat an raat Is there anyone among you who wishes to say some- 
thing ? 

General Derrricx. I have a statement to make, Mr, Hardy. 

I want to thank this subcommittee for the opportunity of presenting 
some of the major problems that are involved in ordnance procure- 
ment. In fact, I believe that you now agree that these problerns in- 
volve not only ordnance, but cover the whole process of Government 
procurement and practices within the automotive industry over an 
extended period of time. 

I trust that the Army can continue to cooperate with your subcom- 
mittee in working toward a solution of these basic problems. 

I feel very strongly my responsibility here to continue tightening 
up the organization of the Tank Automotive Center—improving its 

rocedure. I feel that I have benefited a great deal from this niger 
yee that we all realize that there is no simple solution to our prob- 
lems. I hope that we can now go over this testimony and jointly 
work toward improving our procurement practices. 

Before I leave, Mr. Hardy, I want to say goodby and I want to 
wish you all happy landings and a very, very merry Christmas. 

Mr. Harpy. Thank you, General. I do have a feeling that these 
hearings have been helpful, generally, and I think that we have had 
considerable evidence of a lot of improvements that have already been 
made in the handling of this automotive parts procurement. We still 
have a long way to go, but if we all can keep in mind the same objec- 
tive, I think we will get there eventually. 

I want to thank you and I want to thank all the other people who 
have been so patient with us. 

Before closing the hearing I want to include in the record those 
replies that were received from companies who were included in the 
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case studies, were invited to appear, but did not testify at these hear- 
ings. They are: 


. Biederman Motors Corp., Cincinnati, Ohio (exhibit 68) 
2. The Bishop & Babcock Manufacturing Co., Cleveland, Ohio (exhibit 69) 
. Braden Winch Co., Tulsa, Okla. (no reply) 
. Carter Carburetor Corp., St. Louis, Mo. (exhibits 70 and 71) 
. Clark Equipment Co., Buchanan, Mich. (exhibit 72) 
. Detroit Harvester Co., Detroit, Mich. (exhibit 73) 
. Maremont Automotive Products, Inc., Chicago, Ill. (exhibit 74) 
. The Midland Steel Products Co., Cleveland, Ohio (exhibit 75) 
. Ross Gear & Tool Co., Lafayette, Ind. (exhibits 76 and 77) 
. Spicer manufacturing division of Dana Corp., Toledo, Ohio (exhibit 78) 
. The Studebaker Corp., South Bend, Ind. (exhibit 79) 
. Tropic-Aire Inc., Chicago, Ill. (exhibit 80) 
3. Universal Products Co. (exhibit 81) 
. Willys-Overland Motors, Inc. (exhibit 82) 


I now declare the hearing officially adjourned subject to further 
call of the Chair. 

(Whereupon, at 2 p. m., Friday, December 14, 1951, the hearing held 
before the Government Operations Subcommittee of the Committee on 
Expenditures in the Executive Departments was closed.) 
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(XHIBIT 1 


Ocroser 10, 1951. 


To: Porter Hardy, Jr., chairman, Government Operations Subcommittee. 
From: Edward P. Schaffer, staff member, Government Operations Subcommittee. 


Submitted herewith is a report prepared for the use of subcommittee members 
at the tentatively scheduled hearings on procurement of automotive parts pro- 
curement by the Ordnance Tank and Automotive Center at Detroit, Mich. The 
report also deals with certain policies and practices prevalent in the automotive 
industry relating to sales made to the Government: 

During the course of a visit to Detroit, Mich., by counsel for the subcommittee 
in October 1950, representatives of the General Accounting Office (GAO) brought 
to attention certain practices in the automotive parts industry which they con- 
tended were increasing tremendously the cost of the defense program. Briefly, 
it was alleged that under a long-standing practice in the industry the basic or 
source manufacturer of parts refrained from bidding or bid excessively high 
in order that the vehicle assembler, his regular customer for parts, might obtain 
the business of the Government. These allegations were discussed at that time 
with purchasing officials of the Army Ordnance Tank and Automotive Center 
(OTAC), and it was their position that while they knew the practices to exist, 
they were powerless to do anything about the situation. 

A review of the proceedings before the Special Committee Investigating the 
National Defense Program, United States Senate, under the chairmanship of 
Senator James M. Mead (formerly known as the Truman committee) disclosed 
that in 1944, a study had been made of the procurement of automotive parts which 
indicated the same practices to exist at that time. In fact, Brig. Gen. Walter 
P. Boatwright, then commanding officer, Chief of Ordnance, Detroit, testified 
as follows: 

“Reliance upon vehicle manufacturers for spare parts to service vehicles pro- 
duced by them has been fundamental War Department policy from the com- 
mencement of motorization of the Army in April 1916 up to the present time. 
Over the years there has been a gradual lessening of this reliance upon vehicle 
manufacturers, and it is less significant today than at any prior time. For the 
past 7 months, April to October, inclusive, 1944, 59 percent in dollar volume of 
the replenishment spare parts were purchased from unit manufacturers, and it 
is estimated that of the 41 percent purchased from vehicle manufacturers ap- 
proximately one-half were parts peculiar to such vehicle manufacturers.” 

General Boatwright and other Ordnance officers testified at that time, also, 
that while the indirect procurement of spare parts resulted in higher prices to 
the Government, there were certain advantages to this method of procurement 
which far outweighed the price differential. 

Under such circumstances and in view of the likely possibility that under a 
stepped-up defense program, approximately a billion dollars a year might be 
expended in the procureemnt of automotive parts, the subcommittee decided to 
make a comprehensive study of the practices and procedures obtaining in the pro- 
curement of automotive parts. This study has now been in progress for some 10 
months. It has been conducted in close collaboration with the GAO; in fact, due 
to existing staff limitations of the subcommittee, much of the work could not 
have been accomplished without the assistance of GAO. 

As a starting point, approximately 300 items of automotive parts were selected 
from the stock records of OTAC. The guide to this selection was solely the 
frequency with which particular items were procured during the fiscal years 
1949 and 1950—in other words, the fastest moving parts. No attempt was made 
to single out parts which might have been procured indirectly, or not from the 
basic manufacturer. The study then progressed to an examination of indi- 
vidual procurement transactions with emphasis directed to the prices paid in 
comparison to manufacturing costs and original supplier's prices as well as to the 
nature of the vendor’s business, that is, whether a basic manufacturer, a diistrib- 
utor, a vehicle assembler, or a parts dealer. 
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Staff representatives secured information directly from the following compa- 
nies by means of personal visits to their plants: 
General Motors Corp., Detroit, Mich. 
Chrysler Corp., Detroit, Mich. 
Willys Overland Motors, Inc., Toledo, Ohio. 
Federal Motor Truck Co., Detroit, Mich. 
Timken-Detroit Axle Co., Detroit, Mich. 
Spicer Manufacturing Corp., Division of Dana Corp., Toledo, Ohio. 
Electric Auto Lite Co., Toledo, Ohio. 
Detroit Harvester Co., Detroit, Mich. 
P. L. Grissom & Son, Inc., Detroit, Mich. 
Jefferson Chevrolet Co., Inc., Detroit, Mich. 
Sid’s Auto Truck, Detroit, Mich. 
Metro Engineering & Manufacturing Co., Detroit, Mich. 
Chelsea Products Inc., Chelsea, Mich. 
Studebaker Corp., South Bend, Ind. 

Contact was made with all the other companies either manufacturing, handling, 
or selling the 300-odd items selected for the study by means of a questionnaire 
sent out by the subcommittee chairman. These companies were asked to fur- 
nish certain information, particularly with respect to the manufacturing cost 
of certain items, and the following companies responded : 

Active Gear Co., Inc., Chicago, Ill. 

Bendix Westinghouse Automatic Air Brake Co., Elyria, Ohio. 
Blackstone Corp., Jamestown, N. Y. 

Blood Bros, Machine Co., Allegan, Mich. 

Braden Winch Co., Tulsa, Okla. 

Carter Carburetor, St. Louis, Mo. 

Clark Cable Corp., Cleveland, Ohio. 

Clark Equipment Co., Buchanan, Mich. 

The Crescent Co., Inc., Pawtucket, R. I. 

Detroit Aluminum & Brass Co., Detroit, Mich. 

Eaton Manufacturing Co., Cleveland, Ohio. 

Fairfield Engineering Co., Detroit, Mich. 

Federal Mogul Division, Detroit, Mich. 

The General Industries Co., Elyria, Ohio. 

The G & O Manufacturing Co., New Haven, Conn. 

Hercules Motor Co., Canton, Ohio. 

Industrial Facilities Co., Pontiac, Mich, 

Kelsey-Hayes Wheel Co., Detroit, Mich. 

Lamson & Sessions Co., Cleveland, Ohio. 

Lipe Rolloway Corp., Syracuse, N. Y. 

Long Manufacturing Division of Borg Warner Corp., Detroit, Mich. 
Maremont Auto Products, Inc., Chicago, Tl. : 
Midland Steel Co., Detroit, Mich. 

Machine Tool & Die Co., Detroit, Mich. 

New Process Gear Corp., Syracuse, N. Y. 

Pierce Governor Co., Anderson, Ind. 

Ross Gear & Tool Co., Lafayette, Ind. 

S. A. Shenk & Co., Columbus, Ohio. 

Tropic Aire, Inc., Chicago, Ill. 

Tobe Deutschmann Corp., Norwood, Mass. 

Trico Products Corp., Buffalo, N. Y. 

Troy Sunshade Co., Troy, Ohio. 

Universal Products Co., Inc., Dearborn, Mich. 

Wagner Electric Corp., St. Louis, Mo. 

Warner Electric Brake & Clutch Co., Beloit, Wis. 

Warner Gear Corp., Muncie, Ind. 

Wayne Foundry & Stamping Co., Detroit, Mich. 

Zenith Carburetor Division of Bendix Aviation Corp., Detroit, Mich. 

Based upon the information thus secured, 17 case studies have been prepared 
(exhibits 2 through 18). These studies reflect the patterns involved in the 
procurement of the 300-odd items examined. Certain items and companies 
have been omitted, either because of incomplete information or because the 
patterns were repetitive of those depicted in 1 or more of the 17 studies. Cer- 
tain cautions should be mentioned in connection with the picture which these 
studies portray. The costs are those furnished voluntarily by the companies 
and have not been audited or checked in any way. Wherever possible there 
have been eliminated from cost figures such incidental items as packaging, 

rarehousing, handling, and the like. Also, excise taxes which may have been 
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paid have not been included. It should be pointed out further that the cost 
figures in many cases have reference to the year 1951, whereas the actual pur- 
chase transactions analyzed in the case studies cover the fiscal years 1949 and 
1950. In other words, the truly applicable cost figures might well be less than 
those contained in the studies. 

A review of the 17 case studies will indicate the existence of trade practices 
which, coupled with the. procurement methods employed by OTAC, has resulted 
in excessive prices being paid by the Government for automotive spare parts. 
In some-cases the basic source manufacturer refuses to bid, though circularized 
by OTAC, and permits their vehicle assembler, distributors, and others to whom 
he supplies parts, to bid and obtain Government business. See, for example, 
cases numbered VIII, IX, XII, XIII, XV, XVII, andX VIII. 

A variation of this practice is where the basic manufacturer bids in response 
to invitations to bid (IFB) from the Government but submits a quotation in 
excess of what he knows will be necessary to secure the award. See in this 
connection cases numbered I, II, III, IV, XI, XTV, XVI, and XVII. 

Certain of the studiés raise serious question as to the soundness of the pro- 
cedures whereby the particular vendors involved could secure the Government 
business. This was particularly true in the case of firms such as the Jefferson 
Chevrolet Co. and P. L. Grissom & Son. These are Chevrolet dealers, inciden- 
tally both owned by Mr. Grissom, which have been successful in securing 
hundreds of thousands of dollars worth of parts business on items where as 
many as two or three profits have been taken on the item even before it reached 
the Jefferson or Grissom companies. See cases V and VI. 

Then, finally, there is the situation typified by the procurement involving the 
3raden Winch Co. in which Braden, the basic manufacturer, does bid in competi- 
tion with assemblers and is the suecessful bidder. On the face of it, the situa- 
tion appears to involve free and open competition resulting in the Government 
paying a reasonable price for the product direct from the source manufacturer. 
Actually, however, by reason of its control over the market for its product, 
Braden realizes a profit of as high as 70 percent. This is illustrated by the 
figures set forth in case X. 

Sased upon the information contained in the case studies, a calculation has 
been made on a projected basis of the amount of unnecessary expense incurred 
by the Government in the procurement of automotive parts during the fiscal 
years 1949, 1950, and 1951. It should be explained at this point that purchases 
of automotive parts fall generally into three classifications; replacement parts, 
concurrent spare parts, and emergency purchases. Replacement parts are, of 
course, those parts procured for the purpose of replacing damaged or worn-out 
parts. Concurrent spare parts consist of a set of parts procured simultaneously 
with the purchase of a new vehicle, and are those determined most likely to be 
needed to maintain the vehicle in operating condition for the first year of its life 
and to fill the so-called pipeline. Emergency purchases are those made locally 
by military depots throughout the country where time does not permit drawing 
from the stocks of parts purchased by the OTAC in Detroit. Excluding the 
amounts shown in the case studies of Sid’s, Jefferson, and Grissom (cases IV, 
V, and VI), it being impossible to secure cost information on all the items there 
involved, the total basic source manufacturing cost of the items contained in 
the case studies was $3,770,359.58, and the price paid by the Government was 
$6,313,162.21, the net difference amounting to $2,542,802.63 or 40.3 percent of the 
price paid by the Government. (See exhibit 19.) It is recognized that the 
ultimate seller to the Government must pay a 5 percent excise tax and incurs 
certain packaging costs. Estimates of packaging costs vary greatly but it is 
believed that 10 percent of the basic source manufacturing cost is a fair figure. 

Using the above figures the calculation of an equitable price to the Govern- 
ment, assuming procurement at the source, might be as follows: 











Basic source manufacturing costs____ pee _... $8, 770, 359 
Profit .4t'30 gercemt:of poetic. en cebu eae 377, 036 
Packaging at10 perdent Gent. 2 sia a es i 377, 036 
Excise tax at 4 percent of above_____- hi Tek cals be PES 226, 221 

Wate es iia oie tic ies es ie as 4, 750, 652 
Price actually paid by the Government______--__.-__--_--.--.--. 6, 313, 162 

TION i a a se 1, 562, 510 


or 24.7 percent of the sales dollar spent for additional costs and pyramided profits, 
or a profit to the contractors of 51.4 percent on cost. Application of this per- 
centage of 24.7 percent to the total automotive parts procurement program for 
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the fiscal years 1949, 1950, and 1951 indicates that the Government paid out in 
the form of additional costs and pyramided profits the staggering sum of $305,- 
507,749 computed as follows: 





Fiscal year 





Type of procurement 


Total 1949 1950 1951 





Teal Tema _| $54, 892,156.00 | $12,976,129 | $12, 354, 003 $29, 562, 024 
National replacement 3 462, 353, 323. 00 72, 808, O85 152, 106, 229 237, 439, 009 
ey || eRe re a eo eRe eT _....-}| 719, 628, 000. 00 9, 586, 000 30, 817. 000 679, 225, 000 











Total : |1,236,873,479. 00 95, 730, 214 195, 277, 232 946, 226, 033 
24.7 percent 1305, 507, 749. 31 








1 While the 24.7 percent figure has been calculated on the basis of replacement parts, there is reason to 
believe that the percentage is greater with respect to concurrent parts. 


Also this calculation is without regard to the operation of five-percenters whose 
fees in many cases have unnecessarily increased the procurement cost to the 
Government. This phase of the study will be discussed later in this memo- 
randum. 


Concurrent spare parts 

“Concurrent spare parts” is a term applied to certain. quantities of parts 
purchased concurrently with automotive vehicles. The quantities and types to 
be purchased are based upon an estimate of what will be needed to maintain 
the vehicle for an initial period of the vehicle’s life, generally 1 year, plus 
quantities needed to initially fill stock requirements at the various repair centers 
and depots. 

In all instances concurrent spare parts are procured from the vehicle assem- 
blers without even the semblance of competition that exists in the procurement of 
replacement parts. It would follow, therefore, that everything previously said 
about procurement of replacement parts applies to an even greater degree to 
concurrent spare parts. 

In addition to the same arguments advanced by Army Ordnance and industry 
in favor of indirect procurement of replacement parts, it is claimed to be even 
more imperative in the case of concurrent spares to buy from the vehicle 
assemblers because of (1) engineering changes and (2) the necessity for con- 
current delivery of spare parts. 

The validity of these additional arguments has been examined and the follow- 
ing comments are made relative thereto: 


1. ENGINEERING CHANGES 


It has been claimed: “Whenever any new vehicle is designed and built, 
complications immediately arise. A large percentage of components and parts 
used to make these new vehicles are special. The manufacturer or assembler 
of the vehicle, through his normal trade channels, develops sources of supply 
for such special parts to meet these new requirements. Furthermore, since the 
initial production is not tried and proven, he will make many engeineering 
changes to attain the standards required for combat use, Such changes are 
promptly passed on to his parts manufacturers in order to keep obsolescent parts 
out of bis production line.” 

Actually, it is well known that most vehicles are engineered and tested 
either through experimental orders or arsenal construction before production 
orders are issued. The production contracts issued to vehicle assemblers merely 
require the assembler to order the parts and perform the assembly operations. 
It is not clear, at this point at least, why the Ordance Department could not 
obtain parts to suit any engineering changes directly from the parts manu- 
facturers provided the assemblers furnished appropriate blueprints of the 
changes as soon as they were made. 


2. CONCURRENT DELIVERY OF SPARE PARTS 


The claim has been made that “Ordnance at the same time must maintain 
a constant stream of spare parts and components flowing forward to the combat 
area so that parts and the vehicles they match will reach maintenance shops 
together. Experience has proven that the only way we can assure the meeting 
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in maintenance shops of vehicles and coordinating parts during a period of 
frequent change is to obtain the parts from the same producer.” 

From the above an inference is gained that vehicles and sets of concurrent 
Spares are delivered together and remain together. 

With the exception of an occasional emergency this is a fallacious argument 
as in actual practice the vehicles and spares are not shipped together and the 
concurrent spare parts while assembled and shipped to the ordnance depots in 
so-called sets are then separated and stocked by item. Thus far, no reason has 
been found why replenishment parts could not be ordered directly from parts 
manufacturers for delivery to depots and repair shops simultaneously (or 
reasonably so) with the new vehicle. 

A check of several recent contracts for vehicle procurement reveals that 
vehicle assemblers are purchasing from 95 to 100 percent of the parts actually 
assembled into the vehicles as well as the concurrent spare parts furnished under 
these contracts. 

1. (a) Reo Motors Ine., Lansing, Mich. 

(b) Contract DA—20-089-ORD $126FS and 8127FS 

(c) Amount: 




















VGHNE finn taiecensus poem bigd cals Ei ican Leet atl en ene een CAL ae 
CORI SPOR a. <i sce Shaws Beis dickin ig a atkins Sak as Ge ee 
Miscellaneous___ oe SR TL roe ee Le See ee ee 56, 650. 00 
Total ERs «: icin kpee as eats i olan aiag chad ak sac hoa-chase dipliees mnscimain | WO 1G) SOG. SO 
(d@) Purchased parts, vehicles: 
Material cost, vehicles Smite eile cal oulblane de Saki SU a 
Total purchased parts_-_- Seti ais La Saat dabe as Shc SGU Sidra Ip ay RS a 
Percentage of total ak ce AER EEE TS Herpeeet BE 94, 4 
(e) Purehase? parts. concurrent spares Lise aid peibenis oe 94. 4 
2. (a) Mack Manufacturing Co., Allentown, Pa. 
(bd) Contract not assigned. 
(c) Amount: 
Vehicles mee ere ee en a: jot Gees aT og Sen, ae ee 
Concurrent spares Se CERES ERS SE se tellane ed Wa! a ee 
Total ; Fie re bbs z poe Ce sl: a ee eee 
(7) Purchased parts, ventcles, 100 percent; purchased parts, 
concurrent, 100 percent. 
3. (a) Mack Manufactucing Co., ANlentown, Pa. 
(b) Contract DA 20-089-ORD-139538FS8. 
(c) Amount: 
Vehicles ; IEE SID, POR Se NRE RT Se PE _.. 23, 597, 312. 5 
Concurrent spares RS ee ay NS SaaS TSM On MEOW R Smee Me 
Potetl. .<. sisi is vatlabeicis moinniasisiiaitere inp Uihtin lasigcakcnie, <h ats een aR 
(d) Purchased parts, vehicles, 100 percent; purchased parts, 
concurrent, 100 percent. 
4. (a) Diamond-T Moto: Car Co., Chicago, Ti. 
(b) Contract DA-20—-089—-ORD-_7942F 8. 
(c) Amount: 
Vehicles x Kea aS : FREESE. EPs $42, 174, 325. 59 
Spare parts___- : SEAS Bie SR Fe eS ee ea * Oe, ee ae 
Dotat=.. Bie eres Ue? CEA See ie SESE LU. ° $1,114, 2384: 75 
(d)Purchased parts, vehicles, 100 percent; purchased parts, concurrent, 100 


percent. 
5. (a) The Studebaker Corn., South Bend, Ind. 
(b) Contract DA—20-089-ORD-S125FS8. 
(c) Amount: 
$58, 990, 175. 00 


Vehicles eh aS ek NENTS wheidwisesing lS eaten ee o 





Spare parts i es it eee aa sate aes 13, 189, 396. 35 
Special tools and facilities___._-_.__.--_-_-- ES soetehise 1, 878, 882. 00 
p55 Daa Nog ag at SE ha ae eT aR eh ___. %3, 558, 453. 35 


(d@) Purchased parts, vehicles, $5.5 percent ; purchased parts, concurrent, 95.5 
percent. 
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A check of the concurrent spare parts furnished by Willys Overland under 
contract W20-089-ORD—-4758 dated May 31, 1949, for 4,000 M-38S jeeps and 40 
sets of spare parts showed the following : 


Standard hardware items common to military vehicles and supposed to 
be purchased in bulk 

Parts common to all jeeps and already in stock____~ 

Other parts including tires, tubes and batteries 


Total furnished 
1 Tires, tubes, and batteries are also supposed to be purchased on a national level. 


On July 26, 1950, Willys was awarded contract DA-—20—-089-ORD-9196 for 
8,357 M-38 jeeps and 84 sets of spare parts. This time tires, tubes, and bat- 
teries were eliminated, however, the 645 standard hardware items and common 
parts were again included. 

On October 6, 1950, Willys was awarded contract DA—20-089-ORD-4601FS 
for 18,762 M-88 jeeps and 138 sets of spare parts. In this contract all the hard- 
ware items with 12 minor exceptions were eliminated. The common items, how- 
ever, were not eliminated. 

Schedules have been prepared with comparative prices paid under regular 
procurement as compared with prices allowed Willys Overland on common jeep 
parts procured as concurrent spares. Schedules have also been prepared on the 
same basis for concurrent spare part procurement from Chrysler Corp., Reo 
Motor Car Co., and International Harvester Co. 

The schedules (exhibits 21 to 24) indicate that the prices allowed under con- 
current spare parts procurement are considerably in excess of those paid by 
OTAC on replacement parts procurement. 

The 208 parts common to all jeeps that were already in stock as replacement 
parts and also procured from Willys-Overland as concurrent spare parts were 
checked to the OATC stock-control records. The records showed no procure- 
ment for several years on 96 of the items with large quantities on hand as of 
April 1949. 

Based on the highest years issued from 1946 to 1949, inclusive, the supply on 
hand as of April 1949 was sufficient to last from 1 to 104 years. See exhibit 
25 for complete detail on the 96 items. 

Certain officials in the Ordnance department have contended that the indirect 
procurement of automotive parts forms but a small segment of the entire pro- 
gram. In fact, in a published report dated July 23, 1951, issued by OTAC, 
chart No. 11 in the section describing the activities of the procurement division 
would indicate that during the fiscal year 1951, 78.1 percent of the dollar volume 
of tank automotive spare parts was purchased from unit or basic source manu- 
facturers, and that but 16.4 percent was purchased from vehicle manufacturers, 
with more than half of these items being proprietary, the balance of 5.5 percent 
being purchased from dealers. However, at the request of the subcommittee, 
the Ordnance department furnished a listing of all contracts let by OTAC for 
automotive replacement spare parts for the period October 1, 1950, to March 381, 
1951 (contracts under $5,000 for the period October 1, 1950, to December 31, 
1950, and contracts under $10,000 for the period January 1, 1951, to March 31, 
1951, were not included). From the listing exhibit C was prepared showing 
that 1,203 contracts were let of which 1,120 were advertised. Total value of 
the 1,203 contracts was $57,152,091, of which 521 contracts with a total value 
of $30,098,441, were procured from vehicle assemblers and parts dealers. These 
521 contracts represent 43.32 percent of the total contracts let and 52.68 percent 
of the total dollar value let during the 6-month period. Adding the 50 con- 
tracts let to General Motors manufacturing division, Bendix divisions and the 
New Process Gear Co. (in which Chrysler has a financial interest), to the con- 
tracts awarded to parts dealers and vehicle assemblers, the total procured 
from other than independent basic manufacturing sources amounts to 4747 
percent of the total contracts and 58 percent of the total contract amounts (see 
Exhibit 26). 

It is interesting to compare the picture represented by this 6-month period 
of procurement with that existing in the 7-month period from April to October 
1944, which was referred to by General Boatwright in the hearing before the 
Mead committee. It will be recalled that according to his testimony, 59 per- 
eent of the dollar volume of replenishment spare parts were purchased from 
unit manufacturers and 41 percent from vehicle manufacturers, approximately 
one-half of the latter being proprietary. In other words, not much if any prog- 
ress has been made by the Ordnance department during the past 7 years toward 
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elimination of the unnecessary costs involved in the indirect buying of auto- 
motive parts. The remaining 632 contracts of the 1,203 contracts let during 
the period from October 1, 1950, to March 31, 1951, were awarded to basic source 
manufacturers. This procurement was examined with a different purpose in 
mind. It had come to the attention of the staff that there were many “fly-by- 
night” outfits springing up in the Detroit area, many of whom were employing 
five-percenters, and others possessing little or no plant or equipment, who were 
participating to a considerable extent in the automotive parts program. Conse- 
quently, the staff directed its attention to determining the soundness of the pro- 
cedures being followed in the awarding of contracts to these companies. 

This phase of the study involved 266 companies of which 121 apparently had 
a substantial capital investment in the form of plant and equipment according 
to Dunn & Bradstreet. The study was concentrated on the remaining 145 com- 
panies of which only 37 were listed in the List of Manufacturers and Their 
Symbols put out by the Ordnance Department. 

The files of OTAC were checked in detail to ascertain the nature of the in- 
formation, if any, available as to the nature and financial stability of the com- 
pany prior to the award of contracts. This examination proceeded on the 
assumption that generally speaking, a contract should be awarded to a bidder 
only after the determination that the bidder is qualified to perform the work 
and that this determination should be based upon; (1) a pre-award survey, in 
other words, a physical check of the plant facilities and personnel of the bidder; 
(2) a credit rating report; (3) a financial statement and; (4) a price analysis 
of the amount of the bid. In connection with the 145 companies studied, the 
files of OTAC revealed the following with respect to the above cited criteria: 





| 
|} Yes | No 


Pre-award surveys. -- Sith detliv nid ed nye wcll wis a det padedicnk «dude -| 45 | 100 
Onedit rating rOpOrtRs ci sick ti oie Sd hin ake Maeda den baited 88 | 57 
SEE TCL RD EN Ratt nee aes ac, 17 | 128 

71 | 74 


re Se CONE ia cng u gdb cen chdnnck bcchdeerpabnchdbeacnhsnhustnsdamdeWaneet 





It should be stated that the staff experienced considerable difficulty in collect- 
ing the information relative to these criteria. The information was not con- 
tained in a central file but was scattered throughout the organization, in most 
instances attached to individual bid files. Apparently this deficiency has been 
recognized by officials of OTAC as attempts were instituted about April 1, 1951, 
to centralize the information. However, no attempt was made to go back 
and collect the information already on hand and consolidate it into a central 
file. 

Moreover, much of the information was incomplete and inadequate as a basis 
for a contract award. In many instances a preaward survey disclosed that 
the lowest bidder did not have the necessary facilities, was a 5-percenter, or 
Was unsound financially, and yet the contract was awarded. ‘The price analysis 
reports in particular were deficient, in most cases the report consisted merely 
of a comparison with a previous price for the same product paid by the Govern- 
ment. No attempt was made to break down the bid into an itemization of 
legitimate cost and profit. 

Of the 145 companies, 68 were located in the Detroit area. Representatives 
of the staff assisted by GAO made a visual inspection of the facilities of these 
companies and found that 47 did have a plant, some equipment, and apparently 
were otherwise qualified to perform the work called for by the contract; 9 of 
the 47, however, were paying commissions to 5-percenters, the remaining 21 
companies in the Detroit area either had no facilities and were entirely sub- 
contracting the work, were securing awards in the names of other companies 
for a fee or a percentage of the profits, or were otherwise unqualified to perform 
the contract by reason of inadequate facilities, capital, ete. 

No visual inspection was made of the remaining 77 companies located out- 
side of the Detroit area. From information of record in the files, however, 
there is serious question as to whether 33 of them are qualified. 

The practice of procuring automotive parts from other than the basic manu- 
facturer has, as previously indicated, existed for years. Both Army Ordnance 
and all segments of the automotive industry are fully cognizant of its existence. 
And both Army Ordnance and segments of the industry have contended that 
these procurement practices are in the interest of the Government, and as support 
for that contention have put forward several reasons: 
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1. That is many cases the vehicle assemblers own the tools and dies with 
which the part is manufactured so that the basic manufacturer is unable to bid 
on his own behalf; 

2. That the basic manufacturers do not have the facilities for packaging the 
parts according to Government specifications ; 

8. That the Government gets the benefit of the expert inspection and testing 
performed by the vehicle assemblers and that such inspection and testing is 
necessary to insure that the Government receives “‘genuine” parts; 

4. That advertising for bids as contracted to negotiated procurement affords 
small-business concerns an opportunity to get Government work and gives all 
available suppliers, including basic manufacturers, a chance to bid: 

5. That parts manufacturers feel that vehicle assemblers are entitled to the 
service business since the assemblers rely upon their service business to carry 
them through periods when business is bad, and in this connection the Govern- 
ment is in no different position than any other customer ; 

6. That renegotiation and excess profits taxes will recover any unwarranted 
profits that may accrue from the practice. 

One or more of these arguments are submitted by Army Ordnance or industry 
or both each time the question of indirect procurement of automotive parts 
arises. See in this connection hearings before the Special Committee Investi- 
gating the National Defense Program, part 26, pages 11923-11967. In the course 
of its study the staff of this subcommittee looked into the validity of each of these 
arguments. Each will be discussed seriatim. 


Ownership of tools 

During the course of this study and the many contacts made with industry, 
no specitic example of this type of arrangement between the basic manufacturer 
and vehicle assembler was brought to the attention of the staff. Possibly this 
situation does exist in connection with some few of the many thousands of items 
being procured in the automotive parts program. However, it is industry prac- 
tice for manufacturers of automotive parts generally to design and engineer 
the part and procure their own tools. 


Packaging 

One of the excuses most often used for indirect buying and refusals to bid in 
the field of automotive parts is packaging. The unit manufacturers contend 
invariably that they have neither the facilities nor the know-how to package 
according to Government specifications. This contention was made before the 
Truman committee in 19438, it was made to staff investigators who discussed this 
whole problem orally with representatives of manufacturing firms, it was sub- 
mitted to the subcommittee in executive sessions recently held, and it undoubtedly 
will be put forward again in such open hearings as may be held on this subject. 
However, it would seem that packaging should present no insurmountable diffi- 
culties and, in fact, the excuse may be merely a smoke screen which vanishes 
upon inquiry. 

First, the manufacturers who put this argument forward retreat from it 
almost immediately when confronted with cross examination as to their capa- 
bilities to perform the packaging, if they so desired. They will admit that there 
is nothing overly complicated about the packaging process. They will admit 
that without too much trouble they could set up the facilities and acquire the 
personnel necessary to perform the work. 

As a matter of fact, there are indications that very few of the ultimate suppliers 
to the Government actually are doing the packaging. Numerous small packaging 
firms have sprung up all over the country, particularly in Detroit, and most of 
the packaging work is being subcontracted to these firms. Even the United 
Motors service division, an outlet of General Motors Corp., has their packaging 
performed by the Garden Implement Co. Consequently, there appears to be 
no reason why basic source manufacturers could not, if they so desired, sub- 
contract the packaging work. 

In connection with its inquiry into the packaging situation, as it related 
to the procurement of automotive parts, the staff gathered the impression that 
the entire packaging situation in the military service is in a confused state. 
There is evidence that recently attempts have been made within the Department 
of Defense to iron out some of the difficulties, but there also is evidence that 
very little progress has been made to date. The Munitions Board representative, 
who has undertaken in the past few months to spearhead a drive to simplify 
and unify the packaging requirements of the services, readily conceded to the 
staff that he had a long road ahead. It is believed that there exist basic differ- 
ences among the services as to how particular items should be packaged, and 
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that different requirements exist for the same item. Information coming to the 
staff is to the effect that often a manufacturer is required to set up three different 
packaging lines to package the same item for three different services of the 
Government. 

In addition to the amount being expended out of the actual procurement dollar 
for packaging, the Ordnance Department had an annual payroll as of June 30, 
1951, of approximately $37,500,000 for wages and salaries of personnel assigned 
to packaging functions. The personnel are located in the Office of the Chief of 
Ordnance, 33 depots, 14 arsenals, 16 purchase offices, and 2 laboratories, and are 
classified as follows: 


Policy, REmUMISTOLLTO) BNE ROCCE aids os ed dk ed ecw pe 741 
Cherie) 5... 0 5S. pithahdiebicdo nile bbnced ciara amas etek eae oe ns PRES TORT Sa 3872 
TONG isc ee itd sins a oleae cae a a ee ee Ota 11, 619 

LN YP eo Le ee ene Card TERT NES Ce” SA LEM SOON Oe snc or TA GetREE ak sey 12, 732 


The question immediately arises as to whether the packaging function is 
being handled efficiently when so many Ordnance employees are engaged in 
packaging over and above the work performed by the contractors themselves. 
There are indications that in many instances the items have to be repacked 
for overseas shipment upon receipt in the Government depot or arsenal. Of 
course, some basis for this would exist where conditions unexpectedly arise, 
such as the outbreak of the Korean war. But it will be pertinent to inquire 
whether much of this repacking is not due to poor judgment or lack of foresight 
on the part of procurement officials. 


Inspection 

The Ordnance Department will contend that the procurenient of automotive 
replacement parts from vehicle assemblers provides an added guaranty that the 
part will fit the vehicle and otherwise satisfactorily perform. In other words, 
Ordnance has to be sure that they are receiving genuine parts. 

Actually, of course, the Ordnance Department has hundreds of inspectors 
located throughout the United States whose function it is to assure that the 
Government receives parts and materials conforming to its specifications. These 
are the men upon whom the Government relies, and has a right to rely, for its 
protection. 

For years there has been a continual clash between genuine-parts manufac- 
turers and certain independents, often referred to as “gyppers”. The independ- 
ents have claimed an ability to manufacture parts which will perform every bit 
as good, if not better, than those manufactured by the people associated directly 
with the vehicle assemblers, either as subsidiaries or beholden subjects. The 
staff has been in contact with the association representing these independents 
and has suggested to it that the subcommittee would be pleased to receive a 
statement containing their version of this long-standing controversy. 

Whatever possible merit this argument concerning inspection by an assembler 
or distributor might have, it, of course, has no application nor merit to a situa- 
tion where, though the Government's contract is with the vehicle assembler, the 
parts are shipped direct from the basic manufacturer’s plant to the Government, 
and instances of that have been found. 


Advertising for bids 

One of the accepted concepts of Government procurement that has existed for 
years, and one which has been recognized both in the executive and legislative 
branches of the Government, as constituting the safest and most desirable 
method of purchasing for the Government is the awarding of contracts after 
competitive advertising. Nothing that is to be said in this section should be eon- 
strued as indicating disagreement by the staff with that long-established concept. 
And yet, this study of automotive-parts purchases has illustrated all too clearly 
that this method of purchasing is subject to abuse and can result, if administered 
improperly, in tremendously increasing the cost of procurement to the Govern- 
ment. It can also result, as will be illustrated, in actual discrimination against 
legitimate small business even though, traditionally, it has been recognized as 
the last bulwark of defense by small business against big business. 

The advertising-for-bids method of procurement amounts to nothing more 
than a farce when legitimate competition does not exist. There were found many 
instances where experience over a period of years demonstrated beyond question 
the availability of but one, two, or three sources for supplying a particular part. 
In fact, in the preparation of the 17 case studies, involving 239 items, statistics 
were accumulated revealing that 8,993 invitations to bid were sent out—an aver- 
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age of 37.6 per item—in response 792 bids were received—an average of 3.31 bids 
per item. However, ordnance statistics based on the same information but on 
an IFB basis, rather than an item basis, show 8,993 invitations extended on 239 
IFB’s and 2,008 bids received, or an average response of 8.4 per IFB. Such a 
method of statistical computation would inidcate that competition did exist. To 
illustrate see exhibit 27 for comparative figures of bids received on an item basis 
as compared with bids received on an IF'B basis. 

These statistics, if truly representative of the automotive-parts field, and the 
staff has every reason to elieve that they are, would indicate that very little 
competition exists in this ficld. This belief is further substantiated by an anal- 
ysis of some of the case studies where we find that even when three or more bids 
were received from truck assemblers and the like the bids varied but a few 
dollars and in some cases but a few cents. In this connection, also, we have in 
mind the instances where parts manufacturers bid inordinately high (such as 
Hercules Motor Corp. and Timken Detroit Axle Co.) and as a further fact bear- 
ing on this situation, we have in mind the unqualified type of bidder (such as 
Jefferson and Grissom Chevrolet Co.’s and “dummy” outfits who subcontract all 
of the business and others) who should not be in the picture at all. 

It should be pointed out that there have been numeroys instances in which 
only one bid is received in response to an invitation. And the staff has reason 
to believe that the procurement officers of Ordnance knew or should have known 
that only one bid would be received in those instances. Under such a situation, 
the only sound and logical method of procurement is to negotiate with the one 
available source a price for the product which will assure the contractor of his 
costs and a reasonable profit. By employing advertising in such a situation the 
procurement officer lets the contractor get the business at whatever price the 
conscience of the contractor permits him to bid. Although the staff has found 
no specific cases of collusion between Government officials and contractors in 
this type situation, the possibility does exist. It is significant, however, that 
repeated instances have been found where contractors have been paying 5-percent 
commissions to representatives on contracts which they secure after advertising. 
Also, there have been found instances typified by the one contract with Metro 
Engineering Co. where inordinately high profits have been made on advertised 
contracts. The subcommittee will remember that on one contract of approxi- 
mately $180,000, Metro subcontracted the entire work, having no direct labor 
charge whatever, and realized a gross profit of approximately $50,000, although 
Metro representatives attempted to prove that the profit was considerably less. 


Renegotiation 

A common misconception is that deficiencies of procurement will necessarily 
be offset through renegotiation. Unfortunately, the excessive cost to the Govern- 
ment caused by the indirect procurement of automotive parts will be reduced only 
insignificantly, if at all, through renegotiation. 

Take, for example, the situation where the Government has procured parts from 
the Jefferson Chevrolet Co., which in turn has procured the parts from the 
United Auto Electric Co., which in turn has procured the parts from the Indus- 
trial Facilities Co. In renegotiation, it can be expected that each of these three 
companies will be permitted a reasonable profit on the business it does for the 
Government over a particular year. These companies will also be permitted to 
retain the cost of handling, shipping, ete., of all items of automotive parts 
eventually supplied to the Government. The result is that all the unnecesasry 
costs and profits are retained by the individual companies and the Government 
does not recover them through renegotiation. 

Theoretically, renegotiation would recover to the Government excessively high 
profits realized on an advertised contract (the Renegotiation Act of 1951, unlike 
the 1948 statute, applies to contracts let after advertising) however, even the 
renegotiation. people themselves will say that renegotiation is not a scalpel which 
will perform an exact job of recovering all excessive profits but that it is rather 
a hacksaw which will get the biggest chunk of excessive profits. They will also 
tell you that renegotiation is no substitute for close pricing and sound procure 
ment. 


ExHIsir 2 


CASE I 


Electric Auto-Lite, a basic source manufacturer of electrical equipment, sells 
to Chrysler Corp., a vehicle assembler. In submitting bids to the Government, 
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Auto-Lite, the basic manufacturer, bids higher than Chrysler to whom they sold’ 
the item. 
Typical examples are as follows: 





























: | Price to , : 
Auto-Lite’s | Chrysler’s Auto-Lite’s Bids by 
Item ; Government ; ; 4 
cost cost ! | by Chrysler list price Auto-Lite 
ant | | 
| | 
ARPES RR boost RRR FEE $0. 146 | 0.21 | 0.33 0.95 | 0.55 
Di kie 25 tented giantise: . 146 | .17 | .27 1.15 | 48 
Deatihaane Se RS eo hedk  NTRINE - 146 | 18 . 28 1.15 . 53 
i al SO PS Rall lah oR * 146 21 | .32 1.15 145 
1 Does not include packaging costs of Chrysler. 
Bid information 
Item Invitations Bids 
Ri di ae peal edhe, SI GRi isi dai em ee 7s 9 
Ms tcisiasillatiatinants ot ssticak scala cctutdhic snplt sieats ibe cecilia in tpt Ss Wait asia ie ih a ali 56 6 
Th edocs tase thcaies chin bee e taal as SR ten anal eee 49 8 
ESTP EBS conte 7a se SO ea ees Jie OMA IS ES OE eee Pee oe Not known Not known 
Total 184 26 
eet Rae rel tails 61 | 8. 66 











Exurelt 3 
CASE II 


Timken Detroit Axle Co., a basic source manufacturer, sells to vehicle assem- 
blers. A review of 32 bid invitations for its product failed to disclose a single 
instance where Timken the basic source manufacturer was the successful bidder. 

The vehicle assemblers, with the exception of an occasional sale of a surplus 
or spare-parts dealer, are the successful bidders. Federal Motor Truck Co., 
vehicle assembler, manages in most instances to successfully underbid the other 
vehicle assemblers and when losing the bid does so by only a small margin. 

Timken, the basie source manufacturer, was in every instance invited to bid. 
No bids were submitted in response to 24 of the invitations. The eight bids 
submitted were in every instance considerably in excess of the bids submitted 
by the various vehicle assemblers who purchased the items from Timken. 

Generally the only firms who could possibly be in a position to submit bids 
would be Timken, Federal Motor Truck Co., and four or five other vehicle assem- 
blers who originally purchased the item from Timken. Despite this narrow 
field of competition Ordnance on the 32 items involved sent out 1,363 invitations 
or an average of 42% invitations per item; 168 responses were received or an 
average of 4 responses per item or an average response of 12.3 percent. 

Pertinent data in reference to the 32 bid invitations discussed above is as 
follows: 

GROUP I! 

















| Timken’s | Price to 
— | Timken’s | price to Govern- Federal’s | Timken’s | Bids by 
: } cost | vehicle ment bid list price Timken 
assemblers | by seller 
| 
ERE OAM TA Set $8. 64 | $7. 88 OY eriesiabt ek $29. 60 None 
BEF BOS Date ME REAP ERR IE | 17. 65 22. 56 oe a MERE 69. 97 None 
Ey ER ES Be ee } 12. 66 23. 60 DSO bic bs odes 55.10 $37.17 
Gi: duals apindhtsscapenbbaprens 21. 42 18. 93 Fe See oe 63. 30 None 
| RAE ETEL ch pA eT | 21. 42 18. 93 Sip ROR F Mt Tit 63. 30 None 
ORDERS LE 2.19 3. 22 Te MES Eig ps 6. 85 None 
Vshkbindnbtinaleid cea dante | 2.19 3. 22 § Peet pte ee 6. 85 $4. 83 
Cin2ss cettadbsdawwnaels | 36. 64 43. 44 og ee ee 149. 35 None 
Diiidiced baabeahias clita cadens | 5. 06 4.58 2 eee 17.40 $6. 84 
Ng Mee 5M 12. 66 16. 03 BE Oe Beabeccces Va 55. 10 None 
Rb isbdipncdbasaghachseaee | 12. 11 7.90 a eRe 34. 55 None 
SEC PET I TIS! Oo 21.42 25. 50 ty See ene eee 63. 30 $40. 16 
ree | 645. 90 810. 00 ef ae 0 None 
REE IAB 155,79 227. 00 a: fn See 0 None 
BD. ii i ceaboucaceidaseuee 7 S408 Oe 0 $10. 20 
! 











1 Successful bids by Federal Motor Truck Co. 
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GROUP It? 





Timea T. Motor Car Co.: 
1 


($69. 24)| $149.35 | 
69. 97 | 
0 


0 


31. (39. 90) | 
273.18 é (330. 50) 
39.77 , (45. 50) | 
. | 139. 00 ; (174. 00) | 
White Motor Co.: 24 5.06 5.06 ; (7,035) | 
Kenworth Motor | 

Corp.: 25 ; 248. 00 ’ (372. 00) | 
Ward +" | 

sion: 26__ c 205. 00 , | (245. 00) | 
General Motors Yellow Coach | 

Division: 27 .70 | 1.73 ; Se 

















| 

Surplus dealers: 6 | 
28 $68. 52 | | ($80.50) | 

68. 52 ; (75.00) | 

687. 87 ey (967. 77) 

645. 90 | (880. 00) 





2 Successful bids by vehicle assemblers other than Federal, showing also Federal’s bid. 
§ Successful bids by surplus dealers showing also Federal’s bid. 
Py .—Packaging and other costs, if any, of the vehicle assembler are not reflected in the above 
ation 
Norte 2.—Costs as submitted by the basic manufacturer are in some instances for later periods than the 
— in which the sales to the vehicle assemblers were made, hence the apparent loss to the basic manu- 
‘acturer. 
Bid information 





Invi- : Invi- : Invi- . 
tations tations tations Bids 





WAOwmowoana 


— 
SIS AD AD 1m CO 





Oo 














NDA Aowk O16 




















ExuHrsit 4 
CASE III 


Hercules Motor Corp., a basic source manufacturer, sells to vehicle assemblers. 
A review of 19 bid invitations shows that in every instance where Hercules bid 
that they were far in excess of the bids of the vehicle assemblers to whom Her- 
cules sold its products. Bids were submitted by Hercules in all but 3 instances. 

Federal Motor Truck Co. was the successful bidder on nine of the bids and on 
six of the remaining bids lost the bid by only a small margin to Biederman Motor 
Corp., another vehicle assembler. The other four bids were awarded to two 
Spare parts dealers whose bids were slightly lower than those submitted by 
Federal and Biederman. 

In all instances, except the three cases in which Hercules did not bid, Hercules 
sold its product to Federal and Biederman at 50 percent off its list price. In 
almost every instance Hercules bids equaled or exceeded its own list price 
whereas the bids of Federal and Biederman ranged from 57 to 62 percent of 
Hercules’ list price. 

Despite the limited field of competition available for bidding on Hercules’ 
products, Ordnance issued 781 invitations on the 19 items or an average of 41.1 
per item. Only 104 bids were received 6r an average response of 5.4 per item. 

Specific examples of the above are as follows: 
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GROUP I! 
eee SRE Soe " ‘acl SaiEEEEEEEEIT EERE hae eat Rt Ses 
Hercules | Price to | j 
stéin | Hercules | priceto | Govern- | Federal’s | Hercules Bids by 
cost vehicle ment by bid | list price Hercules 

| assembler | seller | j 
1 ii cv pm epiite sae | $709.19 $897. 75 | 2 $1,340.00 |.....------- None None 
2. cnéhn sgn 26. 60 38. 78 | | 4. 2 See $77. 56 $81. 44 
Ribthia<cmanpeliiiek ad sonehiitnaeil 19.15 | 29.76 | MEE Lidaddness chad 59, 52 62. 50 
4 i 19.15 29. 76 Oy OE diacass aoe 59. 52 62. 50 
cll ci oeipath iinet 5.15 ae ti Tee tancticpwe not 15, 42 | 22. 11 
6 5.15 7.71 | 4 | BOs 15.42 | 15. 42 
7 be 19, 52 27.10 | 37.75 kin ane ial 54, 21 63. 98 
8 ie . _ 19.52 | 27.10 | 36.75 |... am 54, 21 63. 98 
9. Seapine DRI 19. 35 | 27. 10 32.00 |------- 54. 21 | 39. 84 

GROUP ITI 

| | 
10 ‘ pial i $696. 72 | $897.75 | 2 $1,500.32 | $2, 240.40 None | None 
1] -| 709.19 | 897.75 | 21,339.97 | 1,340.00 | None | None 
12 5.35 | 7.71 | 8.90 | 9. 90 $15. 42 | $11. 33 
13 = ioc 19. 35 27.10 | 30. 88 30. 90 | 54, 21 | 39. 85 
14 _ 101. 06 141.18 | 4160. 84 | 160. 00 282. 36 | 207. 55 
15 eaeade cine 98.78 | 133, 24 | 4160. 84 | 160. 00 | 266. 48 | 207. 55 

GROUP IIr$§ 

| | 
SETTER TRO Le $32. 19 $38. 27 $40. 50 $64.38 | $45. 07 
17 idwarcpie hia oats Ase 98.78 | 133. 24 | 4155. 54 | 155. 00 | 266. 48 | 278. 80 
18 mere bieci~ chabechueeen 101. 06 14%. 18 4155. 54 155. 00 282. 36 | 279. 80 
BB 0e , ae ee ee 5. 35 7.71 | 8. 86 9. 05 15. 42 | 11.89 





! Suecessful bids by Federal Motor Truck Co. 

2 Information later received that vehicle assembler added approximately $300 worthof accessories to item 
obtained from Hercules. 

3 Successful bids by Biederman Motors Corp. showing bid by Federal. 

4 Less 2 percent discount. : : 

5 Successful bids by other than vehicle assemblers showing bid by Federal. 

Note.—Packaging and other costs, if any, of the vehicle assembler are not reflected in the above tabula- 
tion. 

Bid information 














| {| | | \| | 
4 | Invita- : 1] | Invita- | ; i] Invita-| yp; 
Item tions | Bids H Item | tions | Bids | Item tions | Bids 

) } 

| | | | 
1 ap | 26 | , oh) aE ee 55 | D Bi Meh boVikseesesed 9 | 5 
WISN Serer | 7 See Ras Se a 00 Ms diuses~ sak 68 | 7 
the 32 | Bik ee 8 | 4:8) Boag vcwemavenan “e 6 
4 40 | Shoes pete Rea 30 | BD Sled bagi te tied 41 6 
5 95 Oo oe Sane 8 || 19.- me 65 | u 
6 12 Gig: Se ee. | 41 5 |} rn 7 
ar | 94 | fr | } Total... -| 781 104 
a | ia 5 || 14....--- (pee 9 | 5 || Average.......-| 41 | 5.4 


' ‘ u ! 


ExHIsiT 5 


CASE IV 


Sid’s Truck & Auto Sales, Inc., a surplus dealer when successful in bidding 
either buys the item from parts distributors or subcontracts to have the item 


manufactured. 
Bids are not made on the basis of Sid’s inventory. In one instance this firm 
had to secure the items in Germany. 


eed feed feed teed feed 


oe oe a 
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Typical examples illustrative of the above are as follows: 


GROUP I 





| i 

os Price to Gov- 
Ss Sid’s! 
Cost to Si | ernment 





$1, 421. 00 
421.80 
379. 80 

7. 
58. 50 
2.00 
.31 

71. 50 
32. 50 
840. 00 
840. 00 








$39. 80 
10. 50 | 21. 00 
6.87 11. 25 
2.90 5. 60 
1.34 | 1 65 








1 Does not include packaging costs. 


Bid information 


will ineniictctiinginasli 








Invita- 
tions Ttem tions tions | 





| ! 
| Invita- Bids | " | invita._| 
1] 


3 | bs 2 
Total | 732 | 60 
Average..| 48.8 | 4 


Be 














4 Negotiated. 
ExHIsit 6 


CASE V 


The Jefferson Chevrolet Co., Inc., 2130 East Jefferson, Detroit, Mich., a retail 
Chevrolet automobile dealer, was the successful bidder in a number of instances. 
During the fiscal year 1950 this dealer was awarded contracts totaling $651,- 
881.36; and from July 1, 1950, to January 10, 1951, it was awarded contracts 
totaling $472,624.05. 

A review of the bids discloses that Jefferson Chevrolet Co. began submitting 
bids on items which by their nature would indicate that few, if any, bids would 
be received. Analysis points up the fact that Jefferson Chevrolet’s bid was 
generally in excess of other bids when there was competition and when success- 
ful there were but one or two other responses. When there were no responses 
or the bids from other companies were not responsive then Jefferson Chevrolet 
would be asked to negotiate. Another significant factor is that in a number of 
cases Jefferson Chevrolet submitted bids just a few hours before or exactly at 
opening time. 

Upon being awarded a contract, Jefferson purchased parts, if available, from 
the United Auto Electric Co., a parts dealer who did not submit a bid. If the 
parts were not available from United either United or Jefferson would contract 
with the Industrial Facilities Co. or some other manufacturer to manufacture 
the part. Packaging was contracted for separately vy either Jefferson or United. 
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Typical examples are as follows: 























GROUP I! 
, ‘ , Price to Gov- 
Item — . Je — S | ernment by 
Jefferson 
achat a accel oct scapes cele a ceiea as bse naires Daina napiaeing eae $1.05 1,15 $1, 28 
Te SE ie PS Sis en re Se IN I tet a ae SY OE SR 4. 90 5.15 5. 75 
_ RS iy t= eh: aemone Reb eae fe ees br ST Eee a ON Valle ea 4.90 5.15 6. 00 
Baie stndenondeee SA seen sh inlos oie chsh RiheiressddSdlenapipahabodaieeibiosscnakabaailinesgkeaitaite 25 . 295 
Decisis, ce Mae hte oe we ase oie ia gincunnrau baka simmae sieaaae . 25 . 26 . 805 
Te ee ET oe cones oe eee at ORES Rah A Be 106. 95 124.00 147.30 
GROUP II2 
| STD REI AL I ANCE TE RTS AEST: ONAN OTD FREES TN EnGepaemccenen $17. 00 $23. 50 
Mis hietsiikn.n varie tag ha x cimecineg bwseeiiie acl adeteia aigola tsa I I a 17.00 24. 50 
_ RE ANAT ALLOA LOONIE LOE OLE LOE LYE NAGS YS BARES Rn 176.00 206. 00 
Wiigicd dang nc atte cr uentonew alan lev ckhhlie dhl daw aeibeidaw: < ieee ancieaadee 18. 00 22.00 
| BEE ER RE, ET Te POL ee te UR Eee RE ES A 18. 00 22. 00 
BO Ea tale snes chen ati AB cw sig mec ee bones os alas een sch a eri care IEEE GS ogi ll 25. 50 35.00 
TERRES chr REE CRE Ns eR SS adie RE iia ee 28. 50 38.00 
GROUP III’ 
Micke ccicinckscddetcetss kivibnckoatencialdcsmedthiiaie Labia eee $364, 02 $429. 60 














1 Items purchased through United. 

2 Items purchased direct from Industrial Facilities Co. by Jefferson. 

3 Item assembled from Jefferson inventory. 

NotTEe.—Packaging and other costs, if any, of Jefferson Chevrolet are not reflected in the above 
tabulation. 


Bid information 









































| | 
| Invita- ‘ | Invita- Invita- : 
Items tions Bids Items | tions Bids Items tions Bids 
| 
1 43 Se See See 17 0 BL eas coe ER Ee aa 
2 52 | hike CU ete J 17 A RS 30 2 
a ee 52 6 , ape er: he eae 2 
4 3 52 10 ___ ORE aI a 16 1 Total_... 470 52 
_RRT PORE 52 _ Be | a 16 1 Average... 43 4.5 
Dicccdnmaucnens 123 0G | ES | SPREE i. Fe Bicieens 
| 
1 Negotiated. 
ExHIsIt 7 
CASE VI 


P. L. Grissom & Son, Inc., 6049 West Fort Street, Detroit, Mich., a retail 
Chevrolet dealer, was the successful bidder in a number of instances. During 
the fiscal year 1950 this firm was awarded contracts totaling $163,748.75. From 
July 1, 1950 to January 10, 1951, it was awarded contracts totaling $486,439.62. 

A review of the bids discloses that P. L. Grissom & Sons, Inc., began submitting 
bids on items which by their nature indicated that few, if any, bids would be 
received. This was particularly true in the case of Studebaker parts. Analysis 
points up the fact that Grissom’s bid was generally in excess of other bids when 
there was competition and when successful there were few responses from other 
sources. When there were no responses or the bids from other companies were 
not responsive Grissom would be asked to negotiate. 

The Studebaker Corp. and Studebaker franchised retail dealers have refrained 
consistently from responding to invitations for bids. A large portion of the 
parts contracted for by Grissom, were Studebaker parts common to present-day 
Studebaker vehicles. 

Upon being awarded a contract for Studebaker parts Grissom, a Chevrolet 
retail dealer, contracts with United Auto Electric, a wholesale auto-parts dis- 


OS ee ey yey Ae ee SY ios te ae 
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tributor who does not submit bids to the Government, but does in turn procure 
the parts from Greenfield Sales & Service, a retail Studebaker dealer, and sells 
to Grissom. Reference is made to group I analysis that follows. Of the 30 items 
reviewed the Government paid more than the retail list price to a retail consumer 
for 19 of the items. The estimated cost of manufacture of nine of the items 
was ascertained. The following is indicative of the unwarranted and avoidable 
unnecessary cost to the Government as shown by a composite figure of the nine 
items: 

Manufacturer’s cost 
Selling price to dealer__- 
Cost to Government .79 
Retail list price_-- . 59 


Thus, the Government is paying for these items 188 percent of a retail auto 
dealer’s cost and 19 percent more than the list price for sales to a retail consumer. 
Further, the Government because of Studebaker’s refusal to bid is forced to pay 
871 percent of Studebaker’s cost. 

If the items cannot be purchased by United Auto Electric who does not bid 
direct to the Government or from a retail or other wholesale source, then a 
contract is made with small manufacturers such as Fairfield Engineering Co. to 
manufacture the part. Refer to groups II and III that follow. The facts thus 
established are startling. 

The cost of packaging these items is not reflected in the figures set forth in 
this case. 

The majority stockholder is the same in both firms of cases V and VI. 
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. 07 
3. 70 














GROUP I! 





Greenfield’s 
cost 


United Auto 
Electric’s 
cost 


Grissom’s 
cost 


Price to Gov- 
ernment by 
Grissom 


Studebaker’s 
list price 





$12. 38 
12. 38 
6. 47 


$18. 35 
16. 38 
7.13 


$12. 50 
9. 


x 
4.6 














719 








1 Studebaker parts purchased from a Studebaker dealer by United and resold to Grissom. 
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84__ 
85_. 
86. 
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Item 


GROUP II? 





United Auto | rae “a 
Electrie’s cost! —— <8 
$1.01 | $1. 40 | 
1.01 1.40 
80 2.30 
ay . 80 2.30 
1,75 2. 00 
05 07 
05 07 
1.40 3. 00 
1.40 3.00 
. 75 | 2. 75 
. 76. | 2.75 
1.80 3.00 
1.80 | 3.00 
15.00 | 23.00 | 
. 20 | 33 
27 
. 26 | 26 | 
ddd chet . 56 | 4.75 
5. 46 7.20 
97 2. 00 
. 50 | 58 | 
én dkp adhd cndawes . 50 | 55 
. 05 07 
05 07 
.37 80 
ST 80 
2. 65 
| 2. 65 
06 | 07 
. 06 07 
. 36 | 47 
. 36 47 
40 | 50 
40 | . 50 
. 40 
. 40 
10. 00 12.00 
10. 00 12. 00 


GROUP IIT’ 


$1. 743 
. 042 
. 441 
. 26 
1. 26 
1.05 | 
.147 
1.491 | 
1. 394 | 
| . 651 
1. 764 
. 046 
. 06 
18 
2. 61 


$2.21 | 
; 1.53 
| 25 | 


“a 


|Price to Gov-| 


| ernment by | 
| Grissom | 








| 


NES, 
_ 
—) 


po hela 
yp 
on 


_ 
me ore Cy 
ee 








— 
nwo 
ih) 


~~) 


~] 
o 
234 


3 Studebaker parts made by Fairfield, sold to United and resold to Grissom. 
’ Items procured from basic source manufacturer United and resold to Grissom. 
‘Items procured-from manufacturers other than basic osurce by United and resold to Grissom. 


Studebaker’s 
list price 





. 50 


“p 


wows 
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SSsSRs 


on 
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Vwuw 
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< 
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GROUP V56 


— , | 
| Price to 





| Studebaker’s | Greenfield’s | United’s Grissom's Merk < Studebaker’s 
Item cost | cost cost cost ramen list price 

RS IRR ME $4. 04 | $8. 10 $9. 50 | $12. 38 $18. 35 $12. 50 
Se oaelahatd | 4. 04 | 8.10 | 9. 50 12-38 | 16. 38 12. 50 
i ee pneal 3.05 | 5.70 | 5. 90 | 6. 47 7.13 9. 50 
| ea PEE oe) . 66 . 96 | 1.10 | 1.10 1. 20 1. 60 
ees ccesadad .03 | . 09 | 12 .14 .19 oda 
Waste i cwne | . 08 | . 24 | .30 | .38 . 55 .40 
ae : o-a=25] . 08 | . 24 | . 30 . 38 58 . 40 
43S Be . 03 | . 09 | 12 .14 8 aia 
SS ee at 06 | 18 . 25 .21 om 35 





5 Studebaker parts procured from Greenfield by United and resold to Grissom. Studebaker’s costs were 
obtained on this group. : 
6 These items are included in group I. 


Bid information 








Item Invita-| Bids Item |Invita-| Bids | Item 























Invita- 130 

tions tions | tions | Bids 
eigen ape 55 | Pit ee 27 | 1 || 61 Lares 26 3 
CEE 55 | Bis eee sie, 27 | 1g | Br eee oa 26 | 3 
esr rs 55 | I jj 33.-. =a 27 | 1 |} 63.--- cide Se 26 | 1 
Beaten 55 1 || 34 — | 27 | Tay ella ls 26 | 1 
aes. 55 | 1 {|} 35 27 | 1 || 65__- seth 26 | l 
Ea 55 | 1 || 36 ST 27 | i |” * aa 26 | 1 
7--------------| 55 1 || 37 md 27 | 3 oo il 2 
_ ees tos 55 } 1138... 5 27 | oS eae il 2 
Goo is 55 1 || 39 27 | 1 |) 69. a DE 26 3 
Re eee 26 | 2 || 40....- se 27 | 1 || 70. = 
RIN Ceiageterctin, 26 | a, ja S 7 1 || 71 nee : 
| sia eee 26 2 || 42-- 27 1 || 72 ‘ : 
_ RES aire 26 | 2 || 43 ‘ 27 1 || 73 i 
) ERE Fotos 26 | 2 || 44.- RS aS 31 | 21h 74... E TEE: 
kos we sonithonne 26 | of RF lS 31 | 2 |) 75 : 
© bbe. Deanna 27 2 || 46-- sae 31 | 2 || 76 
, SRE Se 27 | SR > Ra etal, 31 | ; ie: oe 5 
Ui 6go sha 27 | “ei ic Seeeeha ta ae 31 | 2 || 78 a 
avian ‘ 27 DM ecnsee cence = 31 | 2 || 79 7 
, See 27 | ie pipet 31 | 2 || 80 
__ Sitesi serait 27 | ai) oi... 3 2 || 81 66 1 
PE iw adacines 27 | Ea eee oe 31 2 || 82 66 3 
_ SER ener 27 | Fil Wieanco } 26 3 || 8&8 31 2 
, SR ARoaee 27 | a ee eee 26 3 |) 84 66 3 
Piintakenocee 26 | » i Perens 26 1 {| 85 31 | 2 
_ 26 | CR ees 26 | ie |e, See eee 3 2 
he te St 26 | fa ie oe g 26 1 | 
WG. BG 55 | ry ee en Oe eee 26 1 Total....} 2,370 | 128 
TR ialow mid inte cicass 55 | ig. Sees 26 | 3 | Average __| 32 | L7 
20, Seer 55 | Le near 26 | 3 || | 

i] ij | 
Exuisit 8 


CASE VIII 


Spicer Manufacturing Division of Dana Corp., Toledo, Ohio, a basic source 
manufacturer, sells to vehicle assemblers such as Willis-Overland Motors, Inc. 

Spicer, although requested to bid each time, does not do so. Willys is gener- 
ally the successful bidder on Spicer products and only lost the bid in two in- 
stances to surplus parts dealers. Frequently Willys is the only bidder and 
when other bids are received they are for alternate parts, from unqualified 
bidders or from surplus dealers. 
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Typical examples illustrative of the above are as follows: 







































































GROUP I 
— Spicer’s Willys’ Cost to Gov-| Willys’ list 
cost cost ! ernment price 

Segoe. (A ueeame try © Yesemnres ? $60.00 | $76. 62 $04. 45 $248. 40 : 
ERED: BS Mee St ee eT 1.13 | 1. 48 1.95 7.02 ) 
ERE Ar FREY POCO 2 60. 00 | 76. 62 103. 64 248. 40 mi 
| ERA NY PERC TLE 5 2 60. 00 76. 62 89. 78 248. 40 
| FRR St PRE RS A 3. 63 3. 46 4.39 12. 80 
REET OCS AES See ee 3. 63 3. 46 4. 30 12. 80 os 
Re. - SS “REE 3.45 3.13 4,12 10. 03 
, EESTI EEA ETE EOS eS CE a 1.73 3. 63 5. 20 7.43 ‘ 
" ee arn ekesiine Sirrinrnee hee eee 1.73 3. 63 3. 59 7. 43 : 
ee SA Ar ee ee. a Diwan 61. 09 72. 42 86.79 189. 00 
RE RAS a ee oe RET SIP Se 61. 09 83. 99 120. 70 189. 00 + 
oe a eo a 53. 43 73. 10 95. 49 189. 00 
. ee a = 49, 33 67. 45 96. 67 189. 00 

GROUP II! ‘ 
sic -onbsener 
SRE EO ER arate Pape pade te ome et a Oar ie $3. 05 $12. 80 r 
"tte SES ACTER Re! BEES SS Ty SS iia 3.45 7.43 sa 
PAR: | 

1 Does not include packaging costs of Willys. 

? Estimated on basis of mark-up on other costs furnished by Spicer. we 

# Spicer manufactured item sold to Government by surplus dealers. 8 

Bid information 4 - 
a. Invita | | invita Invita- 

Item tions Bids i] Item | tions Bids Item tions Bids — 
| | an y 
10 

NS Pree 24 1 | 7 Pi) BB inc acgn dae 64 2 
- aaa aT 103 2 | 52 6 & RR eS 76 15 - 

3 SS Ke 50 1 | 45 ES EEE ee 23 3 
| RS Sats 50 1 |} 43 2 ! 
” eA is ites 7 5 || 24 1 Total. _.- 877 46 
5.. ainaeaes 103 2 | 86 1 Average-_. 58 3 ‘ 
| | 
— ——_ | r 
ExHIBIT 9 ; 

CASE Ix 

Willys-Overland Motors, Toledo, Ohio, a vehicle assembler, procures a large amg 
portion of the spare parts for its end items from various basic source manu- 
facturers. 

Most of these parts are identified by only Willys part number, and with few fa 
exceptions the basic source manufacturers do not submit bids in response to q qi. 
invitations for Government replacement parts. Willys is generally the successful 
bidder and quite frequently the only bidder, thus controlling the price to the 3A 
Government. When underbid, it is usually by a surplus dealer. 4... 

as 
pr 
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Typical examples illustrative of the above are as follows: 
GROUP I! 
| eas 


Cost of basic |\Cost to vehicle/ Cost to Gov- List price Basic manu 
manufacturer} assembler ernment ‘asi facturer bid 








$81.33 
105. 02 





GROUP IL? 








| 
$2.16 | $ $2. 30 
2.16 | 32.3¢ 








GROUP Ili¢ 





| 
| 
| 





GROUP Iv5 





.19 $4. 24 








GROUP V¢ 





$11.51 $12.07 
11.15 | 12.38 














1 Items procured by Willys from Midland Steel Products. 

2 Items procured by Willys from Kelsey-Hayes Wheel Co. 

’ Willys claims assembly and painting costs incurred on above before reselling, 
4 Items procured by Willys from Wagner Electric Corp. 

5 Items produced by Willys from Maremont Automotive Products, Inc. 

6 Items procured by Willys from Blackstone Corp. 


Notr.—Packaging figures not included in above tabulation. 


Bid information 





s be ge 
Invita- Invita- Bids Invita 


tions | tions Bids 





36 | 3 


407 
Average_- 37 
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CASE X 


Braden Winch Co., Tulsa, Okla., a basic source manufacturer, sells to vehicle 
assemblers such as Chrysler Corp. and Federal Motor Truck. 

Braden is the successful bidder on Government invitations with respect to its 
product. This might be considered an indication that the Government is obtain- 
ing the product at a reasonable price direct from the source. 

Actually, however, Braden is extracting an extremely high price on all its 
sales both to vehicle assemblers and to the Government. Its price to vehicle 
assemblers is only 30 percent off its list price, and its Government bids are but 
a few cents under its price to the vehicle assemblers. Braden’s cost as furnished 
by them approximates 40 percent of its list price. 
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OF AUTOMOTIVE SPARE PARTS 





Typical examples illustrative of the above are as follows: 

















| | 
} | . —s 
Braden’s {| Chrysler’s | Brade re Braden’s Chrysler’s 
Item cost cost ae list price bid 
oe ; Government I 
b=. $49. 80 | $34.70 | $84. 50 SD Seer ee 
- 49.80 | 84.70 | 84. 50 121 $94. 87 
ee ace 49. 46 84.7 84. 00 121 94, 87 
ie 48.65 | 84. 70 | 87. 50 121 94. 87 
Bid information 
Item Invitations | Bids 
oi — sean SRT acs ES AOR URE ie ct 
D asnceaddbesccnvdastscdesdessmesadbbsbenedscdanmee * 54 | 3 
2 = ‘ | 20 | 4 
Doe ore een iA eg an eaeeleintreran a 55 | 3 
RL A SOP RENEE) ESS SOT fy neh oe | 80 | 6 
Total ae Ca ie Re eee, | Se eas ae atl 209 16 
scastecdhslggliciy aco oh Abnakinhiao-alh See ls Soil inion sateen dciyeeied | 52 4 


Average - -- 


ExHIsir 11 
CASE XI 


Electric Auto-Lite Co., Toledo, Ohio, a basic source manufacturer, sells to dis- 
tributors and vehicle assemblers. 

In submitting bids to the Government Auto-Lite generally bids higher than 
the distributors and vehicle assemblers to whom it sold its product. Where, 
for some reason or other, competitive bids are unusually high or Auto-Lite’s 
distributor or vehicle assembler customers do not bid, Auto-Lite secures the con- 
tract at an inordinately high price. 

Typical examples illustrative of the above are as follows: 


GROUP 1! 
































Mg | | 
: | , ‘', |Auto-Lite price} Auto-Lite list 
Item Auto-Lite cost to Government price 
Bee OF ee Mee Pensa oe Ten re Ne “7 | : 
Bh a eran aia in hinotarbollasedietia-o seeseanee SE IOS RE CR $15. 33 $21. 88 $66. 15 
ARES S nsccieanyrslhicniciadaiiadiee Sere Pose aceccnusewaabeauw 3.13 4.70 10. 95 
a ee ee PS a ee ee 2. 81 3.04 10. 95 
GROUP 2? 
|Auto-Lite price! 
k ++ anet | tO distributor Cost to ‘Tite hiq | Auto-Lite list 
Item | Auto-Lite cost | or vehicle as- | Government Auto-Lite bid price 
| | sembler 
Wilts a oe Se din $3.13 | $3.78 | 3 $4. 28 $4.67 | $10. 95 
ees feedre 417.40 | 14.75 | * 21.00 24.06 | 66.15 
FE BE, IS 417.52 14.75 | 20. 00 22.34 | 66.15 
| | 





1 Items manufactured by Electric Auto-Lite and sold to the Government. 

2 Items manufactured by Electric Auto-Lite but sold through a distributor or vehicle assembler. Auto- 
Lite bid in each case was in excess of the bid by the distributor or vehicle assembler. 

3 Robert Bros. 

4 Cost supplied by Auto-Lite. Claims sold below cost as original equipment. 

5 Federal Motor. 


Bid information 








Item | Invitations Bids | Item Invitations Bids 
{| 
A aAy., Ge FA | l ESSIEN or Raa ATED Gate 
1 4 RR, 5 || 6. Pe it 2A 3 
3 16 | fi Total... 146 | 2h 
4 28 5 || Average Suwauet 36 | 5 
5 7é 7 | 





ve 


ve 
ur 


ass 


des 
qui 
the 
dir 
onl 


Iten 
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ExHrBir 12 


CASE XII 


Ross Gear & Tool Co., Lafayette, Ind., a basic source manufacturer, sells to 
vehicle assemblers such as Willys-Overland and Kenworth Motor Truck Co. 

Ross generally refuses to bid on invitations and awards are made to the 
vehicle assemblers. The one exception noted, where Ross did bid, was declared 
unresponsive. 

Typical examples illustrative of the above are as follows: 


GROUP I! 
| 





, 7 ’ Willys’ price Willys’ list 
Ross’ cost to Government price 





$7.03 : - 56 $29. 81 
7.03 . 5 . 29 29. 81 
7.03 7% 9. 78 29, SI 





GROUP IT? 





Kenworth’s 
price to Gov- 
emment 


Kenworth’s 


Ross’ cost cost 





$74. 70 
335. 63 





1 Items purchased through Willys. 
: Items purchased through Kenworth Motor Truck Corp. 
* Bid by Kenworth in error —bidder erred by applying a "0 10 discount to Ross’ cost. 


Bid information 





Invitations Bids Item | Invitations 














Exursit 13 


CASE XIII 


Troy Sunshade Co., Troy Ohio, a basic-source manufacturer, sells to vehicle 
assemblers such as Federal Motor Truck Co. 

Troy was the successful bidder in one instance. Federal claims to have 
designed the item and to own the dies used to produce the item. Upon in- 
auiry by General Accounting Office auditors, an official of Federal stated that 
there had been some controversy between Troy and Federal over the sale made 
direct by Troy and that it would not happen again. Thereafter, Federal was the 
only bidder and was awarded the contracts at greatly increased prices. 

Typical examples illustrative of the above are as follows: 


GROUP I (SOLD DIRECT BY TROY) 





Item 1: 





93669—52——_53 
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GROUP II (SOLD THROUGH FEDERAL) 





















































Federal’s 
Troy’s cost |Federal’s cost} _ price to 
| Government 
es eee ae PONS BLT 
TE RE RE lth hee WS es Bie ee et | $22. 62 | $25. 64 $37. 97 ] 
OS SORE PRR Be saieee LOR a OEE a A eho 25. 52 | 30. 70 | 52. 50 ] 
PRE SicdctctcdncubekoninncuninensSubapat ene sae tibee 25. 52 | 30. 70 | 57. 50 
Bid information 
| Invitations | Bids 
WOOGIE Bia esses Sascsae couse incu ceed anewencies Rialoeumeseiuclocacuns 29 1 I 
ON ERS Se Ry at Ee SE See RE ROE Seer nia Ae eee | (1) | () I 
| RR cet 8S SORES FSS SEER LS BT AGEL err 50 | 1 I 
IE ons in cia’ acdc aw wore sronnsennwemsesenenansshansancenese ccoedsgesee } 29 | 1 It 
.|-- |_—_____-—— 
TRIE 1c ccinisss a ibm auaneanlaeoioamant ndaamtaiendn ebeeacmaiekmadiad Per een Ne Fe | 108 3 
BWIA: 5 ds ccc cone ces ost ten oDracsheeetiie eiaimanaiint ates tok eal oki nedastanininn on Ricwens Z 36 1 A 
i 
1 No record. 
Note.—Packaging costs are not included in the above tabulation. 
XHIBIT 1 
EX} 4 D 
SE XIV 
CASE X tr 
Wagner Electric Corp., St. Louis, Mo., a basic-source manufacturer, sells to 
vehicle assemblers and parts distributors. — 
Wagner bids in excess of its price to vehicle assemblers and parts distributors. 
In one instance Wagner secured the contract. In three other instances North- 
western Auto Parts secured the contracts at prices considerably lower than 
Wegener's claimed selling price to parts distributors. we 
Typical examples illustrative of the above are as follows: ~ 
1 
Ite: 
GROUP It 
= STs G.. aacieumik at | | | a 
* Wagner’s | W illy’s Willy’s | Wagner's | | Bow 
cost cost bid | bid tient ees 
| | | 
— | Papas 
eth Sic chcwtidindacnseven mua eS Ro | $1. 85 | $3. 25 | None | $3. 44 | $3. 44 a 
seeciaueilssccdatesin dectsilaleiiion : easels as Iten 
Iten 
GROUP II? Tten 
] | | Ave 
Wet Bork t css. ok Sb ad $0. 79 $1.47 $1. 86 $1.74 $1. 64 
PE a are ie ee } 1.76 3. 25 None 3. 28 1. 98 aes 
I en ae | 1.85 3.25 None 3. 28 | 1. 98 N 
1 Sold direct by Wagner. 
2 Sold by Northwestern Auto Parts 
L 
hicl 
L 
In « 
pric 
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cin AtP er og {Northwestern's 
i 


to distributor 





$1.71 
3.79 
3. 79 














Invitations 








49 
36 
58 
58 





201 
I iptine cd with nnn piceich inch > ci ANb didn ois aa E ECA apsikiejad qcmaiimn 50 








Exursir 15 


CASE XV 

Clark Equipment Co., Buchanan, Mich., a basic-source manufacturer, sells to 
Diamond T Motor Co. 

Clark does not bid. Diamond T is the only bidder and is awarded the con- 
tract at a price controlled solely by Diamond T. 

Typical examples illustrative of the above are as follows: 





| | 
4 Diamond T’s 
Clark’s cost | Peneod | price to Gov- 


ernment 





$197. 15 | 


ness | 
5, 93 
+ | 


175. 














Bids 

















NotTe.— Diamond T’s packaging cost, if any, is not included in the above tabulation. 


ExHrsir 16 


CASE XVI 

Lipe-Rollway Corp., Syracuse, N. Y., a basic-source manufacture 
hicle assemblers. 

Lipe generally bids considerably higher than the bids of the vehicle assemblers 


In one instance Lipe was the successful bidder at a price 50 percent over its 
price of original equipment to the vehicle assemblers. 


r sells to ve- 
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Typical examples illustrative of the above are as follows: 






































Vehicle assemblers oi 
Lipe’s cost Tice to Lipe’s Lipe’s 
Item a’ Govern: | tist price | bid 
Original | Service 
1 (sold by Lipe direct). _............-.-..-. $17. 25 $24. 7 $30. 19 $36. 96 $86. 25 $36. 96 
2 (sold through Federal Motor Truck)... 17. 25 24.75 30.19 37. 50 86. 25 43. 01 
3 (sold through Ward LaFrance) -.._._..._- 17. 25 24.75 30. 19 35. 05 86. 25 45.35 
Bid information 
Invitations Bids 
DI sacchari graseh alarar wiaaisanseghianobtatainiaong de hacaied AS Salonen cinli aa bi 32 4 
|) RSIS So penietrnst Go IE aa RR eee 53 10 
OE EA RE Vice ae ED eS PS SRA RMS oy en Re Re Se Uae, 61 6 
|| EE ERIN See ver SPA ED FP Bat REALS gar U RUNDE ES. Is 136 20 
Dc niunticimainidcvbscuakttclecndesatiied tee acageteuneckugenacye 45 6. 66 











Note.—Lipe refused to furnish cost figures. Cost was estimated at one-fifth of list and appears to be 
reasonable in view of its selling price of original equipment. 





ExuHrsitT 17 
CASE XVII 


Chrysler Corp., Detroit, Mich., a vehicle assembler, procures a large portion 
of the parts for its end items from basic source manufacturers. 

When invitations to bid are extended for replacement parts the basic source 
manufacturers, with very few exceptions, refuse to bid. 

Most of the parts are identified only by a Chrysler part number and sold 
only to Chrysler; consequently, no one but Chrysler can supply the item and 
the price to the Government is controlled solely by what Chrysler chooses to bid. 

Typical examples illustrative of the above are as follows: 

Items where Chrysler Corp. is the successful bidder but subcontracts or 
procures the items from the basic source manufacturers who generally do not 
bid: 








= Chrysler’s 
Basic man- 5 ‘ Basic man- 
Item ufacturer Cunnee “| Ee to | ufacturer 
cost wee viata bid 
ment 
$23. 24 $33. 74 $51. 95 None 
23. 24 33. 74 51.91 None 
27.87 31. 90 49. 00 None 
27. 87 31.90 49. 08 None 
27.87 35. 00 53. 85 None 
11. 65 11.70 16. 93 None 
2. 52 3.00 4.62 $8. 10 
1.12 44 - 68 None 
1.12 1. 50 2. 53 None 




















~ ©” ws 


L<~) 


em oOhe 


mone 
es" fee 
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Items where Chrysler is the successful bidder but procures the items from a 
manufacturer who in turn procures the items from another manufacturer: 





General 
industries 
cost 


Bishop & 
Babcock’s 
cost 


Chrysler’s 
cost 


Chrysler’s 
price to 
Govern- 

ment 


Basie man- 
ufacturer 
bid 





$1. 91 
1.91 








$2. 31 
2.31 





$3. 72 
3.72 





$5. 73 
5.72 








Note.—Packaging and administrative costs are not included in Chrysler’s cost, as shown above. 


Bid information 





Invitations 


Bids 


Invitations 








Average.........--- 























11 an alternate. 
Exuisit 18 


CASE XVIII 


Carter Carburetor Corp., St. Louis, Mo., a basic manufacturer, sells to vehicle 
assemblers, distributors, and other outlets. Although circularized by Ordnance, 
Carter does not bid. 

The Government is not buying these parts at the basic manufacturers lowest 
selling prices. However, competition, because of widespread sales by Carter 


of its product, has succeeded in reducing the Government’s cost to a reasonable 
mark-up over Carter’s sales price to the industry. 

It is of interest to note that items 2, 3, and 4 were shipped direct from Carter 
at St. Louis and that item 1 was an alternate bid that was accepted and shipped 
from the successful bidder. 

Typical examples illustrative of the above are as follows: 





Successful 
bidder’s 
cost 


Carter’s 
list 


Carter’s 
cost 











$5.15 
12. 87 
5.15 
5.15 








$15. 60 
39. 00 
15. 00 
15. 60 








Invitations 























We 


bal aE SS 
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Exuisit 20 


CASE Stupy, GENERAL Motors Corp. 


General Motors Corp. is composed of various divisions performing manufac- 
turing, vehicle assembling, and distributing functions. Bids are submitted in 
some instances by United Motors Service Division, the GMC distributor, and in 
others by the manufacturing or vehicle assembling divisions. 

In all instances items supplied by United are sent to the Garden Implement Co. 
(not a GMC division) for packaging. The items are inspected and accepted by 
Ordnance at Garden Implement’s plant and shipped direct to Ordnance. In- 
formation regarding packaging is not complete on items furnished by other divi- 
sions of GMC; however, many of the items included in this study were also 
shipped to Garden Implement for packaging and then shipped direct to Ordnance. 

The costs, accepted without audit, shown below were furnished by GMC and 
do not include packaging costs. Insofar as it can be determined group 1 and 
group 2 costs do not include excise tax payments. Costs in group 3 are believed 
to contain excise tax payments; however, in compiling the profit figures excise 
taxes were added to both groups. All other costs such as allocation of the cor- 
poration central office expense and provisions for various reserves peculiar to 
GMC divisions are believed to be included, 

On items purchased through United, GMC’s distributor, or a vehicle assembling 
division (groups 1 and 2), the Government paid $1,989,574.81. ‘The basic source 
manufacturing cost of these items, exclusive of packaging costs and payment of 
excise taxes, was $1,309,244.39. Assuming that the items had been purchased 
direct rather than through United a reasonable price to the Government may be 
computed as follows: 


ERR NNSA AONE TE REE oe SOLE, eR REE $1, 309, 244. 39 
Packaging at 10 percent 130, 924. 44 
Profit. at 10 percent of cost 130, 924. 44 
1, 571, 093. 27 

78, 554. 66 

1, 649, 647. 93 

1, 989, 574. 81 





Excess charged Government 339, 926. 


Percentage of Government price paid for privilege of doing business 
with United 

Percentage of profit realized by GMC computed on basic source cost (profit 
-+excess--basie source cost) 


On items not purchased through United or a vehicle assembler (group 3), the 
Government paid $240,933.11. The basic source manufacturing cost of these 
items, exclusive of packaging costs and payment of excise taxes, was $198,308.54, 
Computing the profit in the same way as the items purchased through United, 
the corporation earned a profit of only 5.7 percent of cost as compared with the 
percentage of 35.9 percent, as computed above, on sales through United and/or 
a vehicle assembler. The computation follows: 

Basic source manufacturing cost-__----_- $198, 308. 54 
Packaging, at 10 percent 19, 830. 85 
Proat (actual), 6.7 percent of cost... +5 11, 320. 70 


229, 460. 09 
11, 473. 02 








Total __-. 240, 933. 11 


On the 98 items summarized below, invitation and bid information was avail- 
able on 69 items. Ordnance extending 3,184 invitations to bid on these items or 
an average of 46.1 invitations per item. One hundred and eighty-five bids were 
received, or an average of 2.7 per item. 

General Motors Corp, in its dealings with the Government has consistently 
stated : 

“On orders involving $3,000 or more, the quotation to the Government is based 
upon the lowest price charged to a dealer or distributor; or, to put it another 
way, the Government gets as favorable a price as anybody engaged in the dis- 
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tribution of our parts. 
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Government is what we call the wholesale price.” 
On items 73 to 83, inclusive, all the prices were shown with the exception 


of the wholesale distributor’s price. 


On orders of less than $3,000, the price quoted to the 


It is significant to note that, if the prices 


had been inserted based on the usual formula of 50 percent or lower, it would 
have been lower than the price to the Government, i. e.: 








Wholesale Wholesale 
Price to distributor Price to | distributor 
Item Govern- | price, at 50 | List price Item Govern- -| price, at 50 | List price 
ment percent of ment percent of 
list list 
y WPREESTST SS 5 $19. 19 $15. 75 $31.60 |) 79......-... $2. 47 $2. 25 $4. 50 
Misc. Hrhk 6. 60 4. 50 = _ Se err 56. 50 45. 00 90. 00 
| Rene aee: - 6. 60 4. 50 3 8:5 - Bede 4.34 4.85 9.70 
,  AEARRSBS < 4.92 4.33 Se 5.97 4.85 9.70 
AR eens & 4.92 4.33 8.65 |} 83.......... 5. 97 4.85 9.70 
), Caer ae 2. 47 2. 25 4. 50 





























Compare these with items where the wholesale distributor’s price was shown, 
and in all instances the price to the Government was substantially less than 
the wholesale distributors price. 

The statement by Generai Motors as to the price charged the Government, 
as quoted above, seems to be a misstatement of fact when the prices charged 
to United Motors Service division are compared with the prices charged the 
Government by United Service division as shown in group 1. 

Typical GM transactions are as follows: 


Group I. Items purchased from United Motor Service division 



































U er M Price t U sited M Pp t 
“pre nited Mo- ce to +3 n Mo- rice to 
Item = vey tors Service, | Govern- Item ae neon tors Service, | Govern- 
= GM’s dis- ment GM's dis- ment 
tributor tributor 
$3. 300 $3. 530 $4. 305 $0. 852 $1. 400 $1. 683 
ES 3. 300 3. 530 4. 530 3. 200 3. 530 4. 620 
| PELE | 1.390 2.310 2. 830 . 400 . 470 . 680 
28k oe 1.390 2.310 2. 960 . 500 . 440 . 640 
SA 1. 390 2. 310 3. 0193 . 440 . 410 . 570 
_ CERNE 1.390 2. 310 3. 106 4.000 7. 880 9. 146 
| EE 1. 390 2.310 2. 960 4.000 7. 880 9. 210 
ee Es 1.390 2.310 2. 210 4. 000 7. 880 9. 590 
| Rd 1.390 2.310 2. 750 4. 850 6. 120 7. 260 
) er 10. 328 14. 000 * 17. 240 4. 850 6. 120 7.170 
| REESE 10. 328 14. 000 18. 540 29. 150 37. 000 43.410 
BEER” 10. 328 14. 000 13. 980 51. 460 59. 310 66. 350 
ee SEC 2. 346 3. 410 4. 230 51. 460 59. 310 . 840 
| ee 1, 433 2. 100 2. 450 11. 183 12. 000 14. 820 
alee 1, 433 2. 100 2. 640 5. 264 5.770 6. 870 
Waisiccne 37. 951 55. 470 65. 670 2. 228 3. 240 4.510 
| RRO EET 37. 951 55. 470 70. 560 2. 228 3. 240 4. 290 
eae 2. 868 4. 200 5. 250 5. 056 §. 511 6. 340 
_ Bieter ae. 2. 868 4. 200 5.320 5. 056 5. 611 6. 800 
TS 2. 868 4. 200 4.970 3. 928 5. 600 6. 990 
_ Fees a: 1, 663 2. 630 3. 8380 3. 928 5. 600 7. 050 
) _ re 1. 663 2. 630 3. 890 5. 264 5. 770 5. 600 
» A . 852 1. 400 2. 100 5. 264 5.770 5. 760 
ee ~ 852 1. 400 1.750 5. 264 5.770 5. 760 





Group II. Items purchased from manufacturing division or vehicle assembler, 
other than basic sources 








Mi A : Price to +5 divi Price to 
Basic divi- | Price to sell- Basic divi- | Price to sell- 4 
Item sion cost | ing division Saree Item sion cost | ing division rene 
eS $4. 107 $5. 830 $8. 420 || 53......-..- $4. 107 $5. 830 $10. 060 
ee 4.107 5. 830 8.420 1} 54.......... 4. 601 4, 686 5. 940 
__ al eeeo 4, 107 5. 830 10,640" |} '66....<....: 28. 841 35. 163 40. 660 
a 4. 107 5. 830 9.940 |) 56....1....- 28. 841 35. 163 40. 660 
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De Ob 6d GASDb 64 646K Om. BA Ob OS OD BO OS Odd Beis ek ed el et ee ee 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Group III. Items purchased direct from basic source 
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Basic division 


Price to 
Government 


Item 


cost 


Basic division 


Price to 
Government 








$131. 143 
5. 700 
5. 700 


2. 090 
7. 740 


aan 
SS223% 


_ 
_ 
_ 


~ 
£7 2% $9 GO O71 GO G0 Oo GO um En So 08 G9 Ory 


SESESRERE 








$189. 000 
6. 730 


: 


SESSESE22 


SSSSERS 


PPPS OCHP OW NWNWOPPHOOA OMS 
— 


SLOSS Pom 


8 














$2. 470 





Bid information 





Invita- 
tions 


Invita- 
tions 











eee ere eee 











41 











Total (69 
items) 
Average (69 

items).......- 
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ExHIsiT 21 


AUTOMOTIVE PARTS—COMPARISON OF PRICES OF CONCURRENT AND REPLACEMENT 
AUTOMOTIVE SPARE PARTS 


Vehicle Assembler: Chrysler Corp.,’ Contract No. DA20-089-ORD-8615-FS8, 
Dec. 6, 1950 





| 
Concur- | Replace- 





rent ment : 
Stock number | parts unit! parts unit! Supplier replacement parts and date 
cost cost 
' 
Le Oe ee ER OEE RPE Oe | $3. 74 $2.57 |’ Chrysler, February 1950. 


1.78 | MeQuay-Norris, December 1950. 


Ca i ge icc ntsc ueedbisacdacat 4. 06 1.74 | MeQuay-Norris, April 1950. 
} 1.86 | MeQuay-Norris, December 1950. 
G502-7326132___.__- ST sinicin Aastha wR S on 2. 55 1,03 | Triplex Corp. of America, March 
1950. 
OTN is oS So onc mensadatnsabecena -16 .04,| Chrysler, August 1949. 
.09 | Chrysler, December 1950. 
CR -OTOIS in sen co cchansrodowancen 43 .63 | Chrysler, February 1950. 
.52 | Bohn-Aluminum, December 1950. 
aa oii hiicesimin dda endieesosin | 2. 46 1,94 | United Auto Service, January 1951. 
fe RET SIRE Se an SD yr PE all 1b SHEN oT } 9. 76 6.90 0. 
CE I oo vainee lng sdndnenndesnegaureees | 7.09 5.48 | Active Gear Co., February 1950. 
Sees 6.02 | New Process Gear, December 1950. 
G507-0367672__....-- eek wlohoaipen alee ins iia Soh le | 2.19 1.71 | New Process Gear, February 1950. 
| PEE Wee 1.87 | New Process Gear, November 1950. 
ESF hn on as ee a a ns Sate | 14. 88 12.72 | Active Gear Co., February 1950. 


exaierdigen 14.00 | Active Gear Co., September 1950. 
jr--a7p77=- 13.25 | New Process Gear, December 1950. 
I his hiring tain wy cnn gti aoe Rds 3.06 | 2. 48 Do. 





8 (oe Ee ae ie: | 19.45 11. 25 Do. 
Qgramne:2 fo ee Biidmoeey eee . 22 .18 Do. 
SE PRET NT eo | 2.45 1.35 Do. 
ES RE ae: th Lt See 1.97 1.10 Do. 
G507-7702756_____- (ere EO RS 97 .57 | Braden Winch Co., December 1950. 





CND-TIGIOO sc ac sc ee ee 6.18 | 5.53 | Chrysler Corp., November 1950. 





1 Packaging costs not broken out. 
Notge.—These items are not all inclusive of items where there is a replacement purchase history but the 


items are preponderantly representative. 
ExHIsBit 22 


AUTOMOTIVE PARTS—COMPARISON OF PRICES OF CONCURRENT AND REPLACEMENT 
AUTOMOTIVE SPARE PARTS 


Vehicle assembler: Reo Motor Car Co., Contract No. DA20-018—-ORD-9194, 
Jan. 8, 1951 











Concur- Replace- 
rent ment : 
Stock number parts unit! parts unit Supplier replacement parts and date 
cost | cost 
geek oe. RS. Sh or Ran $0. 10 | $0.04 | Accurate Parts, December 1950. 
oo, RUE pep SaaS ay iy is 4. 94 | 3.43 | United Motors Service, February 
} 1951. 
| RSE SOE See oe. cae ete .09 | .04 | GMC Guide Lamp, February 1951. 
ae See? . 22 | .13 | White Motor Co., November 1950. 
RR re PS eT 2 err |: . 26 | .19 | International Harvester Co., June 
| | 1951. 
ci oe eMedia SiN aang: Rk RAT, SE 06 | .04| GMC Truck & Coach, December 
| 1950, 
fo , SINR eee Rear ee Rr cere ere meee -10 | .08 | Federal Motor Truck, January 1951. 
Oe | Sa ee ee ee ae .10 .05 | Standard Wire Co., December 1950. 
SUK eck) i oe ee, .04 | .02 | Wagner Electric Corp., January 1951. 
ne , Re ae ae 34 | .23 | Wagner Electric Corp., October 1950. 
I a .07 | .04 | Brake, Inc., June 1951, 
ee rare te ee eS . 29 | .14 | Equipment Manufacturers, Inc., 
| February 1951. 
G116-2209302_..... - Reeder SR, Aso Sk WE tere es . 35 | . 22 | Bendix West. Auto, January 1951. 
RETESET me 49 Do. 
eS, RES EIS BS EE . 21 | -17 | White Motor Co., October 1950. 
CS EEE A Ee | .47 .40 | Knerr-Maynard, Inc., May 1951. 
+501-0314854_._____. SE SS VR | .18 | 11 |-GMC Truck & Coach, December 
| 1950, 
D5 RS AIA SE OREO a . 22 | Lenk, Inc., January 1951. 
|” RE Ses eee te as | 04 | .02 | White Motor Co., November 1950. 








i Packaging costs not broken out. 
Norte. These items are not all inclusive of items where there is a replacement purchase history but the 
items are preponderantly representative. 
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EXHIBIT 23 


829 


AUTOMOTIVE PARTS—COMPARISON OF PRICES OF CONCURRENT AND REPLACEMENT 
AUTOMOTIVE SPARE PARTS 


Vehicle assembler: Willys Overland Motor, Inc. 


9196, Jan. 8, 1951 


Contract No. DA20-018-ORD- 








Stock number 


} 


Coneur- | Replace- 
Supplier replacement parts and date 


rent | 
parts unit 
cost 


ment 
parts unit} 
cost 





G503-7741412 


G503-7371137 
G503 -7521218 


G503-7371504 
G503-7744473 
G503-7371359 


G503-7520738 
G503-7502739 
G503-7371393__._....--. mp atablasp waaoiy tomes win 
G130-0392287 


G168-7037062 


G503-7371208 
G503-7371035 


G503-5307544 


CONNRNOR Stain shacdnaccvansisahausdava sue 


G.503-7371096. 
G503-7073209 
G503-7371059 
G503-7371090 








$0. 52 
15 
5. 87 
6. 25 
22. 87 


- 90 
- 05 





$0. 26 
.12 
1.60 
21.69 





Victor mama & Gasket, 
October 1 

Willys perc January 1951. 
Federal Mogul Service, October 


1950. 
Detroit Aluminum-Brass, February 
1951. 
Willys Overland, November 1950, 
Willys Overland, February 1951. 
Detroit Aluminum-Brass, February 
1951. 
Willys Overland, January 1951. 
Burd Piston Ring, November 1950, 
Ww "—. Overland, September 1950. 


Do. 
Thompson Products, November 1950. 
Clark Cable, November 1950. 

Willys Overland, January 1951. 

National Wholesalers, April 1950. 

Willys Overland, June 1950. 

~~ Machines & Chemical, January 

951. 

Dole Valve Co., March 1951. 

Dole Valve Co., January 1951. 

Willys Overland, June 1950. 

M-N Metals, January 1950. 

American Bantam Car Co., Novem- 
ber 1950. 

Rosscommon Manufacturing Co., 
October 1950. 
Active Gear Co., 
American Auto Parts, 


Inc., August 1950. 

December 

Automotive Manufacturing Co., 
August 1950. 

Automotive Manufacturing Co., 
September 1950. 

Automotive Supply Co., March 1951, 

Willys-Overland, December 1950. 

Bendix Products division, December 


1950. 
Thermoid Co., January 1951. 
Bendix Products division, January 


1951, 
Willys-Overland, September 1950. 
Do. 
Ww = Ov erland, December 1950. 


Ww ily Ovid, September 1950. 
Coleman Motors Corp., December 


1950. 
Clack Cable Corp., May 1951. 
Holland Hitch Co., January 1951. 
Willys Overland, December 1950. 
Manhattan Lighting Equipment, 
December 1950. 
Willys Overland, December 1950. 
Lite Manufacturing, November 1950. 
Auto Equip Service Co., November 
1950. 
Willys Overland, April 1951. 
Willys Overland, December 1950. 


do. 
Bendix Products, September 1950. 





1 Packaging costs not broken out. 


2 Alternate. 


Note.—These items are not all inclusive of items where there is a replacement purchase history but the 


items are preponderantly representative. 
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ExHIBit 24 


‘ 
AUTOMOTIVE PARTS—COMPARISON OF PRICES OF CONCURRENT AND REPLACEMENT 
AUTOMOTIVE SPARE PARTS 


Vehicle assembler: International Harvester Co.,1 Contract No. DA20-018-ORD— 
9197, Dee. 10, 1950 





Concur- | Replace- 





Stock number vale cal ‘anne outs Supplier replacement parts and date 
cost cost 
| hdl heart nlp ERE OE FE Le $0. 38 $0.30 | Wagner Electric Corp., November 
1950. 


r Do, 

.18 | Ward LaFrance, November 1950. 
.65 | Federal Motor, November 1950. 
.05 | Ward LaFrance, October 1950. 

2.29 | Bendix West., January 1951. 

.01 | Bendix West., December 1950. 


; 0. 

.05 | Knorr Maynard, September 1950. 
.03 | Bendix West., January 1951. 
.17 | The Budd Co., November 1950. 
.09 | Reo Motor, December 1950. 

6.90 | Holland Hitch, December 1950. 


Do. 
.10 | Garwood, Inc., November 1950. 
.11 | Biederman Motor, June 1950. 
.38 | Dole Valve Co., December 1950. 
.96 | Dole Valve Co., October, 1950. 
.65 | Dole Valve Co., January 1951. 
. O01 Do. 
.37 | Continental Motors, December 1949. 
.30 | Continental Motors, December 1950. 
.06 | Continental Motors, October 1950. 
.03 | Continental Motors, December 1950. 
4.27 | Continental Motors, January 1951. 
.05 | Continental Motors, October 1950. 
. 008} Vellumoid Co., February 1951. 
.03 | Continental Motors, Deeember 1950. 
130.65 | Continental Motors, June 1951. 
.07 | Continental Motors, October 1950. 
.49 | Continental Motors, February 1951. 
.01 | Continental Motors, December 1950. 


Do. 
.78 | Continental Motors, February 1951. 
.04 | Continental Motors, December 1950. 





. 58 Do. 
. 38 Do. 
CII inline whnccianlainel oubrethintieesi niu. ll .04 | Victor Gasket, January 1951. 
1, 27 .57 | Continental Motors, December 1950. 
ll .06 | Continental Motors. 
3. 37 1.91 | Continental Motors, October 1950. 
.40 .21 | Continental Motors, December 1950, 
2. 20 1.48 | Continental Motors, October 1950. 
.19 .11 | Continental Motors, December 1950. 
4. 28 1,13 Do. 
2. 09 1.33 Do. 
1.35 . 64 Do. 
1.71 . 85 Do. 
.07 . 04 Do. 
«15 . 06 Do. 
2. 63 1, 64 Do. 

















1 Packaging costs not broken out. 


Notge.—These items are not all inclusive of items where there is a replacement purchase history but the 
items are preponderantly representative. 


pr a pe ee es 


Cn 


hs Fe en 


6 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Exursit 25 
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AUTOMOTIVE PARTS—COMMON JEEP PARTS CURRENTLY PROCURED AS CONCURRENT 
Spare Parts DESPITE LARGE QUANTITIES OF REPLACEMENT PARTS ON HAND 


Willys Overland Motors, Inc., Contract DA-20-089-Ord 9196 





Official stock No. and nomenclature 


Inventory 
on hand 
April 1949 


Highest 
years 
issue 


Year’s 
supply 
on hand 











G-503-01-94016 
G-503-01-94020: 
G-503-0'~94030: 
G-503-01-94032: 
G-503-03-14838: 
G-503-03-14839: 
G-503-03-40661 : 
G-503-03-89782: 
G-503-03-89783: 
G-503-52-1477 
G-503-52-14784: 
G-—503-52-81457: 
G-503-52~-93029: 
G-503-53-07178: 

joint, bearing 
G-503-53-07289: 
G-503-70- 10486: 


G-503-70-36575: Clamp, engine, carburetor air intake hose. 


G-503-70-36578: 


| G-503-73-24834: 
| bolt pin (plain, S., 
G-503-73-24837: 


G-503-73-24848; 


| G-503-73-24852: 
| bell crank to link to com 
G-503-73-26118: 


G-503-73-43030: 
G-503-73-67859: 
cam thrust 
G-503-73-71002: 
G-503-73-71011: 
G-503-73-71030: 


PTS BI POs dilie chn Kin nnecbaraeneventtacad 


G-503-73-71061: 


| G-503~73-71101: 
G-503-73-71103: 
G-503-73-71105: 


G-503-73-71106: 
— 108: 


G503-73-71110: 
G-503-73-71112: 
riston __- 


I 
G-503-73-71138: 
G-503-73-71 144: 


i-503-73-71145: 


| G-303- 73-71159: 
| G-503-73-71160: 
| G-503-73-71161: 
| -73-71168: 
| G-503-73-71191: 


G-5 


housing - - 
G-503-73-71194: 

wire w/screw 
G-505-73-71213: 


| G-503-73-71227: 
G-503-73-71229: 
| G-303-73-71235: 


_| G-803-73-71236: 


(lower) 


| G-503-73-71237: 


-| G-503-73-71238: 


G-803-73-7 1258: 
G-5C3-73-71264: 
G-503-73-71268: 
G-503-73-78270: 
retainer... 


_.| G-503-73-71271: 


plunger spring 
G-503-73-71272: 


: Gasket, water pump to cylinder block-- 


: Screw special set, drilled head, 3 in 


Gasket set, engine oil pan 

Gasket, water outlet elbow 

Gasket, engine valve spring cover bolt - - 
Nut (44-20N F-2LH. thd.) Wheel Assy_. 
Nut (44-20N F-2RH. thd.) Wheel Assy-. 
Plug, oil pan drain 

Spring, return (pedal) 

Spring, return (pedal) 


Spring, shifter shaft, detent ball 

Screw, engine, carburetor choke valve- -- 

Gasket, needle valve seat and plug 
Retainer, propeller shaft, universal 

oil shaft. 

Ring, snap, universal joint bearing---_-- 

Gas et, al: cleaner body, upper----_--- 


Float, oil strainer assy 

Washer brake pedal Master Cyl. eye 
Vein.) 

Serew, air cleaner to bracket 

Ww asher, windshield pivot spring__.--- - 
Pin, clevis rod end, hand brake cable 


Pin, clevis 34 in. by 34 in 
Cover, steering column oil hole 
Cup, ball, steering gear bearing shaft 


Clamp, engine carburetor 
Spring, retracting, hand brake cam 
Shim, adjusting stearing gear housing 


Nut, spring to axle housing clip 

Spacer, diff. bevel pinion bearing 
Gasket, cover front axle housing 

Shim, axle king pin 

Nut, adj. F and RR axle wheel bearing_- 
Cap, flange w/trunnion and lock pin 


Flange, ‘drive fr. axle shaft 
Spring, return rear wheel brake cyl. 


Stud, engine cyl. head_. 

Pin, piston, engine, std____- 

Pin, piston, engine-1003-05. - 

poe chain cover. --- 4 
Washer, thrust engine camshaft - 

Slinger, oil, engine crankshaft 

Bolt—piv ot, generator brace. __- 

Bearing starter bushing-type drive 





Stop, engine carburetor choke or throttle | 
aa 


Plate, loc king.. ae sal 
Screw, engine crankshaft main brg cee 
Pin, dow el, engine crankshaft bearing - _| 
Spring, engine valve____-_- 
Retainer, intake engine valve ‘spring | 


Cover (engine) tappet compartment. eat 
Lock, intake valve spring retainer - - | 
Screw, adjusting, engine vaive clearance_| 
Support, engine oil strainer 

Shim, engine oil pump oil relief spring - s 
Gasket (engine oil pump) relief spring 
Retainer, engine oil pump oil relief | 


Gasket, engine crankease ventilator to e 


valve spring cover 
--| G-503-73-71275: 


i-503-73-7 1278: 
~503-73-71281: 
G. 503-73-71284: 


Valve, ‘oil relief, engine oil pump. wart . 
Pan, oil, engine assembly _---- ast 
Packing, rear bearing cap 

Gasket, oil pan drain plug-. 


1, 344 
2. 209 


. 066 
115 
. 172 
. 241 


-931 | 
.176 | 


. 031 
- 056 


- 006 
. 021 


-07Q. 
- 043° 


. 008 | 
: 087 | 


041 | 


. 190 
- O11 
. 060 
. 176 


.014 | 


| 
028 | 


098 | 


531, 224 
685, 504 
286, 255 
394, 397 
567, 283 
762, 950 
94, 888 

, 023, 892 
369, 659 
95, 316 
427, 597 
10, 721 
24, 749 
324, 454 


946, 307 
388, 551 
89, 897 
78, 256 


122, 474 
33, 461 
135, 246 


92, 162 





54, 366 
37, 499 | 
104, 421 | 
354, 864 | 
42, 060 | 
921, 602 | 
35, 977 | 
374, 755 

65, 319 

29, 417 | 


Pape. | 


40, 793 | 


291, 132 | 





39, 933 
39, 845 | 
29, 289 | 
272, 907 | 

, 267, 211 | 


602, 815 | 
oe | 

325, 67: 
278, ORt | 
30,777 | 


96, 644 
88, 002 | 
48, 754 | 
207, 817 | 
100, 874 
19, 683 
369, 165 
876, 346 


15, 258 | 


19, 079 


15, 271 | 


27, 663 
126, 424 
131, 586 


10, 330 


19, 915 | 
11, 378 | 


17, 248 | 
8, 895 | 


3, 110 


11,979 | 


17, 591 
5, 254 
11, 454 
18, 527 
11, 963 
7, 966 
14, 421 


32, 229 


20, 522 | 


5, 463 
28, O41 
43, 026 

141, 267 
39, 735 

1, 289 
114, 645 


62, 039 | 
1,959 | 
12, 019 | 


3, 612 


3, 899 


20, 018 
8, 581 
4, 244 


29, 510 | 


46, 728 


~I4 


2 oe Bb 


CIT DAAano 


° 


i) 


im b> 


horn 
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Willys Overland Motors, Inc., Contract DA-20-089-—Ord 9196—Continued 














| 
Inventory} Highest | Year’s 
Item | Official stock No. and nomenclature Cost | on hand years supply 
| April 1949} issue on band 
ES G-503-73-71286: Body, engine crankcase ventilator. -_._.-| $0. 237 26, 630 5, 683 4.6 
64-32: 2 G-503-73-71337: Seal, dust, engine clutch control tube 
| (lin. O D)_--- eet. . 018 249, 774 10, 468 23.8 
65......| G-503-73-71339: Stud, engine clutch release lever... __- . 053 57, 745 8, 046 » 
66_.....| G-503-73-71340: Retainer, engine clutch, contro] tube 
| RENIN 6 ok nt nwo nn ntedinnnpinedene apa aeiion epee 001 37, 764 6, 026 6.2 
_ | G-503-73-71341: Cov er, inspection, transmission case... - 105 27, 559 4, 121 6.6 
68_.....| G-503-73-71363: Yoke, adjusting engine clutch control 
|. ome OOo oe | Bs i dsicn nang ed eh aia . 146 33, 848 5, 418 6.2 
69_.....| G-503-73-71364: Ww asher, engine clutch control tube___.- . 001 409, 357 4, 833 84.7 
ees G-503-73-71366: Spring, engine clutch release bearing 
re hs BA es on clcbgthadl . 015 70, 431 24, 055 2.9 
4 Se G-503-73-71368: Be: aring, pilot clutch shaft__....-------- 056 | 129,190 29, 777 4.3 
: eee G-503-73-71373: Retainer output shaft bearing deus 7. 406 3, 259 2, 590 £2 
73.....| G-503-73-71376: Shield, splash engine left, assy -_-------- . 143 21. 921 16. 5382 1.3 
ae G-503-73-71377: Housing engine cylinder head water 
ce 9 AS Aaa OE Nee ay Rap papers Sere eka N pre Cores . 676 27, 081 6.115 4.4 
2: meee G-503-73-71383: Impeller, ‘engine water pump.--._.---..- . 410 49, 582 1], 231 4.4 
_ MReS G-503-73-71389: Washer, manifold clamp screw-.-----.-- .015 | 376, 691 29, 366 12.8 
ss AER G-503-73-71390: Gasket, engine exhaust pipe to engine... . 010 187, 006 28, 686 6.5 
, Sine G-503-73-71391: Shaft, engine heat control valve ae . 098 22, 571 17, 344 1.3 
ae G-503-73-71393: Lever, engine heat control valve 
counterweight__ ‘ wknknh bonus SURE Mininide Whe . 146 25, 147 8, 459 2.8 
RS G-503-73-71394: Be: aring, “engine heat control valve 
Pw ae bi Stas abel SAG . 048 80, 516 21, 491 3.7 
81. .| G-503-73- 71395: Stop, engine heat control valve spring. - . 008 4 880 11, 899 5.3 
i in Gn 503-73-71396: Key, engine heat control lever. ._..--.-- . 003 2, 355 23, 17' 2.6 
83____.| G~-503-73-71398: W asher, engine heat control valve 
| spring AS Sea rite meee Se ee Pe . 006 29, 837 7, 682 3.8 
Ot. 2.3 G-503-73-71431: Shim ‘set, “adjusting steering gear hous- 
ing WSUS SRE CR ar ee 035 37, 458 10, 232 3.6 
85__.._.| G-503-73-71439: Shim set, axle diff. drive pinion brg_.--- . 210 64, 191 37, 542 1.7 
86__.._.| G-503-73- 71440: Shim set, axle diff. case brg._._.....-._- - 182 85, 058 32, 225 2.6 
87__...| G-503-73-71441: Kit, pene; front and rear axle diff. 
EE Cr ON, ee: Pile degre Seaton tien a 6. 286 47, 653. 12, 535 3.8 
iss G-503-73-71451: Block, adjusting, accelerator throttle 
rod. ; POM fey ey oe . 105 21, 776 12, 419 1.7 
eae G-503-73-71591: Shim set, transfer output shaft rear 
| bre > RP .112 23, 032 8, 697 2.6 
ee | G-503-73-72348: Piston, front wheel brake ‘cyl. assy. . 221 85, 857 12, 667 6.7 
ee | G-503-73-72361: Piston, rear wheel] brake syl. assy. 34- in . 161 54, 248 14, 919 3.6 
92___._| G-503-77-01327: Pad, radiator support._._- 008 | 188, 121 14, 516 12.9 
93_....| G-503-77-02465: Washer. split propeller shaft, universal 
joint sleeve yoke (cork) - EA Ph . 042 175, 520 45, 587 3.8 
94____.| G-503-77-02631: Yoke, flange, rear propeller ‘shaft_......- 2. 024 22, 568 5, 192 4.3 
_ eee G-503-77-41415: Gear crankshaft. -..........-...-.-.---- | 1.316 510 499 1.0 
een G-503-77-43569: Tappet, valve, engine.................- .336 | 114, 081 1, 436 79.4 
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EXHIBIT 26 
AUTOMOTIVE PARTS 
Summary of Detroit automotive parts contracts for the period Oct. 1, 1950, to 


Mar. 31, 1951, prepared from listing of contracts furnished by Ordnance 
Department 


Norte.— Does not include contracts under $5,000 for the period Oct. 1, 1950, to Dec. 31, 1950, or con- 
tracts under $10,000 for the period Jan. 1, 1951, to Mar. 31, 1951. 





Number | Number} , , 
ofeon- pe per ys Percent Contract Percent 
| 


tractors traéts of total amount of total 





WONICIS RUNOMNDNINB oor dg eee oe eee Sk SS 367 30. 5a | 
POT icaio ss 52 eee Le PLE 5 154 








521 





| 

General Motors divisions : neers: United 
Motors) - Paha 
Mantiix Givitiones. <2. oss cs kaa j 
New Process Gear Co : | 74 | 1, 775, 418 Ff 














Total__ 50 | 15 4, 031, 089 
Total, other than parts manufac- a — damit so: 
turers | ; 47 | 33, 129, 530 | 5 


Independent basic sources: | 
Listed in ordnance manufacturers list of | | 
August 1950... ___. 2 3 3. 36 12, 239, 754 | 21. 
Not listed in ordnance manufacturers list of 
August 1950. _. ‘ { . 70 7, 091, 391 12. 
Sompanies contacted in surv ey exclusive of | 
vehicle assemblers, General Motors di- | 
vision, Bendix divisions and New Process | } 
Gear Co..... pas peete antes Se y ut 3. 48 4, 690, 916 | 


Total independent , | 24,022, 561 | 2.00 


Grand total : 1, 203 a 100.00 | 57, fT, 52, 691 | 100.00 





EXHIBIT 2 
AUTOMOTIVE PARTS 


Bid statistics on case study items reflecting responses based on items and on 
IF B's 





| | | ‘y 
Onan | : Onan} Onan |) | Onan | Onan 
Bids received | i |} Bids received | item IFB || Bidsreceived | Item | IFB 
i is || | basis | basis || | basis | basis 
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EXHIBIT 28 
Pustic Law 911, E1ranry-rrrst ConGress, SECOND SUPPLEMENTAL APPROPRIATION 
EXPEDITING PRODUCTION 
“Expediting production”, $575,000,000: Provided, That amounts made available 


under this head for the fiscal year 1951 shall remain available until June 30, 
1952; 
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Pusiic Law 8438, E1gHtTy-First CONGRESS, First SUPPLEMENTAL APPROPRIATION 
EXPEDITING PRODUCTION 


To enable the Secretary of the Army, without reference to section 3734 of 
the Revised Statutes, as amended, and to section 1136 of the Revised Statutes, 
as amended (except provisions thereof relating to title approval), to expedite 
the production of equipment and supplies for the Army for emergency national 
defense purposes, including all of the objects and purposes specified under each 
of the appropriations available to the Department of the Army during the fiscal 
year 1951, for procurement or production of equipment or supplies, for erection 
of structures, or for acquisition of land; the furnishing of Government-owned 
facilities at privately owned plants; the procurement and training of civilian 
personnel in connection with the production of equipment and material and 
the use and operation thereof; and for any other purposes which in the discretion 
of the Secretary of the Army are desirable in expediting production for military 
purposes, $125,000,000. 


ExHIsitT 29 


Expediting and production, Army 1951-52, 211/22011 project 110, Detroit 
Arsenal (including what is now Ordnance Tank Automotive Center) 


Obligation 

(as of June 30, 1951) 
Standard Steel Spring Co _.---~~- SRE ES iE SRP ME EMR en Er S $1, 045, 200. 00 
Detroit Diesel engine division (GMC) - .---.----_--~-.---.--. 2, 192, 995. 00 
SOON GROEN MS cies nce Sb eSepacte circ nny cra wh lea lag te eileulleiosc nce 875, 000. 00 
Allison Givinion: (GMO). ee ae Si ea 26, 000, 0080. 00 
Glevelani: tank : plant. on ee eh ees es 27, 555, 019, 00 
Aiporicnss Soest Ve: Wen s i a ee 620, 000. 00 
Marimont saw products plant. oo dee 1, 496, 400. 00 
OTE NN i ised hat ence edi Satelit date oh ca asincias oh mpiraniommmn ladle 22, 029. O07 
General Teel: Osstines OOri ns eee ee 893, 212. 00 
Thiers: Tarvin 60. ee ae ae 30, 540, 855. 00 
Lycoming-Spencer division, AVCO Manufacturing Co___-~------ 8, 225, 000. 00 
American Oar & Foundry Qos. hs a ae Ln inna 8, 275, 000. 00 
| She RRR AD creche ETN (Et OL PORTS AS ae Ae aa 5, 527, 715. 00 
PCIE: CEs A IN NO ie sects sirn pices Sicoenciiens bien elds aonndara Nata 3, 000,000. 00 
Allis Chalmers. Manufacturing’ Co_ 2.3.05... 3-2 12, 129, 000. 00 
pe ga bBo Be "sy decal ag eam rel ait lone UAE DE GRED eS EAU vee Un 15, 202, 430. 00 
COLVGEr OOPD as. REALS: CELE ER SVE EE PEC SORE: 28, 163, 000. 00 
PB Rg eS |S 6 RRR ce i Ae AE nA LA 27, 525, 000. 00 
Brunewice Orauance Cori. sik ad eas 253, 200. 00 
PBL” 1 ees Ue entree eevee ee B5e ee ReNMM CRO | Cet Ute a Bee 798, 300. 00 
BDI ON IO oi ae Se a no eae 35, 500, 000. 00 
Miaiver Do y Ayaan, CHA ne ie ee asec ic ei mccain 23, 350, 000. 00 
Bendix Corp., Suntellu magneto division___.____-_-__.______-__-- 893, 900. 00 
Booed Wiacery: Cer on a ee 1, 500, 000. 00 
Gontineistel  Meotoes: O0rt Ei ee i el ee, 9, 961, 435. 00 
Bilecteic Ato TAG Me insect wii pasemtimacd ecte Raised 4, 073, 875. 00 
Auto. Tite ThA Olt os ai aa oe er 652, 600. 00 


NotTe.—The authority for expediting production funds is contained in title III of Public 
Law 179, 82d Cong. The purpose is to enable the Secretary of the Army to expedite the 
production of equipment and supplies for the Army for emergency national defense pur- 
poses ; for procurement or production of equipment or supplies, for erection of structures, 
or for acquisition of land; the furnishing of Government-owned facilities at privately 
owned plants; and the procurement and training of civilian personnel in connection with 
the production of equipment and material and the use and operatio thereof, $1,000,000,000. 

The obligations listed above are to cover the estimated cost of machine tools and other 
production equipment, installation of facilities, rehabilitation or expansion of facilities, and 
establishment of additional facilities, including buildings. Such modifications or acquisi- 
tions are restricted for the manufacture of Army requirements and not otherwise required 
for civilian production. Among the conditions imposed upon the use of expecting produc- 
tion funds are that the expansion of facilities is required to produce items essential to the 


present limited emergency, that no other funds are available, and that the use of Govern- 
ment financing such as advance payments, partial payments, or guaranteed loans has 
been considered in order to enable the contractor to purchase needed facilities. Contracts 
provide that title to facilities furnished to a contractor shall be vested in the Government. 
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ExuiBiT 30 
[Pusiic Law 413—S80TH ConGREss] 
[CHAPTER 65—2p SEssiI0n ] 
[H. R. 1366] 
AN ACT 


To facilitate procurement of supplies and services by the Departments of the 
Army, the Navy and the Air Force, the Coast Guard, and the National Ad- 
visory Committee for Aeronautics, and for other purposes. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 'That this Act may be cited as the “Armed 
Services Procurement Act of 1947.” 

Sec. 2, (a) The provisions of this Act shall be applicable to all purchases and 
contracts for supplies or services made by the Department of the Army, the 
Department of the Navy, the Department of the Air Force, the United States 
Coast Guard, and the National Advisory Committee for Aeronautics (each being 
hereinafter called the agency), for the use of any such agency or otherwise, and 
to be paid for from appropriated funds. 

(b) It is the declared policy of the Congress that a fair proportion of the total 
purchases and contracts for supplies and services for the Government shall be 
placed with small business concerns. Whenever it is proposed to make a con- 
tract or purchase in excess of $10,000 by negotiation and without advertising, 
pursuant to the authority of paragraph (7) or (8) of section 2 (c) of this Act, 
suitable advance publicity, as determined by the agency head with due regard to 
the type of supplies involved and other relevant considerations, shall be given 
for a period of at least fifteen days, wherever practicable, as determined by the 
agency head. 

(c) All purchases and contracts for supplies and services shall be made by ad- 
vertising, as provided in section 3, except that such purchases and contracts may 
be negotiated by the agency head without advertising if— 

(1) determined to be necessary in the public interest during the period 
of a national emergency declared by the President or by the Congress; 

(2) the public exigency will not admit of the delay incident to adver- 
tising ; 

(3) the aggregate amount involved does not exceed $1,000; 

(4) for personal or professional services ; 

(5) for any service to be rendered by any university, college, or other 
educational institution ; 

(6) the supplies or services are to be procured and used outside the limits 
of the United States and its possessions; 

(7) for medicines or medical supplies; 

(8) for supplies purchased for authorized resale ; 

(9) for perishable subsistence supplies; 

(10) for supplies or services for which it is impracticable to secure com- 
petition ; 

(11) the agency head determines that the purchase or contract is for 
experimental, developmental, or research work, or for the manufacture or 
furnishing of supplies for experimentation, development, research, or test: 
Provided, That beginning six months after the effective date of this Act and 
at the end of each six-month period thereafter, there shal! be furnished to 
the Congress a report setting forth the name of each contractor with whom 
a contract has been entered into pursuant to this subsection (11) since the 
date of the last such report, the amount of the contract, and, with due con- 
sideration given to the national security, a description of the work required 
to be performed thereunder ; 

(12) for supplies or services as to which the agency head determines that 
the character, ingredients, or components thereof are such that the purchase 
or contract should not be publicly disclosed ; 

(18) for equipment which the agency head determines to be technical 
equipment, and as to which he determines that the procurement thereof 
without advertising is necessary in order to assure standardization of equip- 
ment and interchangeability of parts and that such standardization and in- 
terchangeability is necessary in the public interest ; 
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(14) for supplies of a technical or specialized nature requiring a substan- 
tial initial investment or an extended period of preparation for manu- 
facture, as determined by the agency head, when he determines that adver- 
tising and competitive bidding may require duplication of investment or 
preparation already made, or will unduly delay procurement of such sup- 
plies; 

(15) for supplies or services as to which the agency head determines 
that the bid prices after advertising therefor are not reasonable or have 
not been independently arrived at in open competition: Provided, That no 
negotiated purchase or contract may be entered into under this paragraph 
after the rejection of all bids received unless (A) notification of the inten- 
tion to negotiate and reasonable opportunity to negotiate shall have been 
given by the agency head to each responsible bidder, (B) the negotiated 
price is lower than the lowest rejected bid price of a responsible bidder, 
as determined by the agency head, and (C) such negotiated price is the low- 
est negotiated price offered by any responsible supplier ; 

(16) the agency head determines that it is in the interest of the national 
defense that any plant, mine or facility or any producer, manufacture, or 
other supplier be made or kept available for furnishing supplies or services 
in the event of a national emergency, or that the interest either of industrial 
mobilization in case of such an emergeney, or of the national defense in 
maintaining active engineering, research and development, are otherwise 
subserved: Provided, That beginning six months after the effective date of 
this Act and at the end of each six-month period thereafter, there shall be 
furnished to the Congress a report setting forth the name of each contractor 
with whom a contract has been entered into pursuant to this subsection (16) 
since the date of the last such report, the amount of the contract, and, with 
due consideration given to the national security, a description of the work 
required to be performed thereunder; or 

(17) otherwise authorized by law. 

(d) If in the opinion of the agency head bids received after advertising evi- 
dence any violation of the antitrust laws he shall refer such bids to the Attorney 
General for appropriate action, 

(e) This section shall not be construed to (A) authorize the erection, repair, 
or furnishing of any public building or public improvement, but such authoriza- 
tion shall be required in the same manner as heretofore, or (B) permit any con- 
tract for the construction or repair of buildings, roads, sidewalks, sewers. mains, 
or similar items to be negotiated without advertising as required by section 3, 
unless such contract is to be performed outside the continental United States 
or unless negotiation of such contract is authorized by the provisions of para- 
graph (1), (2), (3), (10), (11), (12), or (15) of subsection (c) of this section. 

Sec. 3. Whenever advertising is reqiured— 

(a) The advertisement for bids shall be a sufficient time previous to the pur- 
chase or contract, and specifications and invitations for bids shall permit such full 
and free competition as is consistent with the procurement of types of supplies 
and services necessary to meet the requirements of the agency concerned. 

(b) All bids shall be publicly opened at the time and place stated in the 
advertisement. Award shall be made with reasonable promptness by written 
notice to that responsible bidder whose bid, conforming to the invitation for bids, 
will be most advantageous to the Government, price and other factors considered : 
Provided, That all bids may be rejected when the agency head determines that 
it is in the public interest so to do. 

Sec. 4. (a) Except as provided in subsection (b) of this section, contracts 
negotiated pursuant to section 2 (c) may be of any type which in the opinion of 
the agency head will promote the best interests of the Government. Every con- 
tract negotiated pursuant to section 2 (c) shall contain a suitable warranty, as 
determined by the agency head, by the contractor that no person or selling 
agency has been employed or retained to solicit or secure such contract upon an 
agreement or understanding for a commission, percentage, brokerage or con- 
tingent fee, excepting bona fide employees or bona fide established commercial 
or selling agencies maintained by the contractor for. the purpose of securing 
business, for the breach or violation of which warranty the Government shall 
have the right to annul such contract without liability or in its discretion to de- 
duct from the contract price or consideration the full amount of such commis- 
sion, percentage, brokerage, or contingent fee. 

(b) The cost-plus-a-percentage-of-cost system of contracting shall not be used, 
and in the case of a cost-plus-a-fixed-fee contract the fee shall not exceed 10 per 
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centum of the estimated cost of the contract, exclusive of the fee, as determined 
by the agency head at the time of entering into such contract (except that a fee 
not in excess of 15 per centum of such estimated cost is authorized in any’ such 
eontract for experimental, developmental, or research work and that a fee in- 
clusive of the contractor’s costs and not in excess of 6 per centum of the esti- 
mated cost, exclusive of fees, as determined by the agency head at the time of 
entering into the contract, of the project to which such fee is applicable is au- 
thorized in contracts for architectural or engineering services relating to any 
publie works or utility project). Neither a cost nor a cost-plus-a-fixed-fee con- 
tract nor an incentive-type contract shall be used unless the agency head deter- 
mines that such method of contracting is likely to be less costly than other 
methods or that it is impractical to secure supplies or services of the kind or 
quality required without the use of a cost or cost-plus-a-fixed-fee contract or an 
incentive-type contract. All cost and coOst-plus-a-fixed-fee contracts shall pro- 
vide for advance notification by the contractor to the procuring agency of any 
subcontract thereunder on a cost-plus-a-fixed-fee basis and of any fixed-price 
subcontract or purchase order which exceeds in dollar amount either $25,000 
or 5 per centum of the total estimated cost of the prime contract; and a procur- 
ing agency, through any authorized representative thereof, shall have the right 
to inspect the plants and to audit the books and records of any prime contractor 
or subcontractor engaged in the performance of a cost or cost-plus-a-fixed-fee 
contract. 

Sec. 5. (a) The agency head may make advance payments under negotiated 
contracts heretofore or hereafter executed in any amount not exceeding the con- 
tract price upon such terms as the parties shall agree: Provided, That advance 
payments shall be made only upon adequate security and if the agency head 
determines that provision for such advance payments is in the public interest or 
in the interest of the national defense and is necessary and appropriate in order 
to procure required supplies or services under the contract. 

(b) The terms governing advance payments may include as security provision 
for, and upon inclusion of such provision there shall thereby be created, a lien 
in favor of the Government, paramount to all other liens, upon the supplies con- 
tracted for, upon the credit balance in any special account in which such pay- 
ments may be deposited and upon such of the material and other property ac- 
quired for performance of the contract as the parties shall agree. 

Sec. 6. Whenever any contract made on behalf of the Government by the agency 
head or by officers authorized by him so to do includes a provision for liquidated 
damages for delay, the Comptroller General on the recommendation of the 
agency head is authorized and empowered to remit the whole or any part of 
such damages as in his discretion may be just and equitable. 

Sec. 7. (a) The determinations and decisions provided in this Act to be made 
by the agency head may be made with respect to individual purchases and con- 
tracts or with respect to classes of purchases or contracts, and shall be final. 
Except as provided in subsection (b) of this section, the agency head is au- 
thorized to delegate his powers provided by this Act, including the making of 
such determinations and decisions, in his discretion and subject to his direction, 
to any other officer or officers or officials of the agency . 

(b) The power of the agency head to make the determinations or decisions 
specified in paragraphs (12), (18), (14), (15), and (16) of section 2 (c) and in 
section 5 (a) shall not be delegable, and the power to make the determinations 
or decisions specified in paragraph (11) of section 2 (c) shall be delegable only to 
a chief officer responsible for procurement and only with respect to contracts 
which will not require the expenditure of more than $25,000. 

(c) Each determination or decision required by paragraphs (11), (12), (13), 
(14), (15), or (16) of section 2 (c) by section 4 or by section 5 (a) shall be 
based upon written findings made by the official making such determination, 
which findings shall be final and shall be available within the agency for a 
period of at least six years following the date of the determination. A copy 
of the findings shall be submitted to the General Accounting Office with the 
contract, 

(d) In any case where any purchase or contract is negotiated pursuant to 
the provisions of section 2 (c), except in a case covered by paragraphs (2), (3), 
(4), (5), or (6) thereof, the data with respect to the negotiation shall be 
preserved in the files of the agency for a period of six years following final 
payment on such contract. 

Sec. 8. No purchase or contract shall be exempt from the Act of June 30, 1936, 
as amended (49 Stat. 20836, as amended by the Act of June 28, 1940, 54 Stat. 
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681, and by the Act of May 18, 1942, 56 Stat. 277; U. 8. C., title 41, secs. 35 to 
45), or from the Act of March 3, 1931, as amended (46 Stat. 1494, as amended 
by the Act of August 30, 1935, 49 Stat. 1011, and by the Act of June 15, 1940, 54 
Stat. 399; U. S. C., title 40, secs. 276a to 276a-—6), selely by reason of having 
been entered into pursuant to section 2 (c) hereof without advertising, and the 
provisions of said Acts and of the Act of June 19, 1912, as amended (37 Stat. 
137, as amended by the Act of September 9, 1940, 54 Stat. 884; U. S. C., title 
40, secs. 324 and 325a), if otherwise applicable, shall apply to such purchases 
and contracts. 

Sec. 9. As used herein— 

(a) The term “agency head” shall mean the Secretary, Under Secretary (if 
any) or any Assistant Secretary of the Army, of the Navy, or of the Air Force; 
the Commandant, United States Coast Guard, Treasury Department; and the 
Executive Secretary, National Advisory Committee for Aeronautics, respectively. 

(b) The term “supplies” shall mean all property except land, and shall in- 
clude, by way of description and without limitation, public works, buildings, 
facilities, ships, floating equipment, and vessels of every character, type and 
description, aircraft, parts, accessories, equipment, machine tools and altera- 
tion or installation thereof. 

Sec. 10. In order to facilitate the procurement of supplies and services by 
each agency for others and the joint procurement of supplies and services re- 
quired by such agencies, subject to the limitations contained in section 7 of this 
Act, each agency head may make such assignments and delegations of procure- 
ment responsibilities within his agency as he may deem necessary or desirable, 
and the agency heads or any of them by mutual agreement may make such 
assignments and delegations of procurement responsibilities from one agency to 
any other or to officers or civilian employees of any such agency, and may create 
such joint or combined offices to exercise such procurement responsibilities, as 
they may deem necessary or desirable. Appropriations available to any such 
agency shall be available for obligation for procurement as provided for in such 
appropriations by any other agency through administrative allotments in such 
amount as may be authorized by the head of the allotting agency without trans- 
fer of funds on the books of the Treasury Department. Disbursing officers 
of the allotting agency may make disbursments chargeable to such allotments 
upon vouchers certified by officers or civilian employees of the procuring agency. 

Sec. 11. (a) The following Acts are hereby repealed: 

Revised Statutes, section 3716 (U.S. C., title 10, sec. 1202) ; 

Revised Statutes, section 3717 (U.S. C., title 41, sec. 9) : 

Revised Statutes, section 8718 (U.S. C., title 34, sec. 561) ; 

Revised Statutes, section 3719 (U. S. Cc. title 34, sec. 562) ; 

Revised Statutes, section 3720 (U.S. C., title 34, sec. 563) ; 

Revised Statutes, section 3721, as amended (U.S. C., title 34, secs. 569-570) ; 

Revised Statutes, section 3722 (U.S. C., title 34, sec. 572) ; 

Revised Statutes, section 3723 (U.S. C., title 34, sec. 573) ; 

Revised Statutes, section 3724 (U. S. C.., title 34, sec. 574) ; 

Revised Statutes, section 3726 (U.S. C., title 34, sec. 577) ; 

Revised Statutes, section 3727 (U.S. C., title 34, sec. 578) ; 

Revised Statutes, section 8729 (U.S. C., title 34, sec. 579) : 

Act of June 14, 1878, Numbered 30 (20 Stat. 2538; U. S. C., title 34, sec. 565) ; 

Act of March 3, 1893 (ch. 212, sec. 1, 27 Stat. 732; U.S. C., title 34, sec. 566) ; 

Act of March 2, 1907 (ch. 2512, 34 Stat. 1193; U. S. C., title 34, sec. 571) ; 

Act of March 4, 1913 (ch. 148, 37 Stat. 904; U.S. C., title 34, see. 575) ; 

Act of June 30, 1914 (ch. 130, 38 Stat. 398; U. Be C., title 34, see. 567) ; 

Act of May 15, 1936 (ch. 400, 49 Stat.1277: U.S ve title 10, sec. 1199 (a) ) ; 

Act of July 13, 1939 (ch. 265, 53 Stat. 1000; U. § S.C, title 10, see. 313). 

(b) The following Acts shall not apply to the procurement of supplies or 
services by the Department of the Army, the Department of the Navy, the Depart- 
ment of the Air Force, the United States Coast Guard, Treasury Department, or 
the National Advisory Committee for remiss se 

Revised Statutes, section 3709, as amended (U. S. C., title 41, see. 5) ; 

Revised Statutes, section 3735 (U.S. C., title 41, sec. 13) ; 

Act of October 10, 1940, ch. 851, sec. 1, 54 Stat. 1109, as amended (U. 8S. C., 
title 41, sees. 6 and 6a). 

(c) The following parts of Acts are hereby repealed : 

(1) That portion of the Act making appropriations for fortifications, ap- 
proved February 24, 1891 (26 Stat. 769), relating to “Armament of fortifications”, 
which reads as follows: “Provided, That no contract for the expenditure of any 
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portion of the money herein provided, or that may be hereafter provided, for the 
purchase of steel shall be made until the same shall have been submitted to 
public competition by the Department by advertisement.” 

(2) Those portions of the Army Appropriation Acts approved March 2, 1901 
(ch. 803, 31 Stat. 905: U. S. C., title 10, sec. 1201) ; and June 30, 1902 (32 Stat. 
514), relating to “Quartermaster’s Department, Regular Supplies”, which read 
as follows: “Provided further, That hereafter, except in cases of emergency or 
where it is impracticable to secure competition, the purchase of all supplies for 
the use of the various departments and posts of the Army and of the branches of 
the Army service shall only be made after advertisement, and shall be purchased 
where the same can be purchased the cheapest, quality and cost of transportation 
and the interests of the Government considered.” 

(3) That portion of the Army Appropriation Act approved June 12, 1906 (ch. 
8078, 34 Stat. 258; U.S. C., title 10, sec. 1205), relating to “Ordnance Department”, 
which reads as follows: “Hereafter the purchase of supplies and the procurement 
of services for all branches of the Army service may be made in open market, in 
the manner common among business men, when the aggregate of the amount re- 
quired does not exceed five hundred dollars; but every such purchase exceeding 
one hundred dollars shall be promptly reported to the Secretary of War for 
approval, under such regulations as he may prescribe.” 

(4) That portion of the Army Appropriation Act, approved May 11, 1908 (ch. 
163, 35 Stat. 125; U.S. C., title 10, see. 1199), relating to “Ordnance Department’, 
which reads as follows: ‘‘Whenever proposals are invited for the furnishing of 
articles of ordnance property, the character of which or the ingredients thereof 
are of such a nature that the interests-of the public service would be injured by 
publicly divulging them, the Chief of Ordnance is authorized to purchase such 
articles in such manner as he may deem most economical and efficient.” 

(5) That portion of the War Department Appropriation Act, approved May 
15, 1986 (49 Stat. 1299), relating to “Arms, uniforms, equipment, and so forth, 
for field service, National Guard”, which reads as follows: ‘Provided, That speci- 
fications for motor vehicles, which shall be so drawn as to admit of competition, 
shall to the extent otherwise practicable conform with the requirements of the 
National Guard.” 

(d) All other laws and parts of laws to the extent that they are inconsistent 
with this Act are hereby repealed. 

Src. 12. The Secretary of the Navy shall have the same authority with respect 
to contracts of the Department of the Navy as the Secretary of the Army has 
with respect to contracts of the Department of the Army under the Act of April 
10, 1878, as amended (20 Stat. 36, as amended by the Act of March 3, 1883, 22 
Stat. 487; U. S. C., title 5, sec. 218). The Secretary of the Army and the Secre- 
tary of the Air Force shall have the same authority with respect to emergency 
purchases of war material abroad as the Secretary of the Navy has with respect 
to such purchases under the Act of June 30, 1914 (38 Stat. 399; U. S. C., title 
34, sec. 568). 

Sec. 13. This Act shall become effective ninety days after the date of enact- 
ment. 

Approved February 19, 1948. 


Exuisit 31 


THe TIMKEN-DeETROIT AxLE Co., 
Detroit, Mich., May 28, 1951. 


Subject: Informal request for quotation G51-554 
OrpDNANCE TANK-AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention Mr. Stan J. Mazur, procurement division) 

GENTLEMEN: Subject request covers a quantity of 500 cases, differential com- 
pensating gear W/covers and bushings assembly, ordnance stock G163-5378763, 
ordnance drawing A378763. We are in receipt of 4 sets of drawings for subject 
request together with the informal request for quotation. 

As you know it is the policy, which has been set up, that we can not supply the 
Ordnance Department direct on any parts. For this reason, it is requested that 
you immediately send copies of this request for quotation to other truck and bus 
manufacturers of your choice. 
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We will immediately institute cost of this part, anticipating requests from the 
automotive truck and bus manufacturers to whom you are sending copies of 
the request for quotation. 

Very truly yours, 
Tue TIMKEN Detroit AXxLe Co., 
Frep A, JENNESS, 
Sales Department, Government Contracts. 


ExHisit 32 


Excerpt oF-LetTrer Datrep Joty 26, 1951 From F, SHACKELFoRD, DEPARTMENT 
COUNSELOR, DEPARTMENT OF THE ARMY, TO PorTER Harpy, JR., CHAIRMAN, 
GOVERNMENT OPERATIONS SUBCOMMITTEE 


1. Letters to the Department of Justice concerning identical bids and other 
evidences of collusion: Since December 12, 1949, the Ordnance Corps has sub- 
mitted to G-4, Department of the Army, for transmission to the Department of 
Justice copies of invitations to bid, abstracts of bids, copies of each of the 
identical bids in question, and copies of awards (where identical bidders are 
successful bidders) in cases wherein two or more identical bids have been re- 
ceived by field establishments of the Ordnance Corps pursuant to formal ad- 
vertising. The following is a summary of the identical bids which have been 
submitted by the Ordnance Corps to G-4 since peneeney 12, 1949: 





| 
| tusstaion ‘Identical bids 











for bic 
it Ns an 15 4 apn cmths cen sins hod os abse nest i-3 151 532 
Detroit Tank-Automotive Center..........--..-.--------------------- -e- =e] 76 | 270 
All other installations or te site cde EEE ASA Moe blee meee ae } 786 | 3, 277 
Nana Wee SONS hs ree ee Ea sie nn | 1, isi 4, 079 





It should be noted that the above information pertains to all Peisaat of uatiedes 
procured by the Ordnance Corps and is not restricted to automotive spare parts. 

The above compilations represent the only identical bids submitted by the 
Ordnance Corps through G-—4 to the Department of Justice since December 
1949. During this period no cases involving collusive bids on automotive spare 
parts were submitted. No information has been received as to what action has 
been taken by the Department of Justice regarding the papers which have been 
forwarded to date. 


ExHrsir 33 
House OFFICE BUILDING, 
Washington, D. C., July 10, 1951. 
Mr. P. L. Grissom, 
P. L. Grissom & Son, Ine., 
Detroit, Mich. 

Dear Mr. Grissom: As you probably know, this subcommittee has been making 
a study of pricing practices in the automotive parts field. Much information 
on this subject has been assembled by the staff and recently sessions were held 
at which Government representatives gave their views with respect to certain 
phases of the cases presented by the staff and by the General Accounting Office. 

The subcommittee has decided to hold further sessions to hear representatives 
of the companies involved. It may be that due to the limited time available it 
will not be possible to hear all those who wish to be heard; at least it may be that 
some time limitation will have to be set with respect to individual presentations. 

The facts developed with respect to your company may be summarized 
briefly as follows: 

P. L. Grissom & Son, Inc., 6049 West Fort Street, Detroit, Mich., a franchised 
Chevrolet retail automobile dealer, was the successful bidder in a number of 
instances, During the fiscal year 1950 this firm was awarded contracts totaling 
$163,748.75. From July 1, 1950, to January 10, 1951, it was awarded contracts 
totaling $486,439.62. 
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A review of the bids discloses that P. L. Grissom & Son, Inc., began submitting 
bids on items which by their nature indicated that few, if any, bids would be 
received ; this was particularly true in the case of Studebaker parts. Analysis 
points up the fact that Grissom’s bid was generally in excess of other bids when 
there was competition and when successful there were few responses from other 
sources. When there were no responses or the bids from other companies were 
not responsive Grissom would be asked to negotiate. 

The Studebaker Corp. and Studebaker franchised retail dealers have refrained 
consistently from responding to invitations for bids. A large portion of the 
parts contracted for by Grissom, a Chevrolet retail dealer, were Studebaker parts 
common to present-day Studebaker vehicles. 

The procurement path disclosed by the analysis has too many tollgates. Upon 
being awarded a contract for Studebaker parts Grissom, a Chevrolet retail dealer, 
contracts with United Auto Electric, a wholesale auto-parts distributor who does 
not submit bids to the Government, but does in turn procure the parts from 
Greenfield Sales & Service, a retail Studebaker dealer and sells to Grissom. 

The Jefferson Chevrolet Co., Inc., 2130 East Jefferson, Detroit, Mich., a retail 
Chevrolet automobile dealer, was the successful bidder in a number of instances. 
During the fiscal year 1950 this dealer was awarded contracts totaling $651,881.36 ; 
and from July 1, 1950, to January 10, 1951, it was awarded contracts totaling 
$472,624.05. 

A review of the bids discloses that Jefferson Chevrolet Co. began submitting 
bids on items which by their nature would indicate that few, if any, bids would 
be received. Analysis points up the fact that Jefferson Chevrolet’s bid was 
generally in excess of other bids when there was competition and when successful 
there were but one or two other responses. When there were no responses’ or 
the bids from other companies were not responsive then Jefferson Chevrolet 
would be asked to negotiate. Another significant factor is that in a number of 
cases Jefferson Chevrolet submitted bids just a few hours before or exactly at 
“opening time.” 

Upon being awarded a contract Jefferson purchased parts, if available, from 
the United Auto Electric Co., a parts dealer who did not submit a bid. If the 
parts were not available from United either United or Jefferson would contract 
with the Industrial Facilities Co., or some other manufacturer to manufacture 
the part. Packaging was contracted for separately by either Jefferson or United. 

It is the purpose of this subcommittee to ascertain whether the Government 
is paying excessive prices for automotive parts, and if so whether this may result 
from unwarranted pricing pplicies by parts manufacturers. 

With the background outlined above, the subcommittee would like to know 
whether your company is desirous of presenting its views briefly and concisely 
at an executive session, possibly during the week of July 16, the specific time and 
place to be announced later. 

Your prompt reply will be appreciated. 

Sincerely yours, 
Porter Harpy, Jr., Chairman. 


ExHiIpit 34 


House OFFICE BUILDING, 
Washington D. C., July 9, 1951. 
Mr. J. C. KEPLINGER, 
Berecutive Vice President, Hercules Motors Corp., 
Canton, Ohio. 

Dear Mr. KEPLINGER: As you probably know, this subcommittee has been mak- 
ing a study of pricing practices in the automotive parts field. Much information 
on this subject has been assembled by the staff and recently sessions were held 
at which Government representatives gave their views with respect to certain 
phases of the cases presented by the staff and by the General Accounting Office. 

The subcommittee has decided to hold further sessions to hear representatives 
of the companies involved. It may be that due to the limited time available it 
will not be possible to hear all those who wish to be heard; at least it may be 
that some time limitation will have to be set with respect to individual presenta- 
tions. 

The facts developed with respect to your company may be summarized briefly 
as follows: 
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Hercules Motor Corp., a basic source manufacturer, sells to vehicle assemblers. 
A review of 19 bid invitations shows that in every instance where Hercules bid 
that they were far in excess of the bids of the vehicle assemblers to whom 
Hercules sold its products. Bids were submitted by Hercules in all but three 
instances. 

Federal Motor Truck Co. was the successful bidder on nine of the bids and 
on six of the remaining bids lost the bid by only a small margin to Biederman 
Motor Corp., another vehicle assembler. The other four bids were awarded to 
two spare parts dealers whose bids were slightly lower than those submitted 
by Federal and Biederman. 

In all instances, except the three cases in which Hercules did not bid, Hercules 
sold its product to Federal and Biederman at 50 percent off its list price. In 
almost every instance Hercules bids equaled or exceeded its own list price 
whereas the bids of Federal and Biederman ranged from 57 percent to 62 per- 
cent of Hercules list price. 

It is the purpose of this subcommittee to ascertain whether the Government 
is paying excessive prices for automotive parts, and if so whether this may 
result from unwarranted pricing policies by parts manufacturers. 

With the background outlined above, the subcommittee would like to know 
whether your company is desirous of presenting its views briefly and concisely 
at an executive session, possibly during the week of July 16, the specific time 
and place to be announced later. 

Your prompt reply will be appreciated. 

Sincerely yours, 
PorTreR Harpy, Jr., Chairman. 





Exurstr 35 


House OFFIcE BUILDING, 
Washington, D. C., July 10, 1951. 
Mr. J. P. O'DONNELL, 
Manager, Sales Division, Tobe Deutschmann Corp. 
Norwood, Mass. 

Dear Mr. O’DonneLL: As you probably know, this subcommittee has been 
making a study of pricing practices in the automotive parts field. Much in- 
formation on this subject has been assembled by the,staff and recently executive 
sessions were held at which Government representatives gave their views with 
respect to certain phases of the cases presented by the staff and by the General 
Accounting Office. 

The subcommittee had decided to hold a further executive session to hear 
representatives of the companies involved. It may be that due to the limited 
time available it will not be possible to hear all those who wish to be heard; 
at least it may be that some time limitation will have to be set with respect 
to individual presentations. 

The facts developed with respect to your company may be summarized briefly 
as follows: 

Chrysler Corp., Detroit, Mich., a vehicle assembler, procures a large portion 
of the parts for its end items from basic source manufacturers. 

When invitations to bid are extended for replacement parts, the basic source 
manufacturers, with very few exceptions, refuse to bid. 

Most of the parts are identified only by a Chrysler part number and sold only 
to Chrysler; consequently, no one but Chrysler can supply the item and the 
price to the Government is controlled solely by what Chrysler chooses to bid. 

It is the purpose of this subcommittee to ascertain whether the Government 
is paying excessive prices for automotive parts, and if so whether this may 
result from unwarranted pricing policies by parts manufacturers. 

With the background outlined above, the subcommittee would like to know 
whether your company is desirous of presenting its views briefly and concisely 
at an executive session, possibly during the week of July 16, the specific time 
and place to be’ announced later. 

Your prompt reply will be appreciated. 

Sincerely yours, 


Porter Harpy, Jr., Chairman. 
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Exureit 36 


Excerpt of letter dated June 19, 1950, from Continental Foundry & Machine 
Co., Chicago, Ind., to Ordnance Department, declining to submit a detailed cost 
breakdown: 

“The detailed cost breakdown you request is not submitted for the reason it is 
not customary in our industry to accumulate costs of individual orders and pat- 
terns giving a breakdown of labor and overhead.” 


Exurair 37 


ORDNANCE CORPS 
ORDNANCE TANK-AUTOMOTIVE CENTER 
PROCUREMENT AND Stock CONTROL 
Detroit, Mich., October 7, 1950. 


Subject : Contractor’s Statement of Contingent or Other Fees. 
To: District Chief, San Francisco Ordnance District, Oakland Army Base, Oak- 
land 14, Calif. 


1. Enclosed are 2 executed copies of Contractor’s Statement of Contingent or 
Other Fees (Standard Form 119) submitted by Pacific Car & Foundry Co., pur- 
suant to instructions after a submission by that concern of an affirmative repre- 
sentation as described in Joint Army and Air Force Procurement Circular No, 12 
dated June 2, 1950. 

2. Pacific Car & Foundry Co. has accepted a letter order for supplies for the 
production of a quantity of carriage, motor, 155mm gun, T97, in the amount of 
$16,000,000 (contract No. DA-20-098-ORD40382). The administration of this 
contract was transferred to San Francisco ordnance district on September 26, 
1950, under the provisions of paragraph 2-201.1 of Ordnance Procurement In- 
structions, 

3. Attention is invited to the compensation which the contractor has agreed to 
pay to his representative for alleged services in the procurement of this contract. 
While it may be true that certain services were performed, it is equally true that 
the contractor, because of his location and facilities was, previous to the employ- 
ment of this representative, selected as a potential M-day source for vehicles 
of the type being procured under the contract aforementioned, the selection hay- 
ing been submitted and approved by the Munitions Board prior to April 16, 1950. 
Negotiations for ‘this contract were commenced, in furtherance of the over-all 
ordnance industrial mobilization plan, by an invitation being given the contractor 
through San Francisco ordnance district. All negotiations have been conducted 
between contractor’s personnel employed in Renton, Wash., and personnel of San 
Francisco ordnance district and this center. Mr. Middleton, although present at 
one meeting, has never taken an active part in these negotiations. 

4. While it is not believed that the contractor has acted in any way incon- 
sistent with the covenant-against-contingent-fees clause, it is believed that this 
item should not be an allowable cost but should be considered under paragraph 
15-205 (d) ASPR for purposes of price redetermination. 

For the commanding officer : 

Francis E. ABRINO, 
Major, Ordnance Corps, Assistant. 


Exursir 38 


Pactric Car & Founpry Co., 
Renton, Wash., September 29, 1950. 


Subject: Contract No. DA-20-089-ORD-4032. 
Col. D. J. CRAWFORD, 
Commanding Officer Department of the Army, 
Detroit Arsenal, Center Line, Mich. 

Dear Srr: Under date of August 24, 1950, the contractor returned to Detroit 
Arsenal executed copies of letter order bearing subject contract number. Also 
enclosed was an executed copy of proposed contractor’s statement of contingent 
or other fees. The contractor’s representation therein was in the affirmative. 
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The contractor has now been instructed by Lieutenant Colonel Kaiser to supple- 
ment this statement with three executed copies of Standard Form No. 119. These 
are transmitted herewith. 

Very truly yours, 
Paciric CAR & Founpry Co., 
W. H. Scupper, 
Secretary. 
Enclosures. 


CONTRACTOR’S STATEMENT OF CONTINGENT OR OTHER FEES FOR SOLICITING OR 
SECURING CONTRACT 
Invitation No.— 
Contract No. DA-20—089—4032. 


The following information is furnished concerning companies or persons (other 
than full-time employees) employed or retained to solicit or secure this contract: 

1. Names and addresses of companies or persons so employed or retained: 
‘ol. Ray T. Middleton, 512 Congressional Hotel, Washington, D. C. 

2. Indicate whether corporation, partnership, individual, etc.: Individual. 

3. Relationship to contractor, indicating whether an employee or selling agency, 
and stating duration of such relationship: A part-time employee, Colonel Middle- 
ton, was placed on our payroll at $500 per month plus reasonable expenses on 
April 16, 1950. Colonel Middleton has represented the company in varying 
capacities since 1941. 

4. Is there a written agreement of employment or retention? If so, attach 
a copy. If not state terms of employment or retention: At the time Colonel 
Middleton was placed on our payroll (April 16, 1950) as a part-time employee, 
it was understood that additional compensation would be agreed upon com- 
mensurate with services that he might render in the future. The attached 
agreement dated May 15, 1950, covers our present agreement with Colonel Middle- 
ton with respect to his services in effecting private and/or Government sales. 
More recently, August 31, 1950 (agreement attached), we specifically provided 
for payment to Colonel Middleton for his services in connection with subject 
contract, 

5. Description of duties performed by such companies or persons in connection 
with this contract: Colonel Middleton maintained contact on behalf of the 
company with Ordnance, Washington, D. C., and Detroit, advised with respect 
to our procedures made appointment for the contractor with Ordnance, Washing- 
ton, D. C., and Detroit, for final negotiation. Will expedite materials and com- 
ponents from vendors and particularly will expedite Government-furnished com- 
ponents and equipment. 

6. Amounts paid or to be paid to such companies or persons in connection 
with soliciting or securing this contract, indicating whether on a commission, 
percentage, brokerage, contingent fee, or other basis, and stating separately total 
amount of expenses paid or to be paid by contractor: $80,000 to be paid to 
Colonel Middleton upon the schedule detailed in a letter of August 31, 1950, at- 
tached. This is compensation in addition to regular monthly salary paid to 
Colonel Middleton as a part-time employee. Nominal travel expense in addition. 

7. Do companies or persons named represent contractor in both Government 
and private business? Colonel Middleton represents the company for both 
Government and private business. 

8. Are the companies or persons named bona fide employees or bona fide 
established commercial or selling agencies maintained by the contractor for the 
purpose of securing business? Colonel Middleton is a bona fide part-time 
employee. 


Pactric Car & Founpry Co., 
By O. A. Tucker, Vice President. 


SEPTEMBER 29, 1950. 
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ExHIsBit 39 


List furnished by K. Haveland of ordnance employees who purchased household 
appliances enreser the Versatile E scengncenaaiesh Co., ceseconteeit Mich. 


Name Article | Price || ve Article 








P. A. Van Heusan_...-.| Laundromat. ...| $194. 42 | | , _ Re mee mY 
Wa ts SONG. hc noob 5s greed SETS ...-----| Record-radio.._.| 
Van Philen__...........) Drier_. |________ || Ed Siakiewicz._____ Laundromat. -___| 
Howard Springel__-_.---| Laundromat...-| 206.00 || Hattie Edwards hi ne tad AL 
SOD ONO ook. 5x x4 we selcckc ek ec dain baw || George Ambrose_-__- 
R. C. Spall_- SSR Sido || Major Hodgson__-- 
Gordon F. Robertson._.} Television_......| 205. 59 || Lewis Hafner__- : : 
David Wolkov~-...-___-! | 242.05 || Morton Scilken_........| Grill - il 
George Kalon _.| Laundromat-_._-| 206.00 |} James OE es eee 
vo... ee RA d Be _| 206.00 || Andy Dixon____- | : i hap ea 
ards ‘ 58.23 || Colonel Jergens___.___- ee } 
leah Worcheck.......| Fan___._---.--_-| 125.00 some Monfette_. ..| Laundromat. -.-| 
pans ed oak 12. 69 | D mae M2 a 
| Television. 00 |} ape ; | Stove. ce 
Television (2) -.-| 00 |) . 1-21} Hot-water tank.| 
rs . | y ...---| Television.....--| 
2 Waa a Face! i ------| 132,84 || A pF 
BIOs daca sces os} oh ee eed . 83 || M.E. Annis..._.___._-.| Stove... 
D0... on ean ns-secest MURDGROEMAE; .. 
Des scscs, . iL peat 





1 Cash. 
Exuisit 40 


(Financial statement of Versatile Engineering Co. not furnished to the sub- 
committee. ) 


Exuistir 41 


Fab | 
FAIRFIELD ENGINEERING GO, 25, SASHED 4 


20745 GLENDALK, «Ke. 32334 
* * iy 
* Detroit, Mich., W% £7 ood? | 
jor : é y * a LE. Co 
. . 
a 


ait yf ls v4 : i 
CLLILGIAG- fo ca A itir ee ee DOLLARS 
rEenkeiCradineo orice - 25 © FAIRFIELD pase ue “i 
THe Drevrrorr BANK Vn 


tl Lt tdi 


Sg » * 
Denivrorr, Micn ae ArT WOW Bit siennraNe | 


EE cr CN ES nn aC rn ONT Te ee sini stcaircncineligeilit 








846 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Exursit 42 


SUBCOMMITTEE STAFF MEMORANDUM RE METRO ENGINEERING AND MANUFACTURING 
Co. AND THE PARTNERSHIP OF JOHN O’HAIRE AND JAMES O’HAIRE 


Metro Engineering, a Detroit coparnership, was formed in 1940 by Paul Can- 
stein and Frank Bob. In 1944 it became the Metro Engineering & Manufacturing 
Co., a copartnership, The company engaged in light manufacturing for private 
concerns, mainly on a subcontract basis. It did not attempt to secure Govern- 
ment contracts. The company’s accountant was James P. O’Haire, who worked 
on a part-time basis. 

James P. O. Haire’s brother, John J. O’Haire, entered the Army as a private in 
1942. He became a captain and was a fiscal officer in the Office of the Chief of 
Ordnance, Washington, D. C. 

On July 1, 1946, the Metro Co. was incorporated. The only shareholders were 
Frank Bob and Paul Canstein, who each received 25,000 shares of stock as pay- 
ment for the assets of the partnership. James O’Haire was made a director, 
although he had no shares. He was also made secretary, receiving no salary 
except per diem payment for his services as an accountant. 

John O’Haire went on inactive duty as a captain in the Reserves in August 
1946. He remained in the same office as a civilian until May 1947, when he re- 
signed and went to Detroit. 

On May 17, 1951, Frank Bob (who is no longer associated with Metro) stated 
to a GAO auditor that Paul Canstein had told Bob that if he was able to arrange 
a deal he had been working on for several months Metro would no longer solicit 
business from private industry. According to Bob, Canstein invited him to Can- 
stein’s home to meet John O’Haire either on May 24 or May 31, 1947. At this 
meeting they planned a sales contract between O’Haire and Metro. 

On May 26, 1947, the Detroit Arsenal opened 3 bids received on a contract to 
design, engineer, and manufacture special tops for experimental cold weather 
vehicles. These 3 bids were rejected. 

On May 31, 1947, John O’Haire’s resignation from Government service became 
effective. He and his brother James formed the partnership of O’Haire & 
O’Haire, procurement specialists and industrial consultants. On June 3, 1947, 
Metro and the O’Haire partnership signed a contract under which the O’Haires 
would “solicit orders for the * * * services and products of Metro.” 
Metro agreed to pay “ten (10%) per cent of the gross dollar amount of each 
and every [sic] order accepted * * *.” 

Neither of the O’Haires had any baekground in manufacturing or sales. Both 
were accountants by profession. 

On June 5, 1947, the Detroit Arsenal negotiated a $98,787 contract with Metro. 
It was for the same work on which the Detroit Arsenal had rejected 3 bids on 
May 26, 1947. Presumably the O’Haire partnership earned $9,978.70 in the first 
few days of its existence. (The partnership did not file for a State of Michigan 
certificate of copartnership until June 7, 1947). 

On June 29, 1947, the commanding general of the Military District of Wash- 
ington was requested by the commanding general, Detroit Arsenal, to contact 
Reserve Capt. John O’Haire and request him to expedite submission of an ap- 
plication for active duty. The letter written for the commanding general, De- 
troit Arsenal, stated that Capt. John O’Haire had been requested by name by the 
Chief of Ordnance for 60 to 90 days active duty at the Detroit Arsenal, starting 
July 1, 1947. If O’Haire could not be had, no substitute was desired. 

In the last 6 months of 1947 Metro paid the O’Haire partnership commis- 
sions of $37,715.18, on total sales to the Government amounting to $377,/151.80. 
For the whole year of 1947 the two salaried officers of Metro, Bob and Canstein, 
were paid total salaries of $36,000. The company’s profit for the year was 
$5,424.68. 

The O'Haires had made more money than the officers of the corporation so 
on March 1, 1948, the O’Haires’ commission on sales in 1948 was reduced from 
10 to 5 percent, but Metro agreed to pay them $6,000 to act as financial advisers 
to the corporation. 

In 1948 Metro paid the O’Haires commissions totaling $20,924.86, plus $6,000 
for financial advise. Metro’s sales to the Government totaled $403,340.69. 
Commercial sales dropped from the previous year’s sales of $159,718.38 to 
$82,905.95. 

On January 8, 1949, Metro and the O’Haires changed the fee for financial 
advice. Metro agreed to pay one-half of 1 percent of gross governmental bill- 
ings. Government business totaled $787,372.40 for 1949. The O’Haires were paid 
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$38,768.11. This was more than Metro’s total commercial sales for 1949, which 
had dropped to $34,2 89.31. 

On June 1, 1950, Metro and the O’Haires contracted to continue on the same 
basis until June 3, 1951. The O’Haires collected $45,191.54 in 1950. 

In late 1950 the GAO began investigating these transactions. Although the 
5-percent commission basis was to run to June 3, 1951, on January 2, 1951, 
Metro and the O’Haires amended the contract. The 5-percent agreement and 
the percentage agreement for financial advise were canceled and it was agreed 
that the O’Haire partnership would receive a flat $24,000 in 1951 for rendering 
all the services they had in the past, both as to sales and advice. 

Altogether the O’Haires have received $138,599.69 in commissions through 
December 31, 1950. Since Metro engaged the O'Haires it has received $2,280,- 
041.62, in Government contracts through December 31, 1950. It filled $427,970.26 
in private orders, a total of about $2,700,000, about $1,700,000 over normal 
volume on the basis of 1946 sales, which were about $250,000. In 1946 the firm’s 
machinery was worth about $35,000 and in 1950 about $31,000. GAO auditors 
state that the facilities “do not appear to comprise much more than the equip- 
ment of a fairly good sized first-class garage.” A test check of Metro’s contracts 
led GAO to conclude that practically all of the work was fully subcontracted 
by far the greater part of the business awarded to Mero by the Detroit Arsenal 
was negotiated under the representation that Metro had the facilities to manu- 
facture and would substantially manufacture the products involved. On one 
contract that was fully subcontracted the company made a profit of $50,602.28 
on a $182,750 contract. 

Metro has allocated to sales expenses on Government work the following 
expenses : 





| 1947 | 1948 | 
| 





Entertainment.-_.........-- Wiis acetal nein $1,826.69 | $9,452.32 | $15,042. 27 
CENAE STEER CRO. has 5 5 sone nn tageecces ne] 1,308 8, 279. 02 5 , 





The total of all expenses, including commissions, is $195,970.78. 

Government contracts contain the following covenant against contingent fees: 

“The contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understand- 
ing for a commission, percentage, brokerage, or contingent fee, excepting bona 
fide employees or bona fide established commercial or selling agencies main- 
tained by the contractor for the purpose of securing business. For breach or 
violation of this warranty the Government shall have the right to annul this 
contract without liability or in its discretion to deduct from the contract price 
or consideration the full amount of such commission, percentage, brokerage, or 
contingent fee.” 


Exutisit 43 


GOVERNMENT OPERATIONS SUBCOMMITTEE OF THE 
COMMITTEE ON EXPENDITURES IN THE EXECUTIVE DEPARTMENTS, 
Washington, D. C., May 2, 1951. 
TROPIC-AIRE, INC., 
Chicago, Ill. 

GENTLEMEN: This committee is currently making a study of pricing practices 
in the automotive industry. According to information contained in our files, 
you are the manufacturer of the following parts: (a) Ordnance part No. 1780—- 
eee heater, rear compartment with switch, assembly, Chrysler part No. 

Will you please as soon as possible furnish to the committee, in connection 
with the above-described part, the following information: 

1, Cost, with packaging cost, if any, stated separately. 

2. If purchased the manufacturer’s name and price billed to you. 

3. Your list price and various discounts to automobile manufacturers, 
distributors, and dealers. 

4. Net price billed for the following: (a) Ordnance part No. 1780-1089106, 
Chrysler part No. 1089106. 
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1. Chrysler Corp.: In order for you to furnish your cost of the particular 
lot or order involved, Chrysler part No. 1089106 was funished to the Govern- 
ment under contract No. W-20-0180RD13647, dated October 23, 1948, and W-20- 
0180RD573 dated November 30, 1949. 

If you are unable to correlate the above transactions with your cost records, 
please furnish the cost of the lot or order supplied to Chrysler Corp. by you 
on or about the dates nearest to the dates of the contracts. 

A self-addressed envelope requiring no postage is enclosed for your con- 
venience. 

Sincerely yours, 


Porter Harpy, Jr., Chairman. 
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Exnisit 46 


SUGGESTED SAFEGUARDS 





AGAINST FAVORITISM 
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DISTRICT SURVEY 
OF PROPOSED 
FACILITY 
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ORGANIZATION 
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BIDS HANDLING 
PROCEDURE 
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Congressional Committees 
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Army Audit Agency 
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ExHIBIT 47 


SUGGESTED 
PROCUREMENT ASSIGNMENT BOARD 








MISSION: REVIEWS ALL ITEMS TO BE PROCURED BY 


METHODS OTHER THAN BY FORMAL ADVERTISING. 


CHECKS: 
REQUISITION 
DRAWINGS 
PROPOSED SOURCE LIST 
OTHER PERTINENT DATA 


DECIDES: 


WHETHER PROCUREMENT BY NEGOTIATION 
YES OR NO 


IS IN BEST INTERESTS OF THE GOV'T. 


COMPOSITION: 
CHIEF, SOURCE FILE SECTION 
SMALL BUSINESS REPRESENTATIVE 


OTHERS ~DEPENDENT ON INSTALLATION 
ORGANIZATION 





93669—52 55 
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Exuisir 48 
MINOR CONTRACT AWARDS BOARD 


MISSION: REVIEWS ALL PROPOSED AWARDS OF MORE THAN 
$1,000 IN AMOUNT BUT LESS THAN $50,000. 





CHECKS: 
ee ee DRAWINGS 


ALL PROPOSALS 

BIDDERS LIST 

PRICE ANALYSIS REPORT 

DISTRICT SURVEY OF PROPOSED FACILITY 
BUYERS RECOMMENDATION 

SECTION AND BRANCH CHIEFS 
RECOMMENDATION 


= = Se SS, Se Ss 


DECIDES: 
TO RECOMMEND AWARD TO 
CONTACTING OFFICER 


COMPOSITION: 
LEGAL REPRESENTATIVE — IF ANY 
SMALL BUSINESS SPECIALIST 
OTHERS DEPENDENT ON INSTALLATION ORGANIZATION 





Exutsir 49 ° 


MAJOR CONTRACT AWARDS BOARD 





MISSION: REVIEWS ALL PROPOSED AWARDS 
OF $ 50,000.00 AND ABOVE 


CHECKS: 
~~~ ¥_ DRAWINGS 
¥v ALL PROPOSALS 
v BIDDERS LIST 
Y PRICE ANALYSIS REPORT 
v DISTRICT SURVEY OF PROPOSED FACILITY 
Y BUYER, SECTION CHIEF, & BRANCH CHIEF, 
RECOMMENDATION 
DECIDES: 
YES OR NO [0 RECOMMEND AWARDS TO 


CONTRACTING OFFICER 


COMPOSITION: 
CHAIRMAN EX-OFFICIO COMMANDING OFFICER 


CHAIRMAN & MEMBER EXECUTIVE OFFICER 
MEMBERS CHIEF, PROCUREMENT DIV. 
CHIEF, MOBILIZATION & PLA 
CHIEF, BUDGET & FISCAL DIV 
CHIEF, LEGAL BR. 
SMALL BUSINESS SPECIALIST 


OTHERS~- DEPENDED ON 
INSTALLATION ORGANIZATION 
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Exuisit 50A 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D. C., July 16, 1951. 


Ordnance procurement instructions (interim), No. 35-51. 
Evidence of practices which occasion higher cost to the Government. 

A new paragraph, No. 2-402, title as above, is hereby added to ordnance pro- 
curement instruction, as follows: 

“In addition to the information required in the foregoing paragraphs 2-400 
and 2-401 any bid actions which come to the attention of the contracting officer 
which indicate that by reason of trade or other practices the bid price to the 
Government is above what it is normal to expect should be reported in the same 
manner as collusive practices. 

“In this regard there should be reported whenever possible : 

““(a) Those cases where the manufacturer of the item has specifically refused 
to bid and indicated that it is not his practice to do so. 

“(b) Those cases where manufacturers have bid at prices which are excessive 
so as to preclude their getting the bid and where at the same time their dis- 
tributors have bid less than the manufacturer ; 

“(e) Those cases where the bids reflect action in the form of a trade practice, 
i. e., the manufacturer will only distribute his product through intermediaries ; 

“(d) Other instances where the bidding indicates direct possibility of pyra- 
miding of profits. 

“The reports should be complete in detail, including copies of the bids, ab- 
stracts, pertinent correspondence, and copies of any background studies made 
relative to the particular practice.” 


E. L. ForpD, 
Major General, United States Army, Chief of Ordnance. 


Official : 
E. S. GRuver, 


Colonel, Ordnance Corps, Executive Officer. 


Exnipit 50B 
Wark DEPARTMENT, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D.C., August 17, 1951. 


Subject: Procurement of replenishment spare parts. 
To: Commanding officers, all ordnance installations. 

1. Reference letter, subject: Procurement policies, fiscal year 1952, file No. 
0.0.400.12/1823, dated July 20, 1951. 

2. It is extremely important that existing safeguards be strictly adhered to in 
order that the Government will be insured maximum protection in terms of cost 
and quality. The procurement of replenishment spare parts, wherever prac- 
ticable, should be direct from a source manufacturing the required complete 
part or assembly. In such procurement, particularly when buying in large 
quantities, it is reasonable to assume that unit manufacturers should sell to 
the Government at prices equal to or less than the price which they quote to 
other customers. 

3. It is recognized that there may be instances in which a unit manufacturer: 

(a) Is out of production and costs he would incur in reeseablishing produc- 
tion might result in a higher selling price than that quoted by non-manufactur- 
ing sources who have the particular item in stock, and especially where such 
inventories are high and slow moving. 

(b) Although he makes the basic parts of the end item desired, his quoted 
price for the complete end item, including assembly or procurement and attach- 
ment of required accessories, may be higher than a secondary source which is in 
a better competitive position to finish or assemble the required end item. 

(c) Is asked to quote on a small quantity for which he must obtain addi- 
tional or special materials and where his price, because of these circumstances, 
may be higher than the price quoted to another customer to whom he is selling 
large quantities of a similar item. 

4. Although circumstances such as indicated above may in some instances 
explain quotations which are higher than those of a secondary source, it must 
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generally be assumed that in the procurement of large quantities of a particular 
item the best buy to the Government should be obtained from the unit 
manufacturer. 

5. In the field of replenishment spare parts procurement, it is highly important 
that we continue our efforts to maintain a thorough and aggressive cost-analysis 
procedure, accompanied by a cost consciousness on the part of our procurement 
and management people, in’ order to insure that we buy from sources able to 
provide the quality which we require, not only at the lowest competitive cost, but 
at a fair price in terms of the curent market value. 

E. L. Forp, 
Major General, United States Army, Chief of Ordnance. 


Exatsir 50C 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D. C., August 27, 1951. 


Ordnance procurement instruction (interim), No. 35-51, change 1. 
Evidence of practices which occasion higher cost to the government. 

OPI (Int) 35-51, July 16, 1951, is changed by addition of the following: 

“2402.1. When any of the actions outlined in OPI 2-402 a, b, and ¢, above, 
occur, the contracting officer will immediately stop all action on procurement and 
contact the manufacturers of the particular item to determine whether any of 
them are willing to negotiate a lower price. If the manufacturers agree to enter 
into negotiations for a lower price, all bids will be rejected in the interest of 
the Government and the item procured by competitive negotiation. (See ASPR 
3-215.) If the manufacturers refuse to enter into negotiations for such lower 
price the procurement shall be awarded to the lowest bidder and a permanent 
record made of the action taken for the file in connection with the particular 
negotiation. (See OPI 3-500). 

“2402.2. In connection with the action set forth in OPI 2-402.1, above, if it is 
determined proper to negotiate in order to obtain a lower price all bids will be 
rejected (in the interest of the Government) and all the bidders notified as to 
tne reason for the rejection of their bids. The full reason for the rejection of 
such bids (the Government’s interest) will be reflected in the abstract of bids.” 

E. L. Forp, 
Major General, U. S. Army, Chief of Ordnance. 

Official : 

E. S. GRUVER, 
Brigadier General, United States Army, Executive Officer. 


ExuHisitT 51 


PERTINENT Excerpts FroM ORDNANCF PROCUREMENT INSTRUCTION No. 16 RELATING 
TO PRICE ANALYSIS FUNCTIONS PERTAINING TO ADVERTISED CONTRACTS 


PART 4. PRICING ORGANIZATION 
16-400 Price analysts 
The major procuring offices of the Ordnance Corps, such as the centers, dis- 
tricts, and arsenals should have one or more competent price analysts on a full- 
time basis. The price analyst's function may be set up in the fiscal office of the 
centers, districts, and arsenals, or as a separate activity reporting direct to the 
deputy district chief or commanding officer. The price analyst is to be a regular 
member of the negotiating team to serve in the same manner as the lawyer and 
engineer in an expert advisory capacity to the negotiator and the contracting 
officer. 


16-401 Duties 

The principal price analyst should conduct price analysis of cost and price 
data in all forms of contracts, especially with respect to negotiated contracts. 
Procurement personnel need the best possible advice as to reasonableness of 
proposed prices in connection with original procurement, pricing of major sub- 
contracts, reprising at time of price redetermination, escalation claims, and 
in connection with terminations, or final settlements. 
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PART 5. PRICING PROCEEDINGS 


16-500 Procurement by formal advertising 


In procurement by means of formal advertising, the Government seeks to 
obtain favorable prices under pressure of market competition. Sufficient pro- 
tection .is usually present when competition is effective, since the prices are 
controlled by forces within the competing group and are not necessarily based 
upon production costs. 


16-501 Procurement by negotiation 


The problems of pricing are much more complex in the field of negotiated 
contracts. There are no conclusive rules or formulas which can be uniformly 
applied in arriving at fair and reasonable negotiated prices. Such pricing 
requires the exercise of sound business judgment and a thorough analysis of 
all relevant details. This is particularly true when effective competition is 
lacking. Effective competition is desirable in procurement by negotiation. In 
those cases where adequate cost data is lacking, other safeguards in the form 
of special repricing Clauses may be used. 

16-502 Pricing individual contracts 

Generally speaking, each contract must be priced separately and price adjust- 
ments in one contract for losses incurred under another contract are not per- 
missible. Statutory recapture of excessive profits should not be relied upon 
as a substitute for sound and close pricing. Such provisions do not provide 
for the recapture of the cost of inefficiency and waste resulting from poorly 
established prices. 


16-503 Type of contract 


Sound procurement includes a discriminating use of the various types of au- 
thorized contracts as described in OPI 16-201. The type of contract selected has 
an important bearing upon the price to be paid by the Government. When com- 
petitive conditions or available cost data are sufficient to indicate reasonable- 
ness of the price, the fixed-price type of contract under which the price is not 
subject to subsequent adjustment affords the most effective means of imposing 
real risks upon the contractor and of reducing total cost to the Government. 
It is under this type of contract that incentives to production efficiency are the 
greatest. It must be recognized, however, that prices under such contracts may 
include charges for contingencies. Such provisions may be eliminated, at least 
in part, by the use of price redetermination articles. Many of the normal risks 
involved in contract performance are shifted to the Government under the cost- 
reimbursement type of contract and the fixed-price type of contract under which 
the price is subject to possible upward adjustment. The relative risk borne by 
the contractor, the degree of incentive to production efficiency, and the adminis- 
trative cost involved under each type of contract should be given careful con- 
sideration in pricing. 

16-504 Selection of contractor 

Reference: ASPR 2-406.3. Although price is of major importance in making 
an award in procurement by means of formal advertising, the low bidder must be 
qualified to perform the contract; and other factors as enumerated in ASPR 
2-406.3, may be considered. In the field of negotiated procurement, the ability 
of contractors to perform is usually considered before requests for proposals are 
issued. The nature of the material or services usually procured by negotiation 
is such that the contractur’s qualifications are given more weight than under 
formal advertising, where specifications are usually more clearly defined and 
prices are more easily compared. Since effective competition is desirable under 
negotiated procurement, the Government encourages prospective contractors to 
make their facilities known. Every such inquiry should receive careful attention 
and screening with the aim of extending competition. Factors to be considered 
in the selection of a contractor are as follows: 

(a) Nature of business and location of plant 

(b) Adequacy of facilities 

(c) Financial resources 

(ad) Quality of management and other personnel 

(ec) Technical know-how 

(f) Experience in production of same or similar items 
(g) Availability and cost of labor and material 

(hk) Manufacturing methods 
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(i) Current production volume in plant 
(j) Record of performance 
(k) Ability to meet delivery schedules 
16-505 Investigation of financial condition of prospective contractors 

(a) It is the responsibility of the ordnance district offices to invesigate the 
financial condition of prospective contractors to insure that they have or can 
obtain financial resources to produce and deliver in accordance with the require 
ments of any contracts which may be awarded to them. In cases where pro- 
curing activities (centers, arsenals, and depots) are negotiating contracts with 
or have received invitations for bids from prospective contractors concerning 
whom financial investigations must be undertaken, such procuring activities 
will so inform the districts(s) in which said contractor(s) is located, including 
therein all pertinent information, and such districts(s) will conduct the investi- 
gation. To carry out such responsibility, district offices should adhere to the 
following requirements with respect to prospective contractors : 

(1) Investigate business and financial reputation of prospective contractors 
prior to contract awards. 

(2) Obtain current financial information, including balance sheets and profit- 
and-loss statements and credit reports on prospective contractors and with re- 
spect to additional awards to existing contractors where more than 6 months’ 
time has elapsed since the last financial statements and credit reports were 
obtained. 

(3) Make a careful analysis of the proposed contractor’s financial resources 
and working capital, cost or other financial data, adequacy of cost-accounting sys- 
tem, adequacy of facilities, experience in producing similar or related items, 
technical know-how, and quality of management and other personnel. Such 
steps are necessary to ascertain that the contractor can perform the contract 
satisfactorily and to ascertin specifically what facilities (including machine 
tools, equipment, and tooling), or Government financing, if any, will be required. 

(4) With each request for approval of award and each request for authority 
to issue letter orders, include a section entitled “Contractor’s Ability to Perform” 
under which a positive statement will be included to the effect that the proposed 
contractor’s ability to perform has been investigated and, in the opinion of the 
ordnance district office, the contractor is financially able to perform the proposed 
contract and that no additional facilities or financial assistance will be required 
from the Government (or, if additional facilities or financial assistance will be 
required, a statement with respect to the type, extent, availability, and source 
thereof should be included). 

(b) Investigations of the financial condition of existing contractors may be 
curtailed or reduced in scope when additional or supplemental awards are to 
be made, in those instances where the contractor's financial reputation and 
record of contract performance is well established with the ordnance district 
office. 

16-506 Price analysis 

Every contract price, regardless of the size of the order or the value thereof, 
requires some degree of analysis. The degree of analysis will depend upon the 
individual circumstances. A careful and thorough price analysis is necessary in 
order that ordance purchases may be made at sound prices. In connection with 
the price analysis, the following steps should be considered and followed to the 
extent practicable in the circumstances: 

(a) Informal competition. Price quotations supported by statements and 
analyses of estimated costs or other reasonable evidence should be solicited from 
qualified sources. 

(b) Comparison of prices quoted including comparison, if possible, with prices 
for the Same or similar items or services, if any, should be made with due 
regard to cost of transportation, cash discounts, packing, and any other factors 
relative to price. 

(c) Comparison should be made with past or current procurement experience 
of other procuring activities of Departments of the Army, the Air Force, and the 
Navy, if warranted. (Such data may be obtained from the Office, Chief of 
Ordnance. ) 

(d) Comparison of business reputations and responsibilities of the respective 
persons or firms who submit quotations should be made. 

(e) Investigation of price aspects of any important or major subcontracts 
should be made. 
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(f) The most advantageous and the most practicable contract provisions 
relating to price revision should be used. 

(9g) The following pricing factors should be considered : 

(1) Character and extent of subcontracting, including basis of subcontracting 
with subsidiaries. 

(2) Financial resources and adequacy of facilities, 

(3) Cost or other financial data, including working capital. 

(4) Government-furnished components, facilities, and financial assistance. 

(5) Market conditions—mnaterials, labor, trends, ete. 

(6) Current production volume in plant and present backlog—size of the order 
and effect on contractor's work volume. 

(7) Quality of management and technical personnel. 

(8S) Reputation of contractor in the production of similar or related products. 

(h) Deviations from the contractor’s customary accounting practice for the 
purposes of pricing specific contracts should be clearly indicated in record of 

negotiations, and overhead rates should be adjusted, if necessary. If significant, 
the deviations referred to above should also be included in cost-type contracts. 
16-507 Scope of price analysis 

The extent of price analysis will ordinarily be dependent upon the extent of 
informal competition obtained and/or past or current procurement experience for 
similar items or services with the contractor. The objective of price analysis 
is to appraise and interpret cost information. An understanding of contractors’ 
accounting systems and recognition of differences among contractors in account- 
ing treatment of certain types of costs is essential in the analysis and compari- 
son of contractors’ price quotations. The contractors’ purchasing and subcon- 
tracting methods should be reviewed to the extent deemed appropriate. 

16-508 Source of information for price analysis and negotiation 

Sources of information for price analysis include: 

(@) Cost-breakdown form and contractor's proposal 
(b) Key personnel in contractor's organization 
(c) Contractor’s cost statements and financial statements 
(7) Engineering data 
(e) Government audits 
(f) Contract provisions 
(7) Inforamtion from other procuring activities 
(h) Service-wide overhead rate agreements 
‘ (i) Trade journals and other publications 
16-509 Basis for negotiation 

(a) In many instances, the cost breakdown coupled with exercise of judg- 
ment, exeperience with other contractors in the same or similar business, or prior 
experience with the individual contractor will constitute a sound basis for 
negotiation. However, where cost Comparisons or prior experience is not avail- 
able, it is frequently necessary, in addition, to examine or analyze the individual 
contractor's over-all operations, particularly when the number of Government 
contracts and the dollar amounts involved are large by themselves or are large 
in proportion to the contractor’s total volume. In such event, the contractor’s 
recent actual operating experience, together with forecast sales and forecast 
labor, materials, and overhead costs should be reviewed. A more detailed review 
should be made of the contractor's forecasts when prospective pricing without 
benefit of retroactive price revision is involved. Requests for financial data 
from the contractor and for audit thereof by the cognizant audit activity should 
be limited to that deemed essential. 

(b) The advice of cognizant technical personnel is an invaluable aid in the 
price analysis and contract negotiations. For example, such advice would be 
very valuable in the analysis and evaluation of direct material costs, direct 
labor hours required for performance, and the nature and extent of the sub- 
contracting program, engineering required, Government-furnished tooling re- 
quired, amount of installation costs on Government-furnished tooling, and 
amount of necessary factory rearrangement costs in connection with contract 
performance. 
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Exuisitr 52 
ORDNANCE TANK AND AUTOMOTIVE CENTER, Boarp oF ContrAct REVIEW 
MEMBERS 


Mr. Quinton Adams, chairman 
Mr. W. C. Folley, member 
Mr. Robert Hesse, member 
Mr. William Miller, member 
Mr. James McMillan, member 
Mr. R. W. Rudden, member 


MISSION OF THE BOARD OF CONTRACT REVIEW 


1. Review and recommend the approval or disapproval of all proposed con- 
tracts in excess of $100,000 prior to contract approval by the commanding gen- 
eral or chief contracting officer. 

2. This board will take action on price redetermination proposals prior to 
execution of supplemental agreements thereon . 

3. This board will convene upon notice of the chairman. 


Quinton Adams 

Graduate of Washburn College and Purdue University. 

Eleven years with the Westinghouse Electric & Manufacturing Co. as engineer 
or special representative with headquarters at various times in Pittsburgh, 
Pa., New York, N. Y., San Francisco, Calif., and Washington, D. C. 

Fourteen years with Radio Corp. of America interests, serving in the follow- 
ing capacities: Manager of radio receiving set sales nationally; vice president 
of RCA-Victor Co. in charge of engineering products; director on the boards 
of the RCA-Victor of Argentine and RCA-Victor of Brazil. Retired in 1936. 

In 1939 accepted management of the Crosley Building and exhibit at the New 
York World’s Fair. Continued with the Crosley Corp. in administrative work 
until 1942. 

Entered military service with the Army in 1942. Served 4 years in Detroit 
Ordnance District in the following capacities: Chief; Artillery Branch; Chief, 
Tank Branch; Chief, Industrial Division; Chief, Detroit Ordnance District. 
Received Legion of Merit award. 

1946-49, president, Mu-Switch Corp., a precision electrical switch manufactur- 
ing company in Canton, Mass. 

At present time engaged in industrial mobilization planning at the Ordnance 
Tank-Automotive Center. 


W. C. Folley, dean, School of Business, Wayne University 

Excerpts from Who’s Who. 

Holds the following degrees: B. A., A. B., M. S., D. S. C., and Ph. D. Prior 
to present position was. with the Ford Motor Co. for 10 years engaged in the 
following activities: Sales, production, purchasing, finances, and industrial 
relations. 

During World War II was coordinator between the Ford Motor Co. and the 
Air Corps on the B—24 contract which was the largest single Air Corps contract 
and was the first Air Corps contract completed before the end of the war. 

At the close of World War II was on the executive staff as administrator for 
Ford Motor Co. 

Member, Academy of Arts and Sciences; Engineer Society of Detroit; National 
Education Association; Rotary Clubs; director of education. 


R. J. Hesse 

Educated at Michigan University and Detroit College of Law. College work 
was interrupted by overseas duty in World War I. Graduated in law and 
admitted to practice in the fall of 1922. 

Employed by the General. Motors Corp. from 1922 to 1924 in production- 
efficiency work. 

In 1924 entered the real-estate business. Bought land and handled the legal 
work of the W. C. Piper Co. Also bought land for many other companies. The 
Garland State Bank was formed and became a member of the board of directors 
handling all legal matters. Handled the appraisal of mortgage bonds for this 
bank and other Detroit banks running into millions of dollars. 
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In 1930 formed the R. J. Hesse Co., realtors, functioning as subdividers, 
brokers, and builders. 

Throughout World War II served as chief counsel on the Detroit Ordnance 
District legal staff. 

President of the R. J. Hesse Co. 


William N. Miller 

Educated at Case School of Technology and Columbia University. Employed 
by the New York Central and Michigan Central Railroads in the capacity of 
engineer on the electrification of the New York Central and the building of the 
Detroit River tunnel. “ 

In 1910 formed own engineering construction company under the name of 
William N. Miller Co. 

Organized the Great Lakes Terminal Warehouse Co. in Detroit and Toledo. 

World War I activity was in connection with Motor Transport Corps opera- 
tions. Received meritorious commendations from General Kneiskern, Quarter- 
master General of the Army. 

Organized several small investment companies. 

In World War II was active in the renegotiation work of the Detroit Ordnance 
District. 

Retired. Not engaged in active business at the present time. 

James McMillan 

Graduate of Hotchkiss Preparatory School and Yale University. For 13 years 
with the Detroit and Cleveland Navigation Co. in the following capacities: 
freight clerk, superintendent’s office; general manager; president of the com- 
pany, and at the present time a director on the board. 

Director on the boards of the Detroit Bank, Detroit Trust Co., Packard 
Motor Car Co., Ferry-Morse Co., and the Boyer-Campbell Co. 

At the present time actively engaged in the business of Boyer-Campbell Co., 
which is Detroit's oldest and largest wholesale distributors of tools, manu- 
facturers’ supplies, and industrial and safety equipment. 

Member of Detroit Board of Commerce. 


Ray Ruddon 

Began business career in 1914 as secretary to the general manager of the 
Federal Motor Co., Detroit, Mich., and became president and general manager 
of that company. Services with this company continued in that capacity until 
retirement in 1940, 

Served on the renegotiation board of the Detroit Ordnance District through- 
out World War II. 

Presently engaged as a temporary consultant on renegotiation policies that 
are being formulated by the War Department. 


EXHIBIT 53 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDINANCE, 
Washington, D. C., November 14, 1951. 

Ordnance procurement instruction (interim), No. 70-51.’ 
Evidence of practices which occasion higher cost to the Government. 

OPI 2-402, Evidence of Practices Which Occasion Higher Cost to the Govern- 
ment, as added by OPI (interim) 85-51, July 16, 1951, and Change 1 thereto, 
is rescinded and the following substituted : 


2-402 EVIDENCE OF PRACTICES WHICH OCCASION HIGHER COST TO THE GOVERNMENT 


(a) In addition to the information required in paragraphs 2-400 and 2-401, 
any bid actions which come to the attention of the contracting officer which 
indicate that by reason of trade or other practices the bid price to the Govern- 
ment is higher than the net price to other customers should be furnished the 
Chief of Ordnance, attention legal office, in the same form as set forth in APP 
2-406.4b (2). 

(b) In this regard there should be reported— 

(1) Those cases where the manufacturer of the item has specifically refused 
to bid and has indicated that it is not his practice to do so. 


1This OPI (interim) supersedes OPI (interim) 35-51, July 16, 1951, title as above, 
including Change 1, August 27, 1951. 
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(2) Those cases where manufacturers have bid at prices which are excessive 
so as to preclude their getting the bid and where at the same time their dis- 
tributors have bid less than the manufacturers, 

(3) Those cases where the bids reflect action in the form of a trade practice, 
i.e., the manufacturer will only distribute his product through intermediaries. 

(4) Other instances where the bidding indicates direct possibility of pyramid- 
ing of profits. 

The report should be complete in detail, including copies of the bids, ab- 
stracts, pertinent correspondence, and copies of any background studies made 
relative to the particular practice. 

2402.1 When any of the actions outlined in OPI 2—-402b (1), (2), and (3) 
oceur, the contracting officer will immediately stop all action on procurement 
and contactthe manufacturers of the particular item to determine whether 
any of them are willing to negotiate a lower price. If the manufacturers agree 
to enter into negotiations for a lower price, all bids will be rejected in the inter- 
est of the Government and the item procured by competitive negotiation. (See 
ASPR 3-215.) If the manufacturers refuse to enter into negotiation for such 
a lower price the procurement shall be awarded to the lowest bidder and a 
permanent record made of the action taken for the file in connection with the 
particular negotiation. (See OPI 3-500.) The legal office, Office, Chief of Ord- 
nance, shall be advised at the time of the award of the procurement, whether or 
not the manufacturer consented to enter into negotiations for a lower price. 

2-402.2 In connection with the action set forth in OPI 2-402.1, if it is deter- 
mined proper to negotiate in order to obtain a lower price, all bids will be re- 
jected (in the interest of the Government) and all the bidders notified as to the 
reason for the rejection of their bids. The full reason for the rejection of such 
bids (the Government's interest) will be reflected in the abstract of bids. 

E. L. Forp, 
Major General, United States Army, Chief of Ordnance. 
Official: 
E. S. GRUVER, 
Brigadier General, United States Army, Executive Officer. 


ExuisiT 54-1 
JULY 27, 1951. 
By: Stanley J. Mazur, Spare Parts Branch. 
Subject: IFB-—51-3548, Blood Bros. quote No. 5244. 
With: Mr. C. E. Wood, Blood Bros., Allegan, Mich. 
What about: Five Blood Bros, items, on IF B-51-3548, 

STANLEY Mazur. It is our understanding that Blood Bros. are the sole manu- 
facturers of these—— 

Mr. Woop. Just a moment, I'll check—-yes, they are all the way our items. 

SANLEY Mazur. In checking and reviewing this bid, we noted that Blood Bros. 
prices are considerably higher-—wondering what had happened. The low bidder 
is considerably lower than Blood Bros. 

Mr. Woop. It may be that our packing and packaging costs are higher than the 
other fellows. 

STANLEY Mazur. The other bidder is getting the packaging and packing done 
at the same source as you are. 

Mr. Woop. That should make the prices rather equal, should it not? 

STANLEY Mazur. The difference is considerable, for example, on the first item, 
approximately $29. 

Mr. Woop. We quoted the Government—list price less 30 percent—and others 
we quote list less 50 percent—out of which they have to pay for packing and 
packaging, transportation. I can’t see how they can quote this low and make 
any profit on it. 

STANLEY Mazur. You have no other explanation as to how it could happen. 
Would you give us a letter explaining this pricing, Mr. Wood. 

Mr. Woop. No. I will not give a letter. 

STANLEY Mazur. Thank you, sir. 

Mr. Woop. I'll have you talk to our Mr. Wilbur. He will explain to you the 
company set-up and pricing policy. 

(Signed) Stranrey Mazur. 
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JULY 27, 1951. 
By: Stanley J. Mazur, Spare Parts Branch. 
Subject : IFB-51-3548, Blood Bros. quote No. 5244. 
With: Mr. Wilbur, Blood Bros., Allegan, Mich. 

STANLEY Mazur. Mr. Wilbur, I am trying to find out what had happened on 
your bid—prices seems to be quite a bit higher than your competitors. Is there 
a possibility of an error in the preparation of the bid? 

Mr. Witsur. No. sir. There has been no error. We quoted on the basis of the 
current company pricing policvy—always has been the policy to give our original- 
equipment customers 60 percent discount, parts houses 50 percent and others 
25 percent. However, these people will have to take care of the packing and 
packaging, etc. We prefer to have the original manufacturer to quote and 
furnish you the material. It is a headache to us. We do not have the facilities 
hor the personnel to do it. We would have to gamble on the extra costs— 
going out of the city to get it. We feel the Government is getting the best deal 
there is. We depend on our business with the original suppliers and, as such, 
they furnish the equipment to the Government. This policy of ours has been 
explained to the Ordnance Corps very many times. 

SraNteEY Mazur. Will your company continue this present pricing policy? 
Would you reconsider the prices if we were to readvertise these items? We 
feel that the Government should receive the same consideration and same price 
as your best customer. 

Mr. WiLsur. We will not change any policy; this has been in effect since the 
company started. If we dealt with the Government alone we would perhaps 
change it, but since you advertise it to all our customers, they quote you on the 
terms we have given them. 

STANLEY Mazur. Mr. Wilbur, would you care to give me in writing, policy 
of your company as to prices and manner of giving quotations? 

Mr. WiLgur. I wouldn't care to, but if you insist. 

STANLEY Mazur. I would like to have a record of your policy, to be on file, 
so that we can readily explain any question as to why your prices are higher 
than your distributors or manufacturing customers, 

Mr. Wixsur. I'll send you a letter. 

(Signed) STraniey J. Mazur. 


Bioop Bros. MACHINE Co., 
DIVISION OF STANDARD STEEL SPRING Co., 
Allegan, Mich., July 27, 1951. 
DEPARTMENT OF THE ARMY, 
Ordnance Tank-Automotive Center, 
1501 Beard Street, Detroit 9, Mich. 
(Attention of Mr. Mazur.) 

Dear Mr Mazur: Confirming my telephone conversation with you this morning, 
with reference to your questions regarding our bid on your invitation No. 51- 
3548 FS, wish to advise that the policy of this company has been, for 25 years 
and still is, to sell all replacement parts, or service items, on an established list 
price subject to various discounts, depending on who is buying these items. 
Our original users, who are the people who buy our product to put en trucks, 
tanks, industrial equipment, etc., that they build year in and year out, get a 60 
percent discount from our list prices. Parts houses—and we deal with only a 
very few of these— get a 50 percent discount, garages 25 percent discount. 

It has always been our feeling that our original users, upon whom we depend 
for our year in and year out business, are entitled to the best deal on service 
parts and therefore they get the best discount, namely 60 percent. This 60 per- 
cent discount brings the cost of the service part down very close to our best 
production prices, 

On Government bids, as you know, your inquiries go out to hundreds of people 
and when customers of ours who have built the item for the Government on 
which our product was used get these inquiries, they naturally bid on same using 
as their cost figure our list price less the 60 percent discount plus the packaging 
charges. As you know, most of these Government bids call for special packaging 
and many of our customers have set up packaging departments in their own 
plants, or have arrangements with some other firm to do the packaging on an 
economical basis. 

Our company has no packaging facilities and when we do furnish material 
direct to the Government subject to Government packaging specifications, we 
have to have same done through a commercial packaging house. 








862 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


In most instances when we get a Government inquiry we have to get a price 
in within a few days’ time, not even giving us a chance to get a price from a 
packaging house, because we would either have to send prints or parts down to 
the packaging house to get quotations on same, and this takes in many instances 
2 or 3 weeks. By that time the bid has been opened. 

We know that any time the Government buys service items of our manufacture 
through our original users, they are gétting a very good deal. In fact they buy 
this material at a less price from our original users than they possibly could from 
us because of their liberal service discount and the fact that they have the pack- 
aging facilities and know-how. 

We believe our original users are entitled to such service business, as all man- 
ufacturers depend considerably upon their service business to carry them through 
bad periods. 

As long as the Government sends out hundreds of inquiries on the same item, 
the writer cannot see any possible way that the Government could get any better 
deal than through buying this type of material through the manufacturers who 
made the complete unit. In other words, the manufacturer who made the com- 
plete unit should handle such service business and the Government should not 
depend upon component part manufacturer, such as our company. 

When a company such as ours has had a definite service policy for many, many 
years, same cannot be changed without seriously affecting our standing in the 
industry we serve. 

Very truly yours, 
Bioop Bros. MACHINE Co., DIVISION OF STANDARD STEEL SPRING Co. 
(Signed) G. R. Wisur, 
Vice President and General Manager. 





Exuipit 54-2 
Aveust 6, 1951. 


By: R. J. Hake, procurement agent, Tank-Auto Spare Parts Branch, Section 

No. 1. 

Subject: IFB 51-3594 FS, item 3. 
With: Mr. Roberts, Borg-Warner Corp., Long Manufacturing Division, Detroit, 

Mich. 

Inquired of Mr. Roberts as to reasons they did not bid on subject item since 
same has Long Manufacturing Division manufacturer’s symbol assigned to one 
of the approved part-number cross-references for the item. 

Mr. Roberts stated that they did not bid on this because Federal Motor Truck 
owns the tooling for this item and they (Long) are prohibited by contract from 
supplying this item to anyone but Federal. 

Mr. Roberts will confirm the above in writing, 


LONG MANUFACTURING DIvISION, 
BorG-WARNER Corp., 
Detroit, Mich., August 8, 1951. 


ORDNANCE TANK AUTOMOTIVE CENTER, PROCUREMENT DIVISION, 
Detroit, Mich. 
(Attention of Mr. R. J. Hake.) 

DeaR Mr. Hake: You have requested by phone that we advise you by letter 
why we did not bid on 4D-—7024 radiator assembly pursuant to your invitation 
to bid. 

This radiator is designed by Federal Motor Truck Co. and made by us for 
Federal from dies and tools purchased and owned by Federal. We have been 
making this radiator for Federal, and only for Federal, since 1926. It is our 
policy not to sell our customer’s radiator to anyone but to that customer. Further- 
more, in most cases, as in the instant case, we are prohibited by contract from so 
doing. . 
Very truly yours, 


LonG MANUFACTURING DIVISION, 
Borc-WARNER Corp., 
L. J. LorANGER, Sales Manager. 
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Exuisit 54-3 
Aveusr 6, 1951. 

By: J. N. Wells, Procurement. 
Subject: IFB 3463. 
With: Mr. Wartcki, Brighton Screw & Manufacturing Co. Cincinnati, Ohio. 

Manhattan Lighting & Equipment Co., are an authorized dealer for Brighton 
Screw & Manufacturing Co. They screen all IF'B’s and are allowed an additional 
10 percent from the list prices. 

Confirmation was requested as to why a dealer should underbid a manufacturer 
but Mr. Wartcki refused. His attitude was adamant and uncooperative. 


J. N. WELLs. 


Exuisit 54-4 
Aveust 3, 1951. 
By: L. A. Leverenz, Procurement. 
Subject: IFB No. 51-8420 FS pricing policies. 
With: Messrs. Munson and Mr. Spencer, the Electric Auto-Lite Co., Toledo, Ohio. 

Called Mr. Munson regarding the prices which the Electric Auto-Lite Co. 
quoted on invitation for bid No. 51-8420 FS which called for 16 different item 
of spark plugs. 

Mr. Munson advised that he had nothing to do with spark plugs and that they 
were handled entirely by Mr. Spencer and transferred my call to him. 

Informed Mr. Spencer that the reason for my call was to determine what 
happened on their spark-plug bid inasmuch as their prices were higher than the 
bid of the Firestone Tire & Rubber Co. and this latter company has furnished 
our engineering department with a letter stating that their plugs were being 
manufactured by your company, namely the Blectriec Auto-Lite Co. 

Told Mr. Spencer that we feel that the Government should receive the same 
consideration and same price as their best customer, and we would like to know 
their company’s pricing policy in this respect. 

Mr. Spencer stated that this was a rather difficult question to answer inasmuch 
as their legal department has this matter up with Washington at the present time 
and that he definitely could not make a statement of policy before conferring with 
his legal department. However, Mr. Spencer did state that the difference in 
price was due no doubt to quantity buying over a years’ period of time but that 
he could not make an official statement at this time. 

Requested Mr. Spencer to write me a letter explaining their policies in detail 
and he agreed to send me a letter some time next week after conferring with his 
legal department. Mr. Spencer stated that he would call me sometime next 
week if their legal department would not consent-to his writing a letter of their 
policies. 

L. A. LEVERENZ. 


THe Evecrric Auto-Litr Co., 
Toledo, Ohio, August 13, 1951. 


Subject: Request for statement of pricing policy on Auto-Lite spark plugs. 


DEPARTMENT OF THE ARMY, 
Ordnance Tank Automotive Center, 
Detroit, Mich. 
(Attention: L. A. Leverenz.) 

GENTLEMEN: This will answer your request for a statement as to the difference 
in prices quoted on Auto-Lite spark plugs versus private brand spark plugs made 
by Auto-Lite under invitation No. DA-20-089-ORD-51-3420 FS. 

We manufacture Firestone spark plugs on a contract basis under private 
brand and have no control over the price at which they are sold. 

Auto-Lite brand spark plugs are manufactured and sold by our company under 
price schedules established as a result of manufacturing costs, selling expenses, 
advertising, sales promotion, and transportation. For these reasons there would 
necessarily be a price dlifferential. 

Yours very truly, 
THE Exvectrric AutTo-LiTEe Co., 
H. R. Botts, 
Sales Manager-Merchandising Division. 
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Exnuisit 54-5 


Aveust 7, 1951. 
By: L. A. Leverenz, Procurement. 
Subject: I. F. B. No. 51-8541 FS pricing policies. 
With: Messrs. Munson, Benore, and Kelly, the Electric Auto-Lite Co., Toledo, 
Ohio. 


Called Mr. Munson regarding the prices which the Electric Auto-Lite Co. 
quoted for item 2 (1) a and b of invitation for bid No, 51-3541 FS and calling 
for a total of 10,200 pieces of coil, generator regulator, voltage regulator assem- 
bly. 

Mr. Munson advised that he had nothing to do with this type of material and 
stated that this item was handled by their merchandising department and sug- 
gested that I talk wih Mr. Benore and transferred my call to him. 

Informed Mr. Benore of the reason for my call and he stated that he was not 
in a position to advise anything about his company’s policies and referred my call 
to Mr. D. H. Kelly, the executive vice president of the Electric Auto-Lite Co. 

Talked with Mr. Kelly and explained that we were trying to find out the reason 
for his company’s bid being higher than the bid of the Chrysler Corp. for item 
2 (1) a and b of IFB No. 51-3541 FS, inasmuch as the Electrie Auto-Lite Co. 
supplied this coil to the Chrysler Corp., and we feel that the Government should 
receive the same consideration and same price as their best customer. Told 
Mr. Kelly that we would like to know their company’s pricing policy in this 
respect. 

Mr. Kelly stated that he would have to look up this particular item in order 
to explain in a letter the exact circumstances in regard to this coil. However, 
Mr. Kelly did state that the Chrysler Corp. purchased approximately $150,000,000 
worth of material each year and these orders were placed well in advance of 
their requirements which accounts for a more favorable price to this latter 
customer. 

Requested Mr. Kelly to write me a letter explaining their policies in detail and 
he agreed to look into this case and write me a letter of their position in this 
matter within the next few days. 

L. A. LEVERENZ. 


Execrric Auro-LitE Co., 
Toledo, Ohio, August 8, 1951. 
Subject: IFB No. DA-20-089-ORD-51-3541FS. 
ORDNANCE TANK AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention Mr. Leverenz. ) 

GENTLEMEN : Answering your inquiry as to the difference which you have been 
quoted on generator regulator coil No. AN—500, please be advised that on quanti- 
ties showing a list value of $100,000 and over we give to the Government a dis- 
count of 70 percent from list on fast-moving parts and 60 percent from list on 
slow-moving parts. On bids totaling less than $100,000 list we give the Govern- 
ment a discount of 50 percent from iist. Our commercial customers whose 
contracts have been in effect for many years, Who stock many hundreds of thous- 
ands of dollars’ worth of our products and, in one instance, millions of dollars’ 
worth, order months in advance so that their production can be planned and 
fitted into other operations. 

Our central distributors perform functions for us which otherwise we would 
have to perform at considerable expense. They travel men throughout the United 
States. They conduct schools, have technical men to explain the products to their 
accounts. They establish wholesalers and seivice stations. They post Auto-Lite 
signs and other identification material »nd generally take care of our replace- 
ment-parts business. The discounts on most of these kinds of accounts are equal 
to the Government discount on fast-moving parts but somewhat better on slow- 
moving parts purchased in quantity of $100,000 or more. The purchase of these 
kinds of companies are in very large quantities throughout the year. 

With the Government, if they overbuy, or if the emergency has passed, they do 
not return the parts to us but distribute them to the highest bidder, so that our 
commercial business is very seriously interferred with. 

» The cost of tooling for the production of items purchased by the Government 
has for the most part been borne by our commercial customers. Were it not 
for this fact, we would have to quote the Government much higher prices than 
has been our practice. In the great majority of cases our bids to the Government 
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are lower than bids for the same parts to anyone else. It is only in a very few 
isolated cases that the contrary has been true. 

The administrative work in connection with Government bids and contracts 
is far greater than that involved in handling commercial business. We have to 
maintain a department which spends full time on Government business, and in 
addition many other members of our organization are required to spend part 
of their time in the processing of Government bids and contracts, with the result 
that our cost of selling an item to the Government is much mort than our cost 
of selling the same item to a commercial customer. 

It is our desire to serve the Government to the very best of our ability. We 
have many times taken orders and supplied material to the Government when 
our commercial orders were far behind because of our inability to obtain suffi- 
cient material to meet the demands for both Government and commercial 
business. 

We should like to point out that we have no control over prices quoted by 
others, and in some cases it may be in the interest of others to quote prices below 
those quoted by us. We do not discuss Government bids with our customers, 
nor de we have any understanding or agreement with them. 

Assuring you of our desire to cooperate to the best of our ability and to give 
to the Government the very lowest price consistent with good commercial prac- 
tice, we are, 

Very truly yours, 
D. H. Key, 
Vice President. 


Exutnir 54-6 
Aveuwst 15, 1951. 
By A: F. Borez, Spare Parts Branch, Section No. 2. 
Subject: IFB No. 51-8547 FS, Requisition No. G51-—4028, Fuller Manufacturing 
Co. quote. 
With: Mr. Klump, Fuller Manufacturing Co., Kalamazoo, Mich. 

Mr. Borcz. Fuller Manufacturing Co. items on IFB 51-3547FS. It is our un- 
derstanding that Fuller Manufacturing Co. is the sole manufacturer of this 
material. 

Mr. Kiump. Just a moment, I'll check in our files. Yes; they are all the way 
our items. 

Our company has no packaging facilities. In most instances when we get a 
Government inquiry we have to get a price in within a few days’ time, not even 
giving us a chance to get a price from a packaging house, because we would 
either have to send prints or parts down to the packaging house to get quotations 
on same. This takes in many instances 2 or 3 weeks. By that time the bids have 
been opened. 

It is the policy of the Fuller Manufacturing Co. not to quote at any time to 
the Government on the inquiries forwarded. We know that any time the Gov- 
ernment buys service items of our manufacture through our original users or 
distributors they are getting a very good deal. In fact, they buy this material at 
a less price from our original users than they possibly could from us. Because 
of their liberal service discount and know-how we believe our original users 
are entitled to such service business, as all manufacturers depend considerably 
upon their service business to carry them through bad periods. 

Fuller Manufacturing Co. cannot see any possible way that the Government 
could get any better deal than buying this type of material through the manu- 
facturer who made the complete unit and should handle such service business. 
The Government should not depend upon the component-part manufacturer such 
as our company. 

When a company such as ours has a definite service policy for many, many 
years, same cannot be changed without seriously affecting our standing in the 
industry we serve. 

Mr. Borez. Mr. Klump, would you care to give me in writing the policy of your 
company as to prices and manner of giving quotations? I would like to have a 
record of your policy to be on file so that we can readily explain your policy. 

Mr. Kiump. I will advise by letter. 


Mr. Borcz. Thank you, sir. 
A. F. Borez. 
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Exuisit 54-7 
Avucust 2, 1951. 
By: J. A. Melody, Procurement. 
Subject: IFB 3591 FS, item 23, quoted price. 
With: Mr. J. H. Williams, Lipe-Rollway Corp., Syracuse, N. Y. 

Mr. Metopy. Mr. Williams, on IFB 3591, item 23, we are checking to see if an 
error had been made in your bid. 

Mr. WILLiaMs. Just a moment, I'll get the bid file—I have it. 

Mr. Metopy. Has any error been made? 

Mr. WILLIAMS. No; everything looks O. K. 

Mr. Metopy. We figured because Federal bid $16.30 on this item, Diamond T 
bid $16.31, and Biederman was low bidder at $16.0072 that you perhaps had made 
an error in your price. You do quote to the Government the same price that you 
quote your best customers, don’t you? 

Mr. WiiuraMs. No; we don’t. It has been our policy from way back that dis- 
counts are greater to vehicle manufacturers than to the Government. 

Mr. Metopy. Then how do you account for Biederman’s low bid of $16.007 
They are not a manufacturer. 

Mr. WiLLiAMS. They have manufactured some wreckers and other vehicles, but 
I know they have bought from us for vehicle manufacture. That item entitles 
them to the same discount any other vehicle manufacturer would receive and 
also on contracts for replacement parts on this vehicle. This Biederman situa- 
tion has come up often here; and although they are primarily a jobber or broker 
in most cases, they still come in as a manufacturer in some instances. We place 
all discounts to manufacturers higher than discounts to the Government; you 
know competition, bread and butter, and all those things have to be taken into 
consideration. 

Mr. Metopy. Then the price quoted is O. K. on this IFB. 

Mr. WILLIAMS, Yes; best possible discount to the Government under our ex- 
isting policy. 3 


9 
~ 


J. A. MELopy. 


ExHIsitT 54-8 
AvGust 6, 1951. 
By: R. J. Hake, procurement agent, Tank-Automotive Spare Parts Branch, 
Section No. 1. 
Subject : IFB 51-3594 FS items 2 and 4. 
With: N. M. Miller, Modine Manufacturing Co., Racine, Wis. 

Inquired of Mr. Miller as to reasons Modine did not bid on items 2 and 4 of 
subject IFB, both of which have their symbol (MO) prefixed on approved 
manufacturer’s part number cross references to the items. 

Mr. Miller stated that he would investigate and advise by letter. 

R. J. HAKE. 


MopINE MANUFACTURING CO., 
Racine, Wis., June 27, 1951. 
Subject: Invitation DA-—20—-089-ORD-3594 FS 
ORDNANCE TANK-AUTOMOTIVE CENTER, 
Detroit, Mich. 

GENTLEMEN: We acknowledge and thank you for the subject invitation cov- 
ering various products, some of which we have produced in the past, under the 
design and with equipment of Diamond T Motor Car Co., of Chicago. Under 
the circumstances, therefore, we would suggest that you permit Diamond T to 
quote upon those items as identified by their code numbers, since we feel that 
they will be in a position to furnish them to you in satisfactory fashion. 

We do appreciate the courtesy of receiving this invitation. ? 

Yours very truly, 


MopInE MANUFACTURING Co., 
N. H. Miter, Sales Engineer. 





a 
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PROCUREMENT OF AUTOMOTIVE SPARE PARTS 867 


Exuisit 54-9 
Aveust 14, 1951. 
By: C. Woznicki, Procurement, Section No. 7. 
Subject : Request for quotation, requisition G51-2817, item No. 28 (37). 
With: Mr. Nickelson, Pass & Seymour, Inc., Syracuse, N. Y. 

Mr. Nickelson informs as follows: 

This item can be purchased through a distribution, for the company generally 
does not bid on any items. The policy of the company is to have distributors bid 
on items that they manufacture. Mr. Nickelson informs that jobber is getting 
this item from them at $0.895 each, and the price of $0.40 each us bid upon by 
Graybar Electric Co. is very reasonable. 

Mr. Nickelson did not wish to submit a quotation on this item at the present 
time. 

C. WoznickI. 


Exuisit 54-10 


THE PIeRcE GoveRNOR Co., INc., 
Anderson, Ind., August 8, 1951. 
Subject: IF B-3574 and relative telephone conversation, August 7, 1951. 
DEPARTMENT OF THE ARMY ORDNANCE TANK-AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention: Mr. J. BE. Reitzel.) 

Dear Mr. Retrzec: Item 1. Apparent discrepancy of pricing on VB—902 as 
covered in divisions 2a (4) and 2b (4): It so happened that these two lots of 
parts fell into two quantity price brackets. The first, calling for 110 pieces, 

yas eligible to the 100-and-over bracket on which the purchaser is eligible to 
a 40-percent discount. The second, calling for 90 pieces, fell into the 25-to-100 
quantity bracket on which only 25-percent discount is allowed. If all 200 pieces 
are ordered at the same time on the same order for simultaneous handling and 
shipping, then all will be subject to the greater discount. If they are separate 
orders, then the larger quantity deserves and will receive the 40-percent dis- 
count, and the smaller will receive the 25-percent discount. In this case the 
additional assessment for preservation packaging or export packaging is a)- 
plicable only to that portion of the order which is to be packed other than in the 
standard commercial manner. 

Item 2. The cost of preservation packaging for storage or export packaging: 
This special handling is quoted at the rate of 10 percent of the total base price 
(standard list less deserved discount) of the pieces on which the quotation is 
made. The percentage assessment is the only possible way that a quotation can 
be made. 

Item 3. The manner in which prices to the Government, the manufacturer, 
and the distributor are arrived at: All prices are based, of course, on the basis 
of actual cost (raw material, tooling, labor, burden) and profit. The engine or 
equipment manufacturer is the prime customer for the Pierce Governor Co., 
Inc., for it is for his engine and/or his equipment that the governor is originally 
designed and tooled and built. Governors are not across-the-counter commodi- 
ties. Almost every instance requires a special unit designed to a specific re- 
quirement. Therefore, the manufacturer for whom the governor is designed 
receives a manufacturer’s net price which is calculated on the cost of tooling, 
material, labor, burden, and profit for a specific number of units over a specific 
period of time. This covers original equipment, installed on and sold with 
the complete engine or equipment sold by the manufacturer. Respondent units 
and parts therefore are regarded as service. These parts and governors are 
sold individually to users of the original equipment upon need and must be 
stocked. 

Therefore, service units and parts are quoted at a list price and sold at a 
quantity discount to national accounts and on distributor discount to authorized 
Pierce sales and service distributors. 

Distributors (authorized Pierce distributors) receive a discount of 50° per- 
cent. This is accorded because of overhead incurred and services rendered by 
distributors. Furthermore, the distributor must realize a profit from resale 
in order to stay in business and perform a service both to the customer and to 
the Pierce Governor Co., Inc. The resale discounts accorded by the distributor 
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are in no wise controlled by the Pierce Governor Co., Ine. He is limited only 
by the cost of his acquisition and the price at which he is willing to or able to 
sell. The Pierce Governor Co., Inc., requests that established list prices be 
maintained with regard to the end user except in cases where quantity pur- 
chase is deserving of a discount or where special conditions alter list-price 
considerations. 

Quantity discounts to national accounts who are not authorized distributors, 
but are privileged to buy direct from the factory because of the quantity of a 
single item which they buy under a single order or within a prescribed time 
limit and at prescribed quantity and frequency, are somewhat lower than 
distributor discounts for the simple reason that the Pierce Governor Co., Inc., 
then becomes the warehouser of the governors and parts and is deserving of 
revenue ovér and above the actual manufacturing cost-plus profit for the 
additional service. Such discounts run from 17% to 50 percent off list, depend- 
ing on quantity and handling. The formula is established and frozen. All 
national accounts are subject to the provisions of the formula. 

Government agencies, both civilian and military, are classified as national 
accounts. A Government agency will receive the same quotation from the 
factory on a given part in given quantity on each request, subject only to 
billing at prices prevailing at time of shipment. A Government agency may 
receive a differing discount quotation from a distributor or equipment manu- 
facturer for the simple reason that quoteer is at liberty to establish his own 
resale discounts on the basis of his established acquisition cost and personal 
policy of resale. 

Cordially, 
THe PIERCE GOVERNOR Co., INC., 
GLENN MILLs, Sales Promotion Manager. 





Exursit 54-11 
JuLy 30, 1951. 
By: J. A. Melody, Procurement. 
Subject : IFB-51-3515, item 3 price. 
With: Mr. A. W. Parsons, Schwitzer-Cummins Co., Indianapolis, Ind. 

Mr. Metopy. Mr. Parsons, on item 3 of IFB-3515 your bid on 3a is $5.70 and 
on 3b $6.95. Kenworth Motors is low bidder on a at $4.92 and b at $4.97. Ward 
LaFrance is second low on a at $5.02 and on b at $5.25. Biederman Motors Corp. 
is third low on a at $5.25 and on b at $5.25. All three are lower than you, can you 
explain to us how these three dealers can bid lower than your quote to the Gov- 
ernment on this item? Has an error been made? 

Mr. Parsons. No error has been made—that is our quote on this item. If we 
make an item for a dealer, it is our policy to have them furnish the part to the 
customer. 

Mr. Metopy. How do you account for the great differential of prices? 

Mr. Parsons. You see, down here we are manufacturing entirely on production 
and also are not set up as many of our dealers are to handle Government business. 
For instance, “Packaging’—we are not set up as are our dealers to take care of 
special packaging for Government business, therefore, our charges would be 
greater than our dealers on this item. 

Mr. Me.opy. Do you give your dealers a greater discount than you do the 
Government? 

Mr. Parsons. Yes, on volume business with our regular dealers, the discount is 
greater for it is on a volume scale price and goes through as a regular volume deal, 
the Government business has been not on a volume basis, mostly replacement 
parts in small quantities. 

Mr. Me.Lopy. Will you look into this quote and if any error has been made on 
your part or if you care to go into further detail on this deal, place it in the form 
of a letter and send it to me. 

Mr. Parsons. Yes, I will. 


J. A. MELopY. 
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Exuisit 54-12 
Aveust 6, 1951. 
By: A. F. Borez: Spare Parts Branch, Section No. 2. 
Subject: IF B-51-3549FS, Timken-Detroit, quote, Requisition G51—4028,. 
With: Fred A. Jeness, Timken-Detroit Axle Co. 


Mr. A. F. Borcz. Timken-Detroit items on IF B-51-3549. It is our under- 
standing that Timken-Detroit are the sole manufacturers of this material. 

Mr. F. A. JENEsS. Just a moment, I'll check—yes; they are all the way our 
items. 

Mr. A. F. Borez. W'hy has Timken-Detroit not submitted a quotation? 

Mr. F. A. JeNess. It is the policy of the Timken-Detroit Axle Co. not to quote 
at any time to the Government on the inquiries forwarded. We know that any- 
time the Government buys service items of our manufacture through our original 
users, they are getting a very good deal. In fact, they buy this material at a 
less price from our original users, than they possibly could from us. Because 
of their liberal service discount and know-how, we believe our original users 
are entitled to such service business as all manufacturers depend considerably 
upon their service business to carry them through bad periods. 

Timken-Detroit Axle Co. cannot see any possible way that the Government 
could get any better deal than buying this type of material through the manu- 
facturers who made the complete unit. In other words, the manfuacturer who 
made the complete unit should handle such service business and the Govern- 
ment should net depend upon the component part manufacturer such as our 
company. : 

When a company such as ours has a definite service policy for many, many 
years, same cannot be changed without seriously affecting our standing in the 
industry we serve. 

Mr. A. F. Borez. Mr. Jeness, would you care to give me in writing the policy 
of your company as to prices and manner of giving quotations? I would like 
to have a record of your policy to be on file so that we can readily explain your 
policy. 

Mr. F. A. JENEss. No; I will not give a letter. 

Mr. A. F. Borez. Thank you, sir. 


Exurstr 54-13 
Avaust 16, 1951. 
By: H. Fisher, Procurement Section No, 2. 
Subject: IFB-51-3600FS, Timken-Detroit, quote, requisition G51-387, Gd1- 
3285, and G51-38287. 
With: Mr. F. A. Jeness, Timken-Detroit Axle Co., Detroit, Mich. 

Mr. H. FisnHer. It is our understanding that Timken-Detroit is the manu- 
facturer of items on IFB-51-8600FS. 

Mr. F. A. JEness. Yes; these items are manufacturered by Timken-Detroit. 

Mr. H. Fisner. Then why does Timken-Detroit not bid on these items? 

Mr. F. A. Jeness. It is the policy of the Timken-Detroit Axle Co., not to 
quote to the Government, but to sell to the Government through companies 
that use Timken parts to build complete vehicles. 

Timken-Detroit Axle Co., contends that their users are entitled to this serv- 
ice business from the Government in times such as these, as they have to de- 
pend on their service business to carry them through bad periods. 

The Timken-Detroit Axle Co., has had this definite service policy in effect 
for many years and cannot change same without affecting their standing in 
the industry. 

(Signed) H. FrsHer. 


Exurisit 54-14 


JULY 2, 1951. 
By: Stanley J. Mazur, Procurement. 
Subject: IFB-51-3413. 
With: Miss Carlton and Mr. Orr, Universal Products. 
Called whether Mr. Edward was in. Miss Carlton advised he was not, but 
Mr. Orr, will talk with me relative the bid. I asked him for an explanation as 
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to why they bid on the item $22.02 and Chrysler bid $20. Then he answered that 
maybe their service price as compared with production quantities furnished 
Chrysler. I asked him if that is a current item with them and he said it was, 
it was started in 1941 and still is current. I then asked him to give me a letter 
to that effect. He said he would write a letter explaining the situation. 
STANLEY J. Mazur. 


JuLY 23, 1951. 


By : Maj. Francis E. Abrino, Director, Procurement Division. 
Subject : Item 4 (propeller shaft) of IFB No. DA—20-089-ORD-51-3413. 
With: Mr. Edwards, Universal Products Co., Ine. 

Major Abrino stated that it was his understanding that Universal Products 
was the manufacturer of subject item. However, on IFB No. DA-—20-089-ORD-— 
51-3413, Universal Products bid $22.02 for this item while Chrysler bid $20. 
Major Abrino asked how Chrysler could quote a cheaper price than Universal who 
was the actual manufacturer. 

Mr. Edwards stated that Universal Products has received 66 percent of all 
items they bid on and 57 percent of the dollar value bid on. He further stated 
that the item referred to and all items quoted on are priced according to Uni- 
versal’s standard pricing formula. Universal has no knowledge of price quoted 
by Chrysler or any other facility. 

Mr. Edwards also stated that the price quoted depends on the quantity and 
whether or not the item is in current production. If the item is in current 
production the price naturally will be less since there will be no set up charges. 
In some instances where the item is not in current production, the vehicle manu- 
facturer may have some in stock which were purchased during a production run. 
The vehicle manufacturer would be able to sell these items from stock cheaper 
than Universal who would have to set up to manufacture them. 

Major Abrino stated Mr. Orr was asked for a letter to this effect on July 2. 
This letter has not been received to date. Mr. Edwards said he would have Mr. 
Orr write the necessary letter. 

FRANcIsS £. ABRINO. 


UNIVERSAL Propucts Co., INC., 
Dearborn, Mich., July 24, 1951. 
Re: Bid for DA-20-089-ORD-51-8413 FS. 
COMMANDING OFFICER, 
Ordnance Tank Automotive Center, 
Detroit, Mich. 

GENTLEMEN: Under date of June 1, 1951, we bid on item No, 4 (21) propeller 
shaft, Chrysler CC—926798, our part No. 5160-19, at $22.02 each, net, f. 0. b. our 
plant. This item specified a quantity of 375 pieces. It is our understanding that 
Chrysler bid a price of $20 on this same item, and Ordnance has questioned how 
the Chrysler Corp. were able to underbid us. We are pleased to reply as follows: 

This particular item was used during World War II on the one-half and three- 
quarter—4 x 4 Army truck. Since the war, it has been used as a current produc- 
tion item on the Chrysler 1-ton power wagon. We sell Chrysler for current pro- 
duction at net production prices. This price is naturally less than the price that 
we would quote for a service item direct to Chrysler or to the Government. 

In our bid to the Government, this item was considered a replacement or service 
item, and we bid on a list less discount basis. It just so happens this part number 
is used in current production by Chrysler, and they are giving you the advantage 
of the lower price that they are able to receive from us on this particular item, 
and passing on the savings to the Government. This is our presumption, as we 
know nothing about Chrysler’s pricing policy to the Government, 

Trusting this answers the questions you may have in mind, we remain 

Very truly yours, 


UNIversAL Propucts Co., INc., 
H. B. Orr, Vice President—Nales. 
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Aveust 27, 1951. 
Exuisir 54-15 


TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


By: D. J. Molinaro, Section 6. 
Subject : IFB 52-52 items 11 (33), 12 (34) a. b. 
With: Mr. Decker, Ross Gear & Tool, Lafayette, Ind. 

As per conversation with Mr. Decker of Ross Gear, Mr. Molinaro received 
these facts: Ross Gear did not bid on subject IF'B because they could not get 
their prices together in time for the opening date. Their price on these items 
would have been 11 (33)—$13 export; 12 (34) a, b—$12.99 export; net 5 percent 
F. E. T.—180 days ARC—F., O. B. New Castle. 

D. J. MOLINARO. 


Aveust 21, 1951. 
Exutsir 54-16 


TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


iv: E. J. Ford, Section 6. 
Subject: Ross Gear items, IF'B 51-3623. 
With: Mr. Decker, Ross Gear & Tool Co., Lafayette, Ind. 

Subject IFB covers five items previously produced by Ross Gear & Tool Co.: 
Items 1 (12, 2 (19), 6 (81), 11 (40), and 12 (42). 

Subject company was circularized but did not bid. 

Our inquiry with Mr. Decker regarding this situation revealed these facts. 
Many of the parts that go to make up these items are contracted from outside 
sources, and the procurement of prices on these items were received too late 
for Ross Gear to assembly the figures and meet the opening date of the bid. 
Threfore they were not in a position to quote. 

E. J. Forp. 


AveustT 25, 1951. 
ExHrsit 54-17 


TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


For: E. J. Ford, by D. J. Molinaro, Section 6. 
Subject: IFB 51-3623. 
With: Mr. Decker, Ross Gear & Tool Co., Lafayette, Ind. 

As per conservation of this date with Mr. Decker of Ross Gear regarding 
items 1 (12), 11 (40), and 12 (42). 

Mr. Decker said that they would now be able to bid on these items, but that 
they eould give no assurance that their price would be less than that of Ward 
La France or Biederman Motors, who may have purchased these items long 
before present price increases and would then be able to bid less than Ross 
Gear. 

D. J. MOLINARO. 


Exursit 54-18 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


Aveust 27, 1951. 

By: D. J. Molinaro, Section 6. 
Subject: LFB 51-3623, item 1 (12). 
With: Mr. Decker, Ross Gear & Tool Co., Lafayette, Ind. 

Negotiator requested to contact contractor and original manufacturer for lower 
prices. 

Per conversation with Mr. Decker of Ross Gear, Mr. Molinaro received these 
facts regarding item 1 (12): $11.90 Domestic, $12,99 Export. 
: D. J. MoLINaro. 
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ExuHsiT 54-19 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


AvuaustT 27, 1951. 
By: D. J. Molinaro, Section 6, 
Subject : IFB 51-8623, items 11 (40) a and b 12 (42). 
With: Mr. Decker, Ross Gear & Tool Co., Lafayette, Ind. 

Board rejected and negotiator requested to contact contractor for lower Lrices. 
Also, contact original manufacturer. 

Per conversation with Mr. Decker of Ross Gear, Mr. Molinaro received these 
facts regarding item 11 (40): $8.38 Domestic, $9.47 Export; 12 (42): $0.066 
Domestic, $0:081 Export. 

D. J. MoLiNARo. 


EXHIBIT 54-20 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


AvuGust 28, 1951. 
$v: H. Fisher, Procurement Section No. 2. 
Subject: IFB 52-29 FS, Fuller Manufacturing Co., requisition G51-4027, item 
2 (47). 
With: Mr. Klump, Fuller Manufacturing Co., Kalamazoo, Mich. : 

Mr. H. FisHer. It is our understanding that Fuller Manufacturing Co., is the 
manufacturer of item 2 (47), requisition G51—-4027 on IFB 52-29 FS. 

Mr. KitumpP. Yes; this item is of our manufacture. 

Mr. H. FisHer. Then why did Fuller Manufacturing Co. not bid on this item? 

Mr. Kiump. It is the policy of the Fuller Manufacturing Co. not to sell service 
parts to the Government or any other fleet owner, but to Sell these parts through 
companies who use Fuller parts to build complete vehicles. 

The Fuller Manufacturing Co. has had this definite service policy in effect 
for many years and cannot change same without affecting their standing in the 
industry. 

Mr. H. FisuHer. Will you write us a letter setting forth this policy? 

Mr. KLumpP. Yes; we will write you such a letter, same should be in your hands 
in a day or two. 

H, FISHER. 


FULLER MANUFACTURING Co., 
Kalamazoo, Mich., August 28, 1951. 
TANK AUTOMOTIVE CENTER, 
1501 Beard Street, Detroit, Mich. 
(Attention: Stanley Mazur.) 

GENTLEMEN: This will have reference to our recent telephone conversation 
with Messrs. Fisher, Borez, and Godfrey of your department regarding our 
failure to quote on material of our manufacture. 

We have informed your department on several occasions the major reasons 
for our failure to quote on open bids originated by you. One of our reasons 
is the fact that we are original equipment manufacturers and as such our 
transmissions are serviced through the manufacturer of the equipment in which 
the transmissions are used. Another reason we have not quoted is because we 
have been unable to secure quotations on the special packaging required in time 
to meet your opening date. A check of your files will indicate that we have 
quoted on two or three opening dates but that the majority of them were not 
quoted upon. As we have explained to Mr. Godfrey and Mr. Borcz, our failure 
to meet your opening date is occasioned by the fact of our difficulty in finding a 
packaging house to handle our material and also who will quote upon this 
material in time for us to meet your opening dates. 

We trust that the above information has satisfactorily answered the question 
occasioned by our failure to quote on open bids. 

Very truly yours, 


FULLER MANUFACTURING Co., 
K. B. Kiump, Service Department. 





a or teed 
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Exursir 54-21 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 20, 1951. 

By: E. J. Ford, section 6. 
Subject: IFB 51-3622, item 9 (22). 
With: Mr. Tooker, Fuller Manufacturing Co., Kalamazoo, Mich. 

Contacted Mr. Tooker of Fuller Manufacturing Co. to determine why they 
did not bid on subject IFB. 

Mr. Tooker informs me that Fuller Manufacturing Co. did not receive the 
invitation although they were on the bid list. 

Letter of confirmation to follow. 

, E. J. Forp. 


FULLER MANUFACTURING Co., 
Kalamazoo, Mich., September 21, 1951. 
ARMY ORDNANCE TANK-AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention Mr. EB. J. Ford.) 

GENTLEMEN: Following our conversation of yesterday’s date, we are unable to 
find in our records that we received the quotation request in connection with 
Fuller part 6977 pedal shaft. We would further like to point out that this shaft 
was a part processed by us exclusively for the Ward La France Truck Corp. at 
Elmira, N. Y., only upon receipt of orders from them and then only in the 
amounts specified. 

Had we received the quotation request, we would have been unable to have 
the quotation in your hands at the time of opening as it takes us quite some 
time to secure costs on Government packaging. This packaging is not performed 
by us due to the fact that we lack the manpower and packing facilities. 

Very truly yours, 
FULLER MANUFACTURING COoO., 
B. S. Tooker, 
Service Manager. 


ExHIpiT 54-22 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 12, 1951. 

By: M. Goldsmith, Procurement, Section 2. 
Subject: IF B-52-19FS 2 (48) a and b, 3 (87), 4 (88) a and b. 
With: Mr. Don Brown, Clark Equipment Co., Buchanan, Mich. 

It is our understanding that Clark Equipment Co. is the manufacturer of— 
Item 2a—-b (48), shaft-rod, transmission gear, CE-3422 (S885 each). 
Item 8 (37), shaft, transmission-with-nut assembly, CE-3420 (384 each). 
Item 4a—b (38), lug, shift, first-speed-and-reverse assembly, CE-50231 (1299 

each). 

Why didn’t Clark Equipment bid on these items? 


Mr. Brown will check sales department and call back. 
M. GoLDsMITH. 


TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 28, 1951. 
By: M. Goldsmith, Procurement, Section 2. 
Subject : IFB-52-18FS 2 (48) a and b, 3 (37), 4 (38) a and b. 
With: Mr. Bill Bohl, Clark Equipment Co., Buchanan, Mich. 


Mr. Don Brown referred this call to Mr. Bill Bohl, who was previously out of 
town. 

He stated that the Clark Equipment Co. did not quote to the Government as 
they were not set up for packaging, inspection, etc., and therefore cannot quote 
to the Government, 
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Clark Equipment is quoting to the Diamond T Motor Car Co. for these items. 
Mr. Bohl stated that he would send a letter on his company’s policy with 
reference to Government business next Monday. 
M. GoLDsMITH. 


CLARK EQUIPMENT Co., 
Buchanan, Mich., September 28, 1951. 
ORDNANCE TANK AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention: M. Goldsmith.) 

GENTLEMEN : I wish to refer to our telephone conversation of this morning as 
to why we have not, in the past, bid on invitations for component parts of trans- 
missions manufactured by us. 

I believe a little background regarding our automotive products would help 
clarify the situation. We do not manufacture a so-called stock line of transmis- 
sions. All of the transmissions that we manufacture are designed for a specific 
installation, and the special tooling for this model is paid in part by the vehicle 
manufacturer, consequently the component parts of this transmission are sold 
only to the vehicle manufacturer who used this transmission in the production of 
new vehicles. 

All of our shipments of parts have been made direct to the vehicle manufac- 
turers, and this has not required any special processing or packing, consequently 
we have a very small shipping department and no special equipment such as 
required for packaging and shipping in accordance with Government specifi- 
cations. 

The truck manufacturers for whom we have supplied transmissions, for exam- 
ple, Diamond T, Federal, and General Motors Truck & Coach have all established 
separate shipping departments to handle Government contracts. These depart- 
ments have all of the special equipment required for processing, packing, mark- 
ing, and boxing in accordance with Ordnance specifications. They also have the 
know-how, that is learned only from experience. This we do not have. If we 
were to ship the parts as a prime contractor instead of as a subcontractor, it 
would be necessary for us to enlarge our quarters, and duplicate the set-up al- 
ready provided by the truck manufacturers, and this you can readily see would be 
quite an expensive deal for the volume we would ship. 

I trust that this letter will help clarify our position, and enable you to continue 
procuring parts from the vehicle manufacturer. 

Very truly yours, 
CLARK EQUIPMENT Co., 
W. J. Bout, 
Supervisor, Parts Department, Automotive Service Division. 


ExHIsit 54-23 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 
SEPTEMBER 12, 1951. 

3yv: M. Goldsmith, Procurement, Section 2. 
Subject : IFB-52-19FS, item 1 (47). 
With: Mr. L. BE. Mauchmer, Fuller Manufactuing Co., Kalamazoo, Mich. 

It is our understanding that Fuller Manufacturing Co. is the manufacturer of 
item 1 (47), FUL-5855, fork shifting transmission. 

Mr. Mauchmer stated that Mr. K. B. Klump, who usually handles these matters, 
is out of town. 


Mr. Mauchmer will check this matter and send letter. 
M. GOLpsMITH. 


TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 28, 1951. 


By: M. Goldsmith, Procurement, Section 2. 

Subject: IFB-52-19FS, item 1 (47). 

With: Mr. L. E. Mauchmer, Fuller Manufacturing Co., Kalamazoo, Mich. 
Referred call to Mr. K. B. Klump who stated that Fuller could not quote to the 

Government because : 
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1. They are primarily a service organization for truck manufacturers. 
2. They have no packaging facilities in their area and cannot get a pack- 
aging quotation in time to submit a bid. 
Referred us to Fuller Manufacturing Co. letter to OTAC on policy dated August 


28, 1951. 
M. GOLDSMITH. 


FULLER MANUFACTURING Co., 
Kalamazoo, Mich., August 28, 1951. 
TANK AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention: Stanley Mazur.) 

GENTLEMEN: This will have reference to our recent telephone conversation 
with Messrs. Fisher, Borez, and Godfrey of your department regarding our 
failure to quote on material of our manufacture. 

We have informed your department on several occasions the major reasons 
for our failure to quote on open bids originated by you. One of our reasons is 
the fact that we are original equipment manufacturers and as such our trans- 
missions are serviced through the manufacturer of the equipment in which the 
transmissions are used. Another reason we have not quoted is because we have 
been unable to secure quotations on the special packaging required in time 
to meet your opening date. A check of your files will indicate that we have 
quoted on two or three opening dates but that the majority of them were not 
quoted upon. As we have explained to Mr. Godfrey and Mr. Borez, our failure 
to meet your opening date is occasioned by the fact of our difficulty in finding a 
packaging house to handle our material and also who will quote upon this 
material in time for us to meet your opening dates. 

We trust that the above information has satisfactorily answered the ques- 
tion occasioned by our failure to quote on open bids. 


Very truly yours, 
FULLER MANUFACTURING Co., 
K. B. Kiump, Service Department. 


Exnisit 54-24 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 10, 1951. 


By: M. Goldsmith. 

Subject : IF B-52-21, item 2 (20) and 3 (18). 

With: Mr. Moreum, Manager defense service department, Dana Corp. (Spicer 
Manufacturing Division, Toledo, Ohio. 


Spicer high bidder 
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The Dana Corp. was asked if they would offer lower price. Mr. Morcum states 
that they would not. 

Mr. Morcum stated that Dana Corp. quoted to five ofher companies including 
Biederman on item 3 (18). They quote the same price to all f. 0. b. Toledo, with- 
out packaging. 

When they quote to the Government, they use the same price as a basis and 
add packaging costs and transportation costs (items sometimes prepacked in 
Cleveland). Dana Corp. then subcontracts their packaging. 

Mr. Morcum does not recall quoting to anyone else on item 2 (20). 

Mr. Morcum says that he cannot send a letter covering the company’s policy 
on above. 

Dana Corp. did not quote on item 1 (4), Clip, as this item is obsolete, it is 


out of production, and tools are available no longer. 
M. GoLpsMITH. 








876 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


ExHipBir 54-25 
TELEPHONE CONVERSATION MEMORANDUM 


By: H. McAuley, No. 1, spare parts branch. ; 

Subject: LFB 52-139 FS, item 3 (55). 

With: Mr. Morcum, manager, defense service department, Dana Corp. (Spicer 
Manufacturing Division), Toledo, Ohio. 

Item 3 (55): 
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The Dana Corp. was asked if they would offer lower price. Mr. Morcum states 
that they would not. 

Mr. Morcum stated that Kenworth Motor Truck Corp. is a preferred customer 
and would receive the same price from Dana Corp. as Dana Corp. would offer 
the Government. 

When Dana quotes the Government, they use the same price as a basis and 
add packaging and transportation costs (items sometimes prepacked in Cleve- 
land). Dana Corp. then subcontracts their packaging. 

The difference between the Dana Corp. price and that of Kenworth Motor 
Truck Corp. could be explained by the fact that Kenworth is, perhaps, better 
equipped to do the Government packaging. The difference in delivery was 
explained by the fluctuating market and difference in time bids are received. 
Mr. Morcum stated, for instance, that a 2-day difference in receipt of bid could 
explain the month difference in delivery promised. 

Mr. Morcum stated that he cannot send a letter covering the company’s policy 
at this time. He said, however, that he would take this matter up with top 
management to see if such a letter could be written, thus eliminating further 
calls on Similar matters. 

H. McAvuLey. 


ExHisir 54-26 
TRLEPHONE CONVERSATION MEMORANDUM (OUTGOING ) 


September 7, 1951. 
sy: M. Goldsmith. 
Subject : IFB—52-18 FS, item 2(24) shaft, manufacturer’s part No, GW-A13-463. 
With: D. F. Wilbur, assistant sales manager, Blood Bros., Allegan, Mich. 
Does Blood Bros. manufacture the subject item? 
Is Blood Bros. supplying this item to the Federal Motor Truck Co. and Gar 
Wood industries, Ine. ? 
Con Blood Bros. submit a new quotation for a lower amount? 
Can Blood Bros. submit a quotation for this item as low as the one it is sub- 
mitting to Federal and others? 
Mr. D. F. Wilber, assistant sales manager, stated that he thought that Blood 
sros. was supplying this item to Federal Motors and Gar Wood but that he could 
not submit a better quotation to the Government. He referred us to Blood Bros. 
letter to the Ordnance Tank-Automotive Center dated July 27, 1951, which sets 
forth Blood Bros. bidding policy regarding Government business. 
M, GoLpsMITH. 


BiLoop Bros. MACHINE Co., 
DIVISION OF STANDARD STEEL SPRING Co., 
Allegan, Mich., July 27, 1951, 


DEPARTMENT OF THE ARMY, 
Ordnancé Tank-Automotive Center, Detroit, Mich. 
(Attention: Mr. Mazur.) 

Dear Mr. MAzur: Confirming my telephone conversation with you this morn- 
ing, with reference to your questions regarding our bid on your invitation No. 
51-3548 FS, wish to advise that the policy of this company has been, for 
25 years and still is, to sell all replacement parts, or service items, on an 
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established Hst price subject to various discounts, depending on who is buying 
these items. Our original users, who are the people who buy our product to 
put on trucks, tanks, industrial equipment, ete., that they build year in and year 
out, get a 60 percent discount from our list prices. Parts houses-——and we deal 
with only a very few of these—get a 50 percent discount, garages 25 percent 
discount. 

It has always been our feeling that our original users, upon whom we depend 
for our year-in and year-out business, are entitled to the best deal on service 
parts and therefore they get the best discount, namely, 60 percent. This 60 per- 
cent discount brings the cost of the service part down very:close to our best 
production prices. 

On Government bids, as you know, your inquiries go out to hundreds of people 
and when customers of ours who have built the item for the Government on 
Which our product was used get these inquiries, they naturally bid on same 
using as their cost figure our list price less the 60 percent discount plus the 
packaging charges. As you know, most of these Government bids call for special 
packaging and many of our customers have set up packaging departments in 
their own plants, or have arrangements with some other firm to do the packaging 
on an economical basisi. 

Our company has no packaging facilities and when we do furnish material 
direct to the Government subject to Government packaging specifications, we 
have to have same done through a commercial packaging house. 

In most instances when we get a Government inquiry we have to get a price in 
within a few days time, not even giving us a chance to get a price from a pack- 
aging house, because we would either have to send prints or parts down to the 
packaging house to get quotations on same, and this takes in many instances 2 
or 3 weeks. By that time the bid has been opened. 

We know that any time the Government buys service items of our manufacture 
through our original users, they are getting a very good deal. In fact they buy 
this material at a less price from our original users than they possibly could 
from us because of their liberal service discount and the fact that they have the 
packaging facilities and know-how. 

We believe our original users are entitled to such service business, as all manu- 
facturers depend considerably upon their service business to carry them through 
bad periods. 

As long as the Government sends out hundreds of inquiries on the same item, 
the writer cannot see any possible way that the Government could get any better 
deal than through buying this type of material through the manufacturers who 
made the complete unit. In other words, the manufacturer who made the com- 
plete unit should handle such service business and the Government should not 
depend upon the component part manufacturer, such as our company. 

When a Company such as ours has had a definite service policy for many, many 
years, Same cannot be changed without seriously affecting our standing in the 
industry we serve. 

Very truly yours, 
Broop Bros. MACUINE Co., 
Div., STANDARD STEEL SPRING Co., 
G. R. WILBER, 
Vice President and General Manager. 


Exuisit 54-27 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 24, 1951. 


By: A. F. Borez, section 2. 

Subject: IFB DA-20-113-ORD-52-27 FS reference Blood Bros. quote on 5360 
Requisition G51—4027. 

With: G. R. Wilber, Blood Bros. Machine Co., Allegan, Mich. 


Mr. A. F. Borez. Blood Bros. items on IFB 52-27FS. Reference Blood Bros. 
quote No. 5360. 

Mr. G. R. Wicser. Just a moment, I’ll check—Yes, they are all the way our 
items. 
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Mr. A. F. Borcz. Why has Blood Bros. submitted a higher quotation than the 
vehicle manufacturers, would Blood Bros. agree to enter into negotiations for a 
lower price. 

Mr. G. R. Wuzzer. No, Blood Bros. would not enter into negotiations for a lower 
price. Blood Bros. policy is the same as outlined in their letter to OTAC, 

A. F. Borcs. 


TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 24, 1951. 
By: A. F. Borez, section 2. 
Subject: IFB DA-—20-113-ORD-52-27 FS, item 3 (66), 4 (75) requisition 

G51—4027. 

With: Wiliam Morcom, Dana Corp., Toledo, Ohio. 

Mr. A. F. Borez. Spicer item on IFB 52-27FS. Reference Dana Corp. quote on 
subject IFB. 

Mr. Wri~r1amM Morcom. Just a moment, I'll check—yes, they are all the way 
our items. 

Mr. A. F. Borcz. Why has Dana Corp. submitted a higher quotation than the 
vehicle manufacturers? Would Dana Corp. agree to enter into negotiations for a 
lower price? 

Mr. WILLIAM Morcom. No, Dana Corp. quotes the Government and the vehicle 
manufacturer the same price; on the other hand, Dana Corp. has no packaging 
and packing facilities, and ships the material to the vehicle manufacturer un- 
packed. The vehicle manufacturer has his own packaging facilities, thereby 
cutting the overhead. We know that any time the Government buys service 
items of our manufacture, through our original users, they are getting a very 
good deal. In fact, CTAC can buy this material at a less price from our original 
users than they possibly could from us. Therefore, Dana Corp. does not agree 
to enter into negotiations for a lower price. 

Mr. A. F. Borez. Mr. William Morcom, would you care to give me in writing 
the policy of your company as to prices and manner of giving quotations? I 
would like to have a record of your policy to be on file so that we can readily 
explain your policy. 

Mr. Wiitt1amM Morcom. No, I will not give a letter. 

Mr. A. C. Borcez. Thank you, sir. 

A. F. Borcz. 


BLoop Bros. MACHINE Co., 
DIVISION OF STANDARD STEEL SPRING Co., 
Allegan, Mich., July 27, 1951. 
DEPARTMENT OF THE ARMY, 
Ordnance Tank-Automotive Center, Detroit, Mich. 
(Attention: Mr. Mazur) 

Dear Mr. Mazur: Confirming my telephone conversation with you this morn- 
ing, wtih reference to your questions regarding our bid on your invitation No. 
51-3548 FS, wish to advise that the policy of this company has been, for 25 
years and still is, to sell all replacement parts, or service items, on an established 
list price subject to various discounts, depending on who is buying these items. 
Our original users, who are the people who buy our product to put on trucks, 
tanks, industrial equipment, etc., that they build year in and year out, get a 
60 percent discount from our list prices. Parts houses—and we deal with only 
a very few of these—get a 50 percent discount, garages 25 percent discount. 

It has always been our feeling that our original users, upon whom we depend 
for our year-in and year-out business, are entitled to the best deal on service 
parts and therefore they get the best discount, namely 60 percent. This 60 
percent discount brings the cost of the service part down very close to our best 
production prices. 

On Government bids, as you know, your inquiries go out to hundreds of people 
and when customers of ours who have built the item for the Government on which 
our product Was used get these inquiries, they naturally bid on same using as 
their cost figure our list price less the 60 percent discount plus the packaging 
charges. As you know, most of these Government bids call for special packaging 
and many of our customers have set up packaging departments in their own 
plants, or have arrangements with some other firm to do the packaging on an 
economical basis. 
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Our company has no packaging facilities and when we do furnish material 
direct to the Government subject to Government packaging specifications, we 
have to have same done through a commercial packaging house. 

In most instances when we get a Government inquiry we have to get a price 
in within a few days’ time, not even giving us a chance to get a price from a 
packaging house, because we would either have to send prints or parts down to 
the packaging house to get quotations on same, and this takes in many instances 
2 or 3 weeks. By that time the bids have been opened. 

We know that any time the Government buys service items of our manu- 
facture through our original users, they are getting a very good deal. In fact 
they buy this material at a less price from our original users than they possibly 
could from us because of their liberal service discount and the fact they they 
have the packaging facilities and know-how. 

We believe our original users are entitled to such service business, as all manu- 
facturers depend considerably upon their service business to carry them through 
bad periods. 

As long as the Government sends out hundreds of inquiries on the same item, 
the writer cannot see any possible way that the Government could get any bet- 
ter deal than through buying this type of material through the manufacturers 
who made the complete unit. In other words, the manufacturer who made the 
complete unit should handle such service business and the Government should 
not depend upon the component part manufacturer, such as our company. 

When a company such as ours has had a definite service policy for many, 
many years, same cannot be changed without seriously affecting our standing 
in the industry we serve. 

Very truly yours, 


Bioop BRos. MACHINE Co., 

DIVISION STANDARD STEEL SPRING Co. 
G. R. WILBER, 

Vice President and General Manager. 


EXHIBIT 54-28 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 17, 1951. 


By: Alex R. Gordon, Procurement. 

Subject: IFB 52-56 FS, shaft with safety clutch drive, manufacturer part No. 
GW 6Y6470. 

With: D.F. Wilbur, assistant sales manager, Blood Bros., Allegan, Mich. 


Does Blood Bros. manufacture subject item? 

Is Blood Bros. supplying this item to Oakland Truck Sales, Inc., U. 8S. Motor 
Truck Sales and Gar Wood Industries? 

Why didn’t Blood Bros. submit a bid on subject Invitation for Bids? 

Mr. D. F.. Wilbur, assistant manager, stated that Blood Bros. does manufacture 
the subject item, and that they were supplying this item to Gar Wood Industries, 
and have given U. S. Motor Truck Sales a firm commitment to deliver subject 
item in 120 to 180 days after receipt of formal order. Mr. D. F. Wilbur further 
stated that Blood Bros. has issued no commitment to Oakland Truck Sales 
for subject item, or component parts thereof and that they will not have any 
business dealings with Oakland Truck Sales, Ine. 

Mr. Wilbur referred the undersigned to Blood Bros. letter to the Ordnance 
Tank-Automotive Center dated July 27, 1951, which set forth Blood Bros. bidding 
policy regarding Government business. Copy of said letter attached hereto. 


ALEX R. GORDON, 
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Boop Bros. MACHINE Co., 
DIVISION OF STANDARD STEEL SPRING Co., 
ALLBGAN, MICH., July 27, 1951. 
DEPARTMENT OF THE ARMY, 
ORDNANCE TANK-AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention: Mr. Mazur.) 

DEAR Mr. Mazur: Confirming my telephone conversation with you this morn- 
ing, With reference to your questions regarding our bid on your invitation No. 
51-3548 FS, wish to advise that the policy of this company has been, for 25 years 
and still is, to sell all replacement parts, or service items, on an established list 
price subject to various discounts, depending on who is buying these items. Our 
original users, who are the people who buy our product to put on trucks, tanks, 
industrial equipment, ete., that they build year in and year out, get a 60 percent 
discount from our list prices. Parts houses—and we deal with only a very few 
of these—get a 50 percent discount, garages 25 percent discount. 

It has always been our feeling that our original users, upon whom we 
depend for our year in and year out business, are entitled to the best deal on | 
service parts and therefore they get the best discount, namely 60 percent. This 
60 percent discount brings the cost of the service part down very close to our 
best production prices. 

On Government bids, as you know, your inquiries go out to hundreds of people 
and when customers of ours who have built the item for the Government on which 
our product was used get these inquiries, they naturally bid on same using as 
their cost figure our list price less the 60 percent discount plus the packaging 
charges. As you know, most of these Government bids call for special packaging 
and many of our customers have set up packaging departments in their own 
plants, or have arrangements with some other firm to do the packaging on an 
economical basis. 

Our company has no packaging facilities and when we do furnish material 
direct to the Government subject to Government packaging specifications, we have 
to have same done through a commercial packaging house. 

In most instances when we get a Government inquiry we have to get a price in 
within a few days’ time, not even giving us a chance to get a price from a packag- 
ing house, because we would either have to send prints or parts down to the 
packaging house to get quotations on same, and this takes, in many instances, 
2 or 3 weeks. By that time the bid has been opened. 

We know that any time the Government buys service items of our manufacture 
through out original users they are getting a very good deal. In fact, they buy 
this material at a less price from our original users than they possibly could from 
us because of their liberal service discount and the fact that they have the pack- 
aging facilities and know-how. 

We believe our original users are entitled to such service business, as all manu- 
facturers depend considerably upon their service business to carry them through 
bad periods. 

As long as the Government sends out hundreds of inquiries on the same item, 
the writer cannot see any possible way that the Government could get any better 
deal than through buying this type of material through the manufacturers who 
made the complete unit. In other words, the manufacturer who made the com- 
plete unit should handle such service business, and the Government should not 
depend upon the component-part manufacturer, such as our company. 

When a company such as ours has had a definite service policy for many, many 
years, same cannot be changed without seriously affecting our standing in the 
industry we serve. 

Very truly yours, 
Bioop Bros. MACHINE Co., 
DIVISION STANDARD STEEL SPRING Co., 
G. R. WILBER, 
Vice President and General Manager. 
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Exuipir 54-29 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


Aveust 29, 1951. 
By: H. Fisher, Procurement Section 2. 
Subject: Item 1 (20) a and b, requisition C51—4027, IFB 52-29 FS. 
With: F. A. Jeness, Timken-Detroit Axle Co., Detroit, Mich. 

Mr. H. Fisuer. It is our understanding that Timken-Detroit is the manufac- 
turer of item 1 (20) a and b on IFB 52-29 FS. 

Mr. F. A. Jeness. Yes; the above item is manufactured by Timken-Detroit 
Axle Co. 

Mr. H. Fisuer. Then why did Timken-Detroit Axle not bid on this item? 

Mr. F. A. Jeness. It is the policy of the Timken-Detroit Axle Co. not to quote 
to the Government, but to sell to the Government through companies that use 
Timken parts to build complete vehicles. 

Timken-Detroit Axle Co. contends that their users are entitled to this service 
business from the Government in times such as these, as they have to depend on 
their service business to carry them through bad periods. 

The Timken-Detroit Axle Co. has had this definite service policy in effect for 
many years and cannot change same without affecting their standing in the 
industry. 

Mr. H. FisHer. Will you write us a letter setting forth this policy? 

Mr. F. A. Jeness. A letter is in process of being written up and same will be 
mailed you very soon. 

H. Fisner. 


ExHIBIT 54-30 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 7, 1951. 
By: P. D. Godfrey, Spare Parts Branch, Procurement Division, Section 2. 
Subject: IFB 52-20 FS, Timken-Detroit quote requisition G51-874, G51-605, 
G51-607, G51-188, G51-3819. 
With: Mr. Fred A. Jeness, Timken-Detroit Axle Co., Detroit, Mich. 

Mr. P. D. Goprrey. It is our understanding that Timken Detroit is the 
manufacturer of items on IFB 52-20 FS. 

Mr. F. A. JeENESS. Yes, these items are manufactured by Timken-Detroit Axle 
Co. 

Mr. P. D. Goprrey. Then why does not Timken-Detroit not bid on these items? 

Mr. F. A. JeNess. It is the policy of the Timken-Detroit Axle Co. not to quote 
to the Government, but to sell to the Government through companies that use 
Timken parts to build complete vehicles. 

Timken-Detroit Axle Co. contends that their users are entitled to this service 
business from the Government in times such as these, as they have to depend 
on their service business to carry them through bad periods. 

The Timken-Detroit Axle Co., has had this definite service policy in effect for 
many years and cannot change same without affecting their standing in the 
industry. . 

P. D. Goprrey. 
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Exuisit §4-31 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 11, 1951. 
By: E. J. Ford, Section 6. 
Subject : Timken axle part TD—A3219R 1318 IFB 51-3622. 
With: Mr. Janess, Timken Detroit Axle. 

In reply to our inquiry as to why Timken Axle did not bid on the subject item. 

Mr. Janess advised me to review his letter to Mr. Rotherick which covers their 
policy on matters of this nature. 

Avueust 30, 1951. 
For the COMMANDING GENERAL, 
Ordnance Tank-Automotive Center, Detroit, Mich. 
(Attention: Mr. Howard L. Edmonds, Captain, Ordnance Corps Assistant. ) 

GENTLEMEN : In answer to your request of August 20, we wish to state that we 
have historically, both in our civilian and military business transactions, assumed 
the role of the subcontractor. Our business is entirely a wholesale business and 
we have no facilities for selling at retail or for the handling of supply contracts 
as a prime contractor. 

In connection with this subject of the Ordnance Department purchasing spare 
parts direct from the unit manufacturer, we think the following explanation of 
how the industry functions in this respect will be of interest to you. 

The service parts business has long been an important part of the truck manu- 
facturer’s sales. This so-called after market business helps support his factory 
in times when production of new vehicles is at a low ebb and also is an important 
factor in supporting his dealer or branch organization. It has been the custom 
of the industry for many years to rely upon the truck manufacturer to stock 
service parts at his factory and in the field so that these will be readily available 
for the owner of the vehicle. It has been considered his responsibility to carry 
these parts so that they will be available; in some cases, the vehicle builder being 
called upon to service vehicles more than 25 years old. 

During World War II, all concurrent spares were purchased from the vehicle 
builder, processed by him and shipped to the Armed Forces along with the vehicles 
they were producing. 

At the end of World War II enormous stocks of these parts were sold or 
scrapped and for many years there was no demand for these parts. The truck 
builder and the parts maker still felt the responsibility for being able to supply 
service parts for the vehicles they had manufactured even though they had no 
idea that these vehicles would ever be put back in service or parts required. 
Therefore, dies, patterns, jigs, and fixtures were kept on hand at considerable 
expense so that when the demand for these parts came, they were able to quickly 
put them back in production. 

The parts maker is not in a position to accurately determine what parts are 
required to service the vehicle. Neither is he in a position to sell these parts 
direct to the user of the vehicle. His business is not set up to handle such 
orders, since he is entirely dependent if normal times on the vehicle manufacturer 
to stock these parts and the vehicle maker, in turn, buys them in large lots from 
the parts maker. While the average parts maker serves practically all of the 
vehicle makers, including those who make some portion of the units themselves, 
he has a particularly keen desire to see.that the independent truck producer, 
who uses his product and does not manufacture units, stays in business. The 
United States Government should also be interested in seeing that these so-called 
independent producers are available in time of emergency. The importance 
of this group cannot be underestimated and their performance in World War II 
is a good example of what they can do when the necessity arises. The following 
list is not complete, but illustrates the point, as it shows the military vehicles 
produced in World War II by a few representative independent truck manufac- 
turers. 


Studebaker 
Federal 
Diamond T 
Reo 

The so-called integrated manufacturer who claims to make all of the units in 
his truck actually does not do so. But, for the sake of argument let us assume 
that he does make everything in the truck. He has, for example, a transmission 
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plant, an axle plant, a radiator plant and an engine plant. In order that he may 
be competitive, each of these production units must be as efficient as the parts 
maker who competes with him and who makes only one of these products. In 
most cases, therefore, the integrated manufacturer has an entirely separate 
operation for each of the major units and these separate entities sell their product 
to the assembly plant. In so doing, they make an inter-plant profit on the trans- 
action, and actually the final assembly line, where the truck is put together in 
the integrated manufacturer’s plant, is no different than the final assembly line 
in the independent truck producer’s plant, who purchases these units from the 
independent parts makers. 

It would not be possible for anyone to bypass the truck assembler in the inte- 
grated plant and go direct to his transmission, engine or axle plants and buy parts 
direct from them. As a matter of,fact, most of these integrated companies have 
a service parts division and all parts must be purchased through this division. 
It can, therefore, be seen that a profit is added in the service division. The result 
is that the cost of these parts, when purchased from the truck assembly plant of 
the so-called integrated manufacturer is no less than when it is purchased from 
the so-called independent assembled truck manufacturer who buys his parts from 
the independent unit producer. If this were not so, the independent producer 
could not long remain competitive. 

Let us look at this another way to show how important it is that the parts 
business be retained by the truck assembler. 

Let us assume the Government is taking sealed bids, which was the practice 
prior to Korea, on 10,000 trucks. One of the bidders is an integrated manu- 
facturer from whom he purchases the original units to build the truck. He 
therefore, must bid a higher price on the trucks, which eliminates him as a 
competitor and means eventually higher prices for all trucks purchased. Is it 
the intention of the Ordnance Department to eliminate the independent job they 
have done for the Ordnance Department in the past? 

Very truly yours, 
THe TIMKIN-Derroir AXLE Co., 
F. A. JENNESS, 
Sales Department, Government Contracts. 


ExHisit 54-32 


TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 5, 1951. 
By: H. Fisher, Procurement, Section No. 2. 
Subject : Item 4 (S82) a and b, Requisition G51-—4027, IFB 52-29 FS. 
With: Mr. Simpson, Mechanics Universal Joint Division, Rockford, Il. 

Mr. H. FisHer. Item 4 (S82) on IFB 52-29 FS, universal joint cap screw is 
manufactured by your company, is it not? 

Mr. Simpson. Yes, we manufacture that item. 

Mr. H. FisHer. Then why is your bid higher than that of the International 
Harvester Co,? 

Mr. Srmpson. International Harvester has its own processing plant, where as 
we have to send out items outside for processing and it costs us more to do this 
work than it does International Harvester, therefore, we have to bid higher. 

Mr. H. FisHer. Will you send us a letter stating these facts? 

Mr. Simpson. Yes, we will mail a letter to this effect today. 

H. FISHER. 


TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 7, 1951. 
By: H. Fisher, Procurement, Section 2. 
Subject: IF B 52-29 FS. 
With: Mr. Simpson, Borg-Warner Corp., Mechanics Universal Joint Division, 
Rockford, Ill. 

Mr. Fisuer. Would your company negotiate with the Government at a lower 
price? 

Mr. Simpson. We quote the same price to all of our customers, and the only 
time we quote higher prices is when we have to take into consideration packing 
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and packaging costs, and therefore we would not be in a position to quote lower 
prices to the Government. 
H. FIsHer. 


MECHANICS UNIVERSAL JoInt Division, 
Rockford, Ill., September 7, 1951. 
DEPARTMENT OF THE ARMY, 
Ordnance Tank-Automotive Center, 
Detroit, Mich. 
(Attention of Mr. H. Fisher.) 

Dear Mr. Fisuer: In reply to your telephone conversation to our Mr. W. J. 
Simpson relative to contract DA-20-089-ORP-52-29-FS, on our quotation of 
1,000 pieces part No. 5137—J screw, item No. 4a, (82) at a price of $0.08, We wish 
to advise that the reason for our quotation is that the cost of the screw is $0.05 
net each, whereas the processing charge which must be accomplished by a 
processing manufacturer is $0.03 per piece. 

We are not equipped to do our own processing and must accept the bids for 
processing as submitted to us, and incidentally, we obtained quotations for 
processing from two sources. 

International Harvester Co., who no doubt do their own processing may have 
this processing accomplished at a fraction of $001 and, therefore, are able to 
quote a cheaper price than what we could accomplish. 

Trusting this infermation is acording to your desires, we are 

Yours very truly, 
L. C. Linpvant, Service Manager. 


ExHIsit 54-33 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


OcToBER 19, 1951. 
By: E. J. Ford, section 6. 
Subject: Item 13 (18) on IFB 3486. 
With: Mr. Hubley, Auto Car Co., Ardmore, Pa. 
What about: In reply to inquiry as to why the Auto Car Co., the prime contractor, 
did not bid on the subject item. 
We quote Mr. Hubley, Government parts sales manager, of the Auto Car Co.: 
“Subject item is a fabricated sheet metal part and at the present time our 
sheet metal division is oversold with prior commitments, and have no open 
capacity to accept any further orders in this particular division of their produc- 
tion facilities. Therefore, they deemed it best not to bid on subject item. 
E. J. Forp. 


ExHIBIT 54-34 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


OcToBER 10, 1951. 
By: C. E. Haynes, Procurement. 
Subject : IF B-—52-229 FS. 
With: Mr. Fred Bode, White Motor Co., Cleveland, Ohio. 

Mr. Haynes. We would like to refer you to IFB-52-229. Your bid on this 
item is higher than your dealer. 

Mr. Bop. Our dealers operate independently of us and they have a right to 
bid any price they please. Our bid price is firm and the best we can offer and we 
are not interested in what our dealers offer. 

F C. E. HAYNES. 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


Exuipir 54-35 


TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


Aveust 23, 1951 

3y: D. L. Lytle, section 6. 

Subject : Re: IF B-3621 FS, items 3, 11. 

With: Mr. Call, Houdaille Hersey Co., Buffalo, N. Y. 

What about: Phone call made to the above company to determine why their 
quotation was higher on the subject items than that of their dealers or dis- 
tributors. 

Mr. Call of this conmpany stated as follows: 

“Our facilities are not set up for packaging in accordance with AXS 1222 
packaging specifications, and our resulting cost are higher than our distributors 
and this accounts for our higher bid.” 

September 6: Mr. Call promised to confirm the above with a letter, but none 


has been received. 
D. L. LYTLE. 


ExuIbit 54-36 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 11, 1951. 
By: H. L. Smith, Section 7. 
Subject: IF B 52-49. 
With: H. H. Stilson, vice president, William F,. McGraw & Co., Detroit, Mich. 
What About: This invitation contains 20 items consisting of socket head cap 
screws. Invitations were distributed to 61 potential sources of supply and 11 
bids received. A survey was requested on William F,. McGraw & Co., a dealer 
who while not solicited or on bidders list was the low responsive and responsible 
bidder. This appears odd inasmuch as all the leading manufacturers of this 
class of material were solicited and reported to have a large backlog of orders. 

Consequently Mr. Stilson, vice president of the company, was contacted in an 
endeavor to determine source of supply and just how he is able to secure this 
material and underbid the leading manufacturers. 

The McGraw Co., received quotations on subject items from two different 
manufacturers whom they prefer not to divulge. After bids were opened they 
found they were high on some items and low on others so they went back to man- 
vfacturers and had them recheck quotations and claim same are O. K. as sub 
mitted, and that they are not a fly-by-night outfit but a reliable, financially re- 
sponsible concern and intend to meet Government requirements 100 percent. 


H. L. Smirn. 


WituiAM F. McGraw & Co., 
Detroit, Mich., September 13, 1951. 
Subject: Invitation No. DA—20-089-ORD-52-49, 
DEPARTMENT OF THE ARMY, 


Ordnance Tank—Automotive Center, 
Detroit, Mich. 


(Attention of Mr. H. L. Smith, room 416.) 

GENTLEMEN: On July 28, 1951, we submitted our bid on items 5 through 20, 
covering corrosion resistant steel socket head cap screws. On items 5, 6, 7, 8, 9, 
16, 17, 18, 19, and 20 we were the low-——responsible—responsive bidders. 

I wish to make the statement that. we have sold the United States Government, 
both on bid contracts and direct maintenance purchasing, for a number of years, 
and as recent as the month of August we shipped and billed to the Tank Arsenal 
materials upon which we had bid and were low bidder. 

We are listed in Dun & Bradstreet with a C plus 1 rating, which would indi- 
cate that we are more than responsible for the small amount of contract dollar 
totals which are usually awarded to us. 

We are distributors of various types of factory supplies and maintain stocks 
in our own warehouse amounting to something like a two hundred to two hundred 
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and fifty thousand dollar inventory, therefore, we cannot be classed as dealers who 
deal in paper work only and reap the benefit of sales without investment. 
Since we were the low bidders, I see no reason why this contract should not be 
placed with us without further delay. 
Yours very truly, 
WILLIAM F. McGraw & Co. 
H. H. STILson. 


ExHuipit 54-37 
TELEPHONE CONVERSATION MEMORANDUM (OUTGOING) 


SEPTEMBER 28, 1951. 
By: F. Lowber, Procurement. 
Subject : Vendor's policy on quotations to the Government. 
With: Mr. Attner, comptroller, Midland Steel Products Co., Detroit, Mich. 
Lowser. I am asking you about an expression of your policy in supplying the 
Government with service parts for your brake assemblies. You are not re- 
sponding to inquiries, and it has been necessary to obtain prices and supplies 
from such sources on H. & H. Wheel Co., your authorized service distributor. 
ATTNER. Of course, We handle service parts in bulk to our manufacturing cus- 
tomers and distributors because we have had no calls for service here and no 
facilities to store and ship service parts otherwise. However, I will look into 
the matter and phone you as to what we can do to handle this business direct 
to yeu in the future. 
I’, Lowser. 


Exursttr 54-38 
TELEPHONE CONVERSATION MEMORANDUM (INCOMING) 


SEPTEMBER 28, 1951. 

By: J. Ardito, section 5. 

Subject: TFB 51-8542. 

With: Mr. Dale Wise, Clark Equipment Co., Buchanan, Mich. 

What about: Mr. Dale Wise, of the Clark Equipment Co., informs this office 
that the Clark Equipment Co. never, quotes direct to the Government on any 
bids. Company is not set up to handle this type of business. Their company 
supplies only to prime contracts. Will confirm by letter. 

(Signed) J. Axrprro. 
CLARK EQUIPMENT Co., 
Buchanan, Mich., September 28, 1951. 
ORDNANCE TANK AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention Mr. Goldsmith.) 

GENTLEMEN : I wish to refer to our telephone conversation of this morning as 
to why we have not, in the past, bid on invitations for component parts of trans- 
missions manufactured by us. 

I believe a little background regarding our automotive products would help 
clarify the situation. We do not manufacture a so-called stock line of trans- 
missions. All of the transmissions that we manufacture are designed for a 
specific installation, and the special tooling for this model is paid in part by the 
vehicle manufacturer, consequently the component parts of this transmission are 
sold only to the vehicle manufacturer who used this transmission in the produc- 
tion of new vehicles. 

All of our shipments of parts have been made direct to the vehicle manufac- 
turers, and this has not required any special processing or packing, consequently 
we have a very small shipping department and no special equipment such as re- 
quired for packaging and shipping in accordance with Government specifications. 

The truck manufacturers for whom we have supplied transmissions, for ex- 
ample Diamond T, Federal, and General Motors Truck & Coach, have all es- 
tablished separate shipping departments to handle Government contracts. These 
departments have all of the special equipment required for precessing, packing, 
marking, and boxing in accordance with Ordnance specifications. They also 
have the know-how, that is learned only from experience. This we do not have. 
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If we were to ship the parts as a prime contractor instead of as a subcontractor, 
it would be necessary for us to enlarge our quarters and duplicate the set-up 
already provided by the truck manufacturers, and this you can readily see would 
be quite an expensive deal for the volume we would ship. 
I trust that this letter will help clarify our position, and enable you to con- 
tinue procuring parts from the vehicle manufacturer. 
Very truly yours, 
CLARK EQuIPMENT Co., 
W. J. Bout, 
Supervisor, Parts Department, Automotive Service Division. 


EXHIBIT 54-39 


BENJAMIN ELectric MANUFACTURING Co. 
Des Plaines, 1Ul., October 2, 1951. 
ORDNANCE TANK AUTOMOTIVE CENTER, 
Procurement and Stock Control, 
Detroit, Mich. 
(Attention Mr. H. L. Smith’) 

GENTLEMEN: We have your quotation request for requisition No. G51-837 for 
2,000 Benjamin catalog Nos. 5423 PUL. We sell only through appointed electrical 
distributors and suggest that you place your order with one of the following 
Detroit distributors: Crescent Electric Co., 179 East Woodbridge Street; Fife 
Electric Supply Co., 541 East Larned Street; Graybar Electric Co., Inc., 55 West 
Canfield Avenue; Madison Electric Co., 6000 Woodward Avenue; McNaughton- 
McKay Electric Co., 313 West Jefferson Avenue; Miller-Seldon Electric Co., 
1980 McGraw Avenue; Turner Electric Supply Co., 47 Brainard Street. 

We offer 8 to 10 weeks delivery on the above fixtures providing you have a DO 
rating which we no doubt believe you will have. 

Very truly yours, 
G. LueBKE, Service Department. 


ExHipir 5440 
TELEPHONE CONVERSATION MEMORANDUM 


DECEMBER 12, 1951. 
By: Alex R. Gordon, Procurement. 
Subject : IFB 52-106-FS, item 1 (11). 
With: Mr. Fred Jeness, Detroit Timken Axle Co. 

Question. Would Timken be willing to negotiate directly with Ordnance Tank 
Automotive Center if item were withdrawn from invitation for bid. 

Answer. Since our customers are vehicle manufacturers and are bidding on 
the same item, the answer is ‘No’: see our letter to Ordnance Tank Automotive 
Center outlining our bidding policy. 

ALEX R. GorRDON. 


DECEMBER 21, 1951. 
Subject: (IFB) DA—20-113-ORD-—52-106 FS. 
ORDNANCE TANK AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention Mr. E. F. Rotherick, assistant.) 

GENTLEMEN: In answer to your request of December 13, 1951, may we refer 
you to our letter of August 30, 1951, to the attention of Capt. Howard L. 
Edmonds, then Director of Spare Parts Branch, which outlined our sales policy. 

We have historically, both in our civilian and military business transactions, 
assumed the role of the subcontractor. Our business is entirely a wholesale 
business and we do not have adequate facilities or personnel for selling at retail 
or for the handling of supply contracts as a prime contractor. 

Very truly yours, 
THE TIMKEN Detroit AXLE Co.. 
FRED A. JENESS, 
Sales Department, 
Government Contracts. 
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Exuisir 5441 
TELEPHONE CONVERSATION MEMORANDUM 


DECEMBER 10, 1951. 
By: Automotive Spare Parts, Section 2. 
Subject: (IFB) 52-364 FS, Timken-Detroit quote on requisition G51-382, item 45. 
With: Mr. F. A. Jeness, Timken-Detroit Axle Co., Detroit, Mich. 
Mr. Bruce UtHorr. It is our understanding that Timken-Detroit manufac- 
tures the item carrying manufacturers part No. TD A3880G293. 
Mr. F. A. Jeness. Yes, that item is manufactured by Timken-Detroit. 
Mr. Bruce UTHorr. Timken-Detroit Axle did not submit a bid on (IFB) 52-3864, 
which carries that part number. Would you be willing to negotiate on this item? 
Mr. F. A, JENESS. We do not desire to negotiate. It is the policy of the 
Timken-Detroit Axle Co. not to quote to the Government, but to sell to the Govern- 
ment through companies that use Timken parts to build complete vehicles. It 
has been the custom of the industry for many years to rely upon the truck 
manufacturer to stock service parts at his factory. The Timken-Detroit Axle 
Co. has maintained this definite service for many years and cannot change 
without seriously affecting its standing within the industry. 
Bruce UtrHorr, Purchasing Agent. 


THE TIMKEN-DErroir AXLE Co., 
Detroit, Mich., August 30, 1951. 
For the COMMANDING GENERAL, 
Ordnance Tank-Automotive Center, Detroit, Mich. 


(Attention: Mr. Howard L. Edmonds, captain, Ordnance Corps assistant.) 
GENTLEMEN : In answer to your request of August 20 we wish to state that we 
have historically, both in our civilian and military business transactions, assumed 
the role of the subcontractor. Our business is entirely a wholesale business and 
we have no facilities for selling at retail or for the handling of supply contracts 


as a prime contractor. 

In connection with this subject of the Ordnance Department purchasing spare 
parts direct from the unit manufacturer, we think the following explanation of 
how the industry functions in this respect will be of interest to you. 

The service parts business has long been an important part of the truck manu- 
facturer’s sales. This so-called after-market business helps support his factory 
in times when production of new vehicles is at a low ebb and also is an important 
factor in supporting his dealer or branch organization. It has been the custom 
of the industry for many years to rely upon the truck manufacturer to stock 
service parts at his factory and in the field so that these will be readily available 
for the owner of the vehicle. It has been considered his responsibility to carry 
these parts so that they will be availabie; in some cases, the vehicle builder 
being called upon to service vehicles more than 25 years old. 

During World War II, all concurrent spares were purchased from the vehicle 
builder, processed by him and shipped to the Armed Forces along with the 
vehicles they were producing. 

At the end of World War II enormous stocks of these parts were sold or 
scrapped and for many years there was no demand for these parts. The truck 
builder and the parts maker still felt the responsibility for being able to supply 
service parts for the vehicles they had manufactured even though they had no 
idea that these vehicles would ever be put back in service or parts required. 
Therefore, dies, patterns, jigs, and fixtures were kept on hand at considerable 
expense so that when the demand for these parts came they were able to 
quickly put them back in production. 

The parts maker is not in a position to accurately determine what parts are 
required to service the vehicle. Neither is he in a position to sell these parts 
direct to the user of the vehicle. His business is not set up to handle such 
orders, since he is entirely dependent in normal times on the vehicle manu- 
facturer to stock these parts and the vehicle maker, in turn, buys them in large 
lots from the parts maker. While the average parts maker serves practically 
all of the vehicle makers, including those who make some portion of the units 
themselves, he has a particularly keen desire to see that the independent truck 
producer, who uses his product and does not manufacture units, stays in business. 
The United States Government should also be interested in seeing that these 
so-called independent producers ure available in time of emergency. The im- 
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portance of this group cannot be underestimated and their performance in World 
War II is a good example of what they can do when the necessity arises. The 
following list is not complete, but illustrates the point, as it shows the military 
vehicles produced in World War II by a few representative independent truck 
manufacturers : 


197, 678 
13, 780 


The so-calledeintegrated manufacturers who claim to make all of the units in 
his truck actually does not do so. But, for the sake of argument, let us assume 
that he does make everything in the truck. He has, for example, a transmission 
plant, an axle plant, a radiator plant, and an engine plant. In order that he 
may be competitive, each of these production units must be as efficient as the 
parts maker who competes with him and who makes only one of these products. 
In most cases, therefore, the integerated manufacturer has an entirely separate 
operation for each of the major units and these separate entities sell their 
product to the assembly plant. In so doing, they make an interplant profit on 
the transaction, and actually the final assembly line, where the truck is put 
together in the integrated manufacturer’s plant, is no different than the final 
assembly line in the independent truck producer’s plant, who purchases these 
units from the independent parts makers. 

It would not be possible for anyone to bypass the truck assembler in the 
integrated plant and go direct to his transmission, engine, or axle plants and buy 
parts direct from them. As a matter of fact, most of these integrated companies 
have a service parts division and all parts must be purchased through this 
division. It can, therefore, be seen that a profit is added in the service division. 
The result is that the cost of these parts, when purchased from the truck as- 
sembly plant of the so-called integrated manufacturer is no less than when it 
is purchased from the so-called independent assembled truck manufacturer who 
buys his parts from the independent unit producer. If this were not so, the 
independent producer could not long remain competitive. 

Let us look at this another way to show how important it is that the parts 
business be retained by the truck assembler. 

Let us assume the Government is taking sealed bids, which was the practice 
prior to Korea, on 10,000 trucks. One of the bidders is an integrated manu- 
facturer who knows that, as a result of the policy established by the Ordnance 
Department, he will get the service parts business which will be shipped con- 
current with the truck contract. It is entirely possible as a result of his getting 
this concurrent parts business, with the resulting profit obtainable, that he can 
bid a lower price on the complete vehicle than the independent manufacturer 
who has been forewarned that he will get none of the parts business since the 
Ordnance will buy direct from the unit manufacturer from whom he purchases 
the original units to build the truck. He, therefore, must bid a higher price on 
the trucks, which eliminates him as a competitor and means eventually higher 
prices for all trucks purchased. Is it the intention of the Ordnance Department 
to eliminate the independent truck producer? It is difficult to believe this in 
view of the splendid job they have done for the Ordnance Department in the past. 

Very truly yours, 
THE TIMKEN Detroir AXLE Co., 
F. A. JENESS, 
Sales Department, Government Contracts. 


Exutsir 54—42 


THe HickoK ELEcTRICAL INSTRUMENT Co., 
Cleveland, Ohio, December 18, 1951. 
Reference: AP DNR REK/IMH/5128. 
Subject: Invitation for bid No. ORD-86—038-52-206. 


R. E. KRABER, 
Chief, Purchasing Branch, Ordnance Corps, 
Frankford Arsenal, Philadelphia, Pa. 
DEAR MR. KRABER: In replying to your letter of December 6, I believe it would 
be well to give you a few more details than seem to be called for by the actual 
questions in your letter. First of all, however, I do want to assure you that 
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the prices given in our quotation based on invitation for bid No. ORD-36-038- 
52-206 are correct. There is no difference between the. model 536 and the model 
536P. 

Perhaps it would be well to explain in some detail the reasons for the varying 
prices you have received, which prices led you to believe that we had made an 
error in submitting our own quotation. This explanation I will try to set forth 
in the following paragraphs: 

The model 586 tube testers are commercial testers designed for the use of the 
radio serviceman, electronic engineer, technicians, and others interested in 
electronic work. All of these instruments are distributed entirely through our 
own distributor organizations. We employ no field organization to sell direct 
to any consumer, our sales organization being devoted 100 percent to serving 
distributors located throughout the country. With a distribution system such 
as this, part of the actual cost of distribution is borne by the distributor. It 
is his function to stock, advertise, and sell these instruments in such a way 
as to help promote our business. All told, there are between 40 and 50 different 
models of instruments sold in this manner. 

From this you can readily see that any cost quoted to any of our distributors 
is by no means the final cost of the unit. If we sold direct to consumers, it 
would be necessary to take over the expense borne by the distributors in their 
own distribution. Such expense would be incurred by stocking and warehousing 
at various points around the country, field engineering not now handled by our 
company directly, and increased remuneration for clerks, stenographers, and 
typists, field engineers, and others who would be required to service the various 
accounts. In fact, it is fairly well established that these costs amount to prac- 
tically the same as the normal allowance given to the jobber to permit him to 
carry out these functions. 

In handling an order such as the one in question directly with a Government 
agency, all functions of actually handling the order, such as packaging and billing 
and seeing to it that the merchandise arrives at the proper destination in the 
proper manner, are handled by the jobber hdmself. In this case, as you indi- 
cate, certain jobbers have seen fit to quote a price lower than ours. This is un- 
derstandable, since it is not uncommon for some jobbers to carry in stock any- 
where from 20 to 50 units of this same type. In carrying merchandise stocks of 
this magnitude, such distributors would also have on order an equal number or 
perhaps two or three times as many on order, since, during these times, delivery 
is somewhat slow. It may be because of this, or it may be for other reasons that 
they are willing to turn this stock over immediately for somewhere near their 
out-of-pocket cost of the units. This is not their actual cost, since they, them- 
selves, must maintain an organization, and their actual cost of operating this 
organization should be figured into any prices shown. 

The fact that you did receive lower bids should be an indication to you that 
this method of distribution is favorable from the Government point of view, 
since you have received prices lower than we are able to quote. 

The above comments have to do with our standard line of equipment sold only 
through distributor channels. In addition to this, we have another line of equip- 
ment sold only to Government agencies. Included in this line are such instru- 
ments as the TV—3 tube tester sold to the Bureau of Ships, United States Navy; 
the model 547A tube tester sold to the Bureau of Aeronautics, United States 
Navy, the I-177 tube tester sold to the Signal Corps, and many other similar 
pieces of equipment. This latter equipment goes directly to the Government and 
is quoted to them only by our company and not by any outside distributors. Such 
equipment is built to Government specifications and for this reason should be 
more useful to the Government than standard commercial models. It would be 
our recommendation that wherever possible the Government purchase this type 
of equipment. 

In the case in question, since the standard commercial model was called for, the 
quotation was given at our standard commercial price, which in all instances we 
shall, of necessity, be forced to do. This is our lowest price to any customers 
outside our own distributor organization. Authorized distributors cannot be 
classed as a customer—they are actually part of our own distribution organ- 
ization. 

I hope that the preceding has clarified somewhat the prices shown on our bid 
which you have questioned. You have been most cooperative in giving us the 
opportunity to correct any error, had there been one, and I want to express to 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 891 


you our thanks. You may be sure that every effort will be made to cooperate in 
every way, regardless of how you see fit to place this order. 
Yours very truly, 
THE HicKoK ELECTRICAL INSTRUMENT CoO., 
H. D. JoHnson, Sales Manager. 


Exuisit 54-43 
TELEPHONE CONVERSATION MEMORANDUM 


DECEMBER 10, 1951. 
By: Mrs. H. McAuley, No. 1 Spare Parts Branch, Procurement Division. 
Subject: IFB No, DA-20-113-ORD-—52-585 FS. 
With: Mr. Wood, sales manager, Blood Bros. Machine Co., Division Standard 
Steel Spring Co., Allegan, Mich. 

Mr. Wood was told that a distributor was bidding a much lower price on a 
Blood Bros. Machine Co. part number than the manufacturer of the item 
(Blood Bros. Machine Co.). Mr. Wood stated they would not deviate from 
their policy of quoting their distributors 60-percent discount. That the price 
quoted on the invitation for bid was the lowest possible and that they would 


not negotiate if item were withdrawn. 
H. McAwLey. 


BLoop Bros. MACHINE Co., 
Allegan, Mich., December 14, 1951. 
ORDNANCE TANK-AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention: Mr. Stanley J. Mazur.) 

DEAR Mr. MAzvuR: Replying to your letter of December 12, addressed to the 
attention of our Mr. C. E. Wood, with reference to (IFB) DA-—20-113-ORD-52- 
585 FS, we wish to refer you to our letter of July 27, which covers in detail 
our company’s policy on selling parts items as called for by Government invita- 
tions to bid. 

We desire to add further that whenever such items are bought direct from 
our original equipment customers, you are buying these items just as cheaply 
from them as you could buy them from us. 

We have tried to explain that we do not have facilities at our plant to do 
Government packaging as required on these bids, but in most instances our 
customers who are bidding on these items do have packaging facilities, and there- 
fore, it is our contention that you are buying such items as you refer to just 
as cheaply, if not more cheaply, from our original user customer than you 
would from us. 

With reference to your inquiry as to whether or not we would be willing to 
negotiate directly with you on such items, wish to advise that we feel our 
original user customers are entitled to such service business as they can obtain 
from the Government on items which they originally furnished to the Govern- 
ment on units built complete. 

Trusting the above clearly states our position, we are, 

Sincerely yours, 
Bioop Bros. MACHINE Co., 
DIVISION STANDARD STEEL SPRING Co., 
Ervin L. ANDREWS, Legal Department. 


ExHtsit 54-44 
TELEPHONE CONVERSATION MEMORANDUM 
NOVEMBER 7, 1951. 
By: L. Clark, Spare Parts No. 7. 
Subject: (IFB) 52-408 FS. Reference: Bristol Co., failed to quote, items 12, 
3, 14, 15, and 18. 

With: Mr. Magenau, Bristol Co., Waterbury, Conn. 

Mr. L. CLARK. Bristol Co. failed to quote on items 12, 13, 14, 15, and 18, (IFB) 
DA-20-113-ORD-52-—403 FS. Your dealer, Ohlson Empire Division, is low bidder 
on these items. 
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Mr. WM. MAGENAU. I am not aware that Ohlson Empire Division quoted. 

Mr. L Cvark. It is Ordnance procurement policy where the manufacturer fails 
to bid and his dealer is low bidder to contact manufacturer of the items and de- 
termine whether the company is willing to negotiate a lower price. 

Mr. WM. MAGENAU. I am not aware of this policy. Bristol Co. failed to bid 
because it could not meet delivery of Invitation. 

Mr. L. Ciark. Ohlson Empire offers delivery of June 1952, would Bristol be 
willing to negotiate on basis of such delivery? 

Mr. MAcENAv. Company will contact this office later relative to its answer. 

L. CLARK. 


THE Bristor Co., MILL SUPPLY DIVISION, 
Waterbury, Conn., November 24, 1951. 


Reference: Invitation No. (IFB) DA-—20—-113-ORD-52—403. 
COMMANDING GENERAL, ORDNANCE TANK-AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention Mr. L. Clark.) 

GENTLEMEN : Several days ago, you called us on the telephone, asking if we 
could review this invitation and perhaps furnish quotations on items 12, 138, 14, 
15, and 18. 

Am sorry it has taken us a little longer than anticipated, but we have looked 
into the matter, and find that we are unable to furnish quotations on these items 
at this time. This is due to the delivery situation, and frankly, we simply would 
not be in position to handle items 12 to 15 on the basis of even extended delivery. 

We could, if necessary, furnish a quotation and make delivery on item 18, 
20,000 34-16 by %-inch socket cup point set screws. If you still feel this is de- 
sirable, Mr. Van Leuven, of our Detroit office would be able to furnish you with 
prices. 

Yours very truly, 
THE Bristo.t Co., Miri, Suppry DIVISION, 
Wm. MAGENAU, Field Sales Manager. 


TELEPHONE CONVERSATION MEMORANDUM 


DecEMBER 6, 1951. 
By: L. Clark, Spare Parts No. 7. 
Subject: (IFB) 52-403 FS, items 12, 13, 14, 15, and 18. 
With: Mr. Lyons, Bristol Co., Waterbury, Conn. 

Mr. L. CLARK: Received your letter of November 24, 1951, why is your com- 
pany unwilling to quote the Government same delivery as dealer, Ohlson Empire 
Division? Could this office have statement of your company’s policy in dealing 
with Government? 

Mr. Lyons: Will check with Mr. Magenau and send you definite statement of 
company’s policy. 

L. CLARK. 


TELEPHONE CONVERSATION MEMORANDUM 


DECEMBER 12, 1951. 
By: L. Clark, Spare Parts No. 7. 
Subject: (IFB) 52-403 FS, items 12, 13, 14, 15. 
With: Mr. Lyons, Bristol Co., Waterbury, Conn. 
Mr. L. CuarK: Still awaiting company’s letter on its policy. Will company 
submit letter or telegram indicating trade practice in dealing with Government? 
Mr. Lyons: Not sure whether I am willing to send a letter or telegram indicat- 
ing the company’s policy in dealing with Government. Will check with Mr. 
Magenau and call later. 
L, CLARK. 


TELEPHONE CONVERSATION MEMORANDUM 


DeceMper 13, 1951. 


3v: L. Clark, Spare Parts No. 7. 
Subject : (IF B) 52-403 FS, items 12, 13, 14, 15, and 18. 
With: Mr. Magenau, Bristol Co., Waterbury, Conn. 
Mr. L. CLARK: Mr. Lyons promised to call back yesterday on company’s policy. 
Mr. MAGENAU: Very busy. Company’s policy is to deal through its distributors. 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 893 


Mr. L. CLARK : Could this office have letter to that effect? 
Mr: MAGENAU: Will call back after checking with Mr. Lyons. 
L. CLARK. 
TELEPHONE CONVERSATION MEMORANDUM 


DECEMBER 14, 1951. 
By: L. Clark, Spare Parts No. 7. 
Subject : (IFB) 52-403 FS, items 12, 18, 14, 15, and 18. 
With: Mr. Magenau and Mr. Lyons, Bristol Co., Waterbury, Conn. 
Mr. MAGeNnav. Calling regarding Ohlson Empire deal. Also have Mr. Lyons 
on another extension. 
It is company’s policy to deal through its distributors. Letter outlining the 
company’s policy will be submitted your office. 
Mr. CrarK. Thank you for the call. Items will be awarded to Ohlson Empire 
division. 
L. CLARK. 


Tur Bristor Co., Mitt Suppiy Division, 
Waterbury, Conn., December 14, 1951. 
Reference: Invitation No. (IFB) DA-—20—-113-ORD-52—403. 
COMMANDING GENERAL, ORDNANCE TANK-AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention: Mr. L. Clark.) 
GENTLEMEN : Further to recent telephone conversation, we wish to advise that 
it is our policy to sell our products through recognized industrial distributors. 
We are pleased to enclose herewith a copy of our printed distributor policy. 
Yours very truly, 


THe Bristot Co., MILL SupPry Division, 
S. I. Lyons, Sales Manager. 


Exnhipit 54-45 
DECEMBER 28, 1951. 
Re CMNieting/434, 492, circular advertisement, ORD-—11—-070-52-355. 
DEPARTMENT OF THE ARMY, 
Ordnance Corps, Rock Island Arsenal, 
Rock Island, Il. 
(Attention: Mr. J. F. Curley, Chief, Procurement Division.) 
GENTLEMEN: We refer to your letter of December 20, under the above reference, 
and are pleased to enclose a copy of our bulletin V—2 giving complete informa- 
tion and current prices on our size 2, model V centrifuge and accessories on 
which we quoted. You will note that our prices are f. o. b. Boston and the 
additional amounts quoted are to cover transportation charges from Boston to 
destination. We are sorry to advise that we are unable to quote you a better 
price in this instance. 
Very truly yours, 
INTERNATIONAL EQUIPMENT Co., 
A. G. Dixon, Vice President. 


Exnrerr 54-46 


Union Twist Drity Co., 
Athol, Mass., December 18, 1951. 
Subject: Your inquiry 1042. 
Mr. HANLEY, 
Procurement Section, Watertown Arsenal, 
Watertown, Mass, 

Dear Str: Referring to your telephone call regarding inquiry No. 1042, cover- 
ing a hob on which we quoted through Johnson-deVou, the price of this hob is 
identical with the quotation we would have made direct. 
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We do a considerable amount of our business through dealer outlets. This is 
done as a matter of convenience to our customers, as they are in a position to 
give engineering service on many problems and to give stock shipment on stand- 
ard merchandise. 

Yours very truly, 
Union Twist Drive Co., 
W. E. Loy, General Sales Manager. 


ExHisit 5447 


Linsy Owens Forp GLAss Co., 
November 29, 1951. 
Re: ORDMC-—PG—Armstrong. 
ORDNANCE TANK-AUTOMOTIVE CENTER, PROCUREMENT AND DISTRIBUTION, 
Detroit, Mich. 
(Attention: Maj. F. C. Tucker.) 

GENTLEMEN: We have your letter of November 16, 1951, requesting informa- 
tion as to this Company’s policy with respect to bidding for Government Orders, 

This company usually does not care to submit bids on Government inquiries 
for glass unless the inquiries are of substantial size. Inquiries for smaller 
lots are, therefore, usually furnished by distributors and in some cases both 
distributors and ourselves bid for the business. 

It has long been our policy to give to our distributors a small discount from 
list price for automotive vehicle glass on substantial orders placed by them for 
shipments direct from our factories to the customer. This policy applies with 
respect to orders for both Government purchases and most civilian purchases, 

Our distributors are generally substantial and reliable merchants and fabri- 
cators Who perform services which benefit both us and our customers, including 
Government purchasing agencies, inasmuch as they carry stocks of all kinds 
of glass and perform fabricating and other services. 

While this pricing method was adopted because in our judgment it was 
sound policy and for our best interests, we feel that it is strictly in accordance 
with the expressed spirit and purpose of the Defense Production Act, Armed 
Services Procurement Act, and regulations issued under these acts, relating to 
the place of small business in Government procurement. 

We wouid prefer not to alter established business practices which we feel 
are fair both to the customer and to our distributors. 

We shall be glad to meet with you and discuss this matter further if you 
wish. 

Very truly yours, 
A. P. PLANT, Manager Defense Sales. 


Exuisir 54-48 
TELEPHONE CONVERSATION MEMORANDUM 


DECEMBER 19, 1951. 
By: Automotive Spare Parts, Section 2. 
Subject: (IFB) DA-—20-113-ORD-52-197 FS, requisition G51-4005, G51-4022. 
With: Mr. W. H. Woody, Link-Belt Co., Indianapolis 6, Ind. 

Mr. Urnorr. We understand that you are the manufacturer of these two 
items? 

Mr. Woopy. Yes, these are manufactured by Link-Belt Co. 

Mr. Urnorr. Can you tell me why your quotation is higher than Kenworth 
Motor Truck Corp., who are dealers? 

Mr. Woopy. Dealers, such as Kenworth, have purchased these items from 
us, in the past, in large quantities and may have a large supply on hand, 
Whereas if Link-Belt were to furnish them at this time we would have to set 
the job for a new run because these items are not being manufactured now, 
nor have they been made for some time. 

Bruce UtHorr, Purchasing Agent. 
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NOVEMBER 23, 1951. 
Reference : Invitation to bid No. DA-20-113-ORD-52-197-FS. 
DEPARTMENT OF THE ARMY, ORDNANCE CorPS, ORDNANCE TANK-AUTOMOTIVE CENTER, 
Detroit, Mich. 
(Attention: Mr. B. Uthoff.) 
GENTLEMEN: With reference to our phone conversations of November 9, re- 
garding the above invitation to bid we are pleased to quote you on the following 


parts: 
200—Retainer, wineh pillow block, manufacturer part No. {$1.09 each net 
LK-12616, LK—536893. {$218.00 net lot 


» 


60—Block pillow front and rear, with bearing assembly {$33.52 each net 
manufacturer part No. LK—S-205974. ($2,011.20 net lot 

The above prices are FOB commercial carrier, contractors plant and terms 
are 30 days net. 

Inspection for conformety of items with applicable drawings and _ specifica- 
tions and for packing, packaging, and marking can be made at Link-Belt Co., 
519 North Holmes Avenue, Indianapolis, Ind. 

Packaging, packing, and marking will be for domestic storage in accordance 
with our interpretation of U. S. Army Spec. AXS—1222, Rev. 2 dated October 12, 
1948 and amendment No. 1 dated December 8, 1949. A copy of our interpreta- 
tion of this is attached. 

Delivery of the above material can start the latter part of February 1952 and 
completed by the end of March 1952, providing the order is placed on the near 
future. 

We sincerely appreciate the opportunity of quoting on this material and hope 
that we may receive your order in the near future. 

Yours very truly, 
LINK BELT Co., 
B. V. Kerns, Ball and Roller Bearing Engineer. 


Exursit 54—49 
TELEPHONE CONVERSATION MEMORANDUM 


DECEMBER 5, 1951. 
By: R. J. Hake, Tank-Automotive Spare Parts No. 1. 
Subject: IFB 52—473 FS-Item 10. 
With: Mr. Don Smith, Modine Manufacturing Co., Racine, Wis. 
What about: Inquired of Mr. Smith as to reasons for their not bidding on subject 
item which carries Modine Part No. C2288 and Diamond T No. BB7404. 

Mr. Smith stated that off-hand he did not know but that he thought that it 
was due to the fact that the tooling, patterns, etc., were the property of Diamond 
T Motor Car Co. and, if so, Modine could not bid directly to the Government. 

I advised Mr. Smith that this practice was objectionable for the reason that 
it resulted in increased costs to the Government. I further advised him that 
I would confirm my conversation by letter to him. : 

Mr. Smith promised to forward reply confirming his statement upon receipt of 
letter from OTAC, 

R. J. HAKE, Purchasing Agent. 


MODINE MANUFACTURING Co., 
Racine, Wis., December 13, 1951. 
Re: (IFB) DA—20-1138-ORD-52-473-FS. 
COMMANDING GENERAL, 
Ordnance Tank-Automotive Center, Procurement and Stock Control, 
Detroit, Mich. 
(Attention: Mr. E. F. Rotherick, assistant.) 
GENTLEMEN: In our Mr. Smith’s absence from the city we are pleased to ack- 
nowledge and reply to your letter of December 8. 
You will find in your files innumerable letters written over a period of years 
explaining our position concerning matters similar to those discussed in your 
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letter of December 8, but we shall be pleased to elaborate on these to give you 
as far as possible a complete understanding of that position. 

First, we must tell you that the products sold by this division of our company 
are built to a customer’s design for a specific application, and those products are 
sold only to him, The reason for this is that the customer invariably owns the 
tools, dies, and patterns used to produce these products, and it becomes obvious 
that we are not in a position to use his property to produce items for sale to 
somebody else. The foregoing explains why we do no business whatsoever with 
distributors or with the jobber and dealer trade, but sell only to the manu- 
facturer who mounts or installs our products on his original equipment. 

Our sales and pricing policy as it affects Government procurement is in no 
way different than our sales and pricing policy to anybody purchasing on the 
same consumer level. 

The next time any one of us is in Detroit, he will make it a point to phone you 
to see if you wish anything further from us in the above connection, or to an- 
swer any questions which the foregoing may bring to your mind. 

Very truly yours, 
MODINE MANUFACTURING Co., 
W. J. BURKE, Jr., Sales Manager. 


Seciamaniaiiin 
EXxHIspiIr 54-50 
TELEPHONE CONVERSATION MEMORANDUM 


DECEMBER 12, 1951. 
By L. Clark, Spare Parts No. 7. 
Subject: Reference item 4 (36). 
With: Mr. Lynch, sales manager, National Lock Co., Rockford, Il. 

Mr. L. Ciarx. National Lock failed to submit quotation (IFB) DA-20-113- 
ORD-52-337 FS, item No. 4 (36) mailed your company by this office. Your dealer, 
Ohlson Empire, is low bidder on item 4 (36). 

Mr. Lyncu. What is item 4 (36)? 

Mr. CLarK. Bolt, Hex. Head, Aircraft, Alloy Steel, 34 x 1-5/64. 

Mr. LyncH. Yes, we manufacture that item. 

Mr. Crakk. It is ordnance procurement policy where the manufacturer fails 
to bid and his dealer is low bidder, to contact the manufacturer of the item and 
determine whether the company is willing to negotiate at a lower price. 

Mr. Lyncu. I am not sure why we failed to bid on the items. However, I will 
check and call back later. 

L. CLARK, 
TELEPHONE CONVERSATION MEMORANDUM 


DECEMBER 12, 1951. 
3y: L. Clark, Spare Parts No. 7. 
Subject: Reference item 4 (36). 
With: Mr. Lynch, National Lock Co., Rockford, Il. 

Mr. Lyncu. Company failed to bid on item 4 (36) because it was over-looked 
at the time we went over invitation. Majority of items on IFB are different 
type bolts. 

Mr. L. CLARK. Is company willing to negotiate at this time? 

Mr. LyNcH. Ohlson Empire has an order for item 4 (36) tied in with additional 
orders, therefore our company is unable to negotiate on this item. 

Company is willing to quote in future. 

L. CLARK. 


Exuisir 54-51 


DEPARTMENT OF THE ARMY ORDNANCE CORPS, 
Rock Island Arsenal, Rock Island, Ill., December 6, 1951. 
Subject: Evidence of practices which occasion higher cost to the Government. 
Through: Legal Office, Office, Chief of Ordnance. 
To: Assistant Chief of Staff, G-4, General Staff, United States Army, Washing- 
ton 25, D. C. (Attention: Chief, Current Procurement Branch). 

1. In accordance with Ordnance Proeurement Instructions (interim) 2-402, 

(b), we are reporting the following: 
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Two (2) bids were received on proposal 52-245, covering tools, in which the 
distributor, the Specialty Auto Fabric Corp., 229 West Fifty-eighth Street, New 
York City 19, N. Y., quoted prices on items 3, 10, and 11 lower than prices of 
the manufacturer, Albertson & Co., Inc., 3100 Lowell Ave., Sioux City 3, lowa, as 
listed below : 





| Specialty Auto Albertson 
| Fabric Corp., | & Co., 
| distributor manufacturer 


| | 


| 

.-each-_| $1. 25 | 

RA 1. 73 
2.31 











Making a total of $19.45 difference in price. 

2. We are enclosing blueprints of the abstract and a memo to I. F, B, 52-245, 
in connection therewith. 

W. W. WaRNER, 
Colonel, Ordnance Corp, Commanding. 

Memo to IFB 52-245 

With reference to attached letter, manufacturer was contacted by telephone, 
and advised this Arsenal that prices quoted were his regular jobber's prices, 
and that small difference quoted in three items was probably due to small vari- 
ance in price being paid subcontractors for packing according to specifications. 


EXHIBIT 55 


ORDNANCE CORPS, 
ORDNANCE TANK-AUTOMOTIVE CENTER, 
PROCUREMENT AND STOCK CONTROL, 
Detroit, Mich., December 14, 1951. 
Memorancum for the record 

Mr. Porter Hardy has requested that a memorandum for the record be pre- 
pared to show the profit rate allowed to the Cleveland Graphite Bronze Co., 
Cleveland, Ohio, on contract DA—20-118-ORD-1082, the net worth of the Cleve- 
land Graphite Bronze Co., and the sales of the Cleveland Graphite Bronze Co., 
during its latest fiscal year. 

In accordance with Mr. Hardy’s request the following statement is made in 
connection with the above-mentioned award: 

Invitation for bid No. DA—20—O089—ORD-51-3601 was issued for a total of five 
items, three of which were subsequently awarded on contract DA-—20-113-ORD- 
1032 to the Cleveland Graphite Bronze Co. Bids on these three items received 
in response to the invitation for bid were as follows: 


Items 


King Quality Products Co_.._..-..--- 04 $11. z. $12. 3 $13. 23 
Waukesha Motor Co 11. 95 11. 9! 2 34 rp 13. 24 
Bohn Aluminum & Brass Corp 15. 02 16. 5. 78 j 15. 75 
The Cleveland Graphite Bronze Co 16.98 | 17. 22 8. . 38 | 18. { 

International Spare Parts Corp 60. 77 60. 77 0. 60. 77 


The bid of King Quality Products Co. was rejected because it did not meet 
the specifications as advertised and was not suitable otherwise for the intended 
purpose, 

Inasmuch as the low bidder was other than a manufacturer of the item in- 
vestigation was made in accordance with General Ford's letter dated August 17, 
1951, subject: Procurement of Replenishment Spare Parts, to determine whether 
or not a manufacturer would negotiate for furnishing the material. Negotia- 
ticns were then entered into with Waukesha Motor Co., who is considered a 
dealer insofar as this particular item is concerned; Bohn Aluminum & Brass 
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Corp., a manufacturer, and the Cleveland Graphite Bronze Co., a manufacturer. 
The results of these negotiations are tabulated as follows: 


Items ‘ Ib 2: 2b | 3a 3b 


Waukesha Motor Co : $12. 4 $12. 67 d13. : $13. 14 $13. 72 | $13. 
Bohn Aluminum & Brass Corp . | 5. 0% 16. 00 5. 75 16. 80 15. 75 16.8 
The Cleveland Graphite Bronze Co | 36 11. 63 2. Of 12. 34 12. 74 12. 


No cost breakdown was obtained from any of the three companies because of 
the urgent requirement. However, the Cleveland Graphite Bronze Co. advised 
that there is an OPS ceiling price on this item at the original equipment manu- 
facturer’s level and the price quoted the Government was that ceiling price plus 
the Federal excise tax. 

The net worth of the Cleveland Graphite Bronze Co., as of September 30, 
1951, was approximately $26,216,000 and the total sales of the company during 
its 1950 fiscal year was $42,187,243. 

Henry B. Jones. 


EXHIBIT 56 
ORDNANCE Corps, 
ORDNANCE TANK-AUTOMOTIVE CENTER, 
PROCUREMENT AND Stock CONTROL, 
Detroit, Mich., December 14, 1951. 
Vemorandum for the record 

During the Government Operations Subcommittee hearings testimony was 
given with respect to savings effected by the procurement of a quantity of bear- 
ings from the Torrington Co., pursuant to instructions contained in General Ford’s 
jletter dated August 17, 1951; subject: Procurement Replenishment Spare Parts. 

Testimony was given to the effect that under IF B No. DA—20-089—-ORD-—51-8248 
the low bidder, the Oil Gear Co., was not a manufacturer of the product adver- 
tised and that upon readvertisement of the item under IFB No. DA—20-O089— 
ORD—51-3509 the basic manufacturer, the Torrington Co., was the low bidder 
and the Government realized a substantial saving in connection with this pro- 
curement. 

Mr. Hardy requested information as to the number of bids received in response 
to each of the two invitations for bid mentioned above. Information requested 
is as follows: 

IFB 3248, 1 bidder (the Oil Gear Co.). 

IFB 3509, 2 bidders (the Torrington Co. and the Oil Gear Co.). 

HeENry B. JONES. 


EXHIBIT 57 
JANUARY 4, 1952. 
Subject: Redetermination provisions in contracts involving concurrent spare 
parts. Information for the Government Operations Subcommittee. 
To: Department of the Army, through G—4 Counselor, OUSA (attention: Mr. 
Cary). 
From: CofOrd. 

1. The following information is provided as requested by the Government Op- 
erations Subommittee during. recent Detroit hearings. 

2. The number of prime vehicle contracts involving concurrent spare parts 
through fiscal years 1949, 1950, and 1951, to the present date which include 
repricing provisions are a total of 88 contracts. (See detail attached.) 

5. The number of prime vehicle contracts during same period as indicated in 
paragraph 2 above which do not contain repricing provisions for concurrent 
spare parts are none. 

4. Current status of repricing contracts as indicated above is as follows: 

(a) Contracts for which production has not reached the repricing point, 33. 

(¥) Contracts for which production has passed the repricing point for con- 
current spare parts, 5. 

(1) Audit in process, 5. 

». Contracts which included concurrent spare parts prior to the Korean situ- 
ation, June 25, 1950. 
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(a) (1) Contract No. W-20-018-ORD-4758 executed July 20, 1949, with Willys 
Overland Motors, Inc., included a contingency fund for spare parts at an esti- 
mated cost of $42,159 per set. 

(2) A manufacturer's tentative list of spare parts was approved June 12, 1950. 
The list contains 1,650 tentative line items. 

(3) This list was finalized by Supplement No. 11 to the above contract, De- 
cember 6, 1950. This list was finalized at 1,250 line items by Supplement No. 11 
to the above contract, December 6, 1950. 

(b) (1) Contract No. W—20-018—ORD-17420, executed June 20, 1949, with Reo 
Motors, Inc., established a tentative spare parts list comprising approximately 
850 line items at an estimated cost of $69,238.32 per set. 

2) Supplement No. 6 to the above contract, dated June 14, 1950, increased 
the line items to 1,349 but reduced the cost per set to $63,088.15. This was an 
entirely new vehicle which required that initial stocks of spare parts be estab- 
lished throughout the Ordnance supply system. 

(ce) (1) Contract No. W—20-089-ORD 4778, executed May 31, 1949, with Chrys- 
ler Corp. established a contingency fund for delivery of 25 sets of concurrent 
spare parts at a cost of approximately $46,031 per set. 

(2) Supplement No. 8, dated June 27, 1950, increased the cost to approximately 
$49,935 per set. 

(3) Supplement No. dated March 14, 1951, finalized the full concurrent 
spare-parts list, consisting of 1,841 line items at an estimated cost of approxi- 
mately $53,961 per set. 

6. With regard to the reply of the Quartermaster General to the Hertz Report, 
this reply was forwarded to the Adjutant General under file QM451G—F, dated 
December 15, 1941, and signed by General Gregory, the Quartermaster General. 

For the Chief of Ordnance. 


Oo» 


ay 


E. L. CUMMINGS, Brigadier General, USA, 
Assistant Chief of Ordnance. 


Automotive contracts containing price redetermination articles, Feb. 1, 1952 


Prime contractor 


Transport vehicles: 
Willys-Overland Motors, Inc 
Do 4 
Do 
Do 
Do 
Chrysler Corp 
Do 
Do 
Reo Motors, Ine 
Do 
Do 
Studebaker Corp 
Do 
Do 
Do 
Do 
General Motors Corp 
International Harvester Co 
Do 
Do 
Diamond T Motor Car Co 
yo 
Mack Manufacturing Corp 
0 
Do ie 
Combat vehicles: 
Cadillac Motor Car Division, GMC 
Do... ‘ 
American Locomotive Co 
International Harvester Co 
Pacific Car & Foundry Co 
Massey-Harris Co__-.- 
Chrysler Corp- : 
American Car & Foundry 
Do 
Fisher Body Division, GMC 
Pontiac Motor Division, GMC 
Food Machinery & Chemical Corps 
Ford Motor Co : 
Allis Chalmers Manufacturing Co 


1 Estimated amount of definitive contract. 


93669-—52——_58 


Contract No. 


W ~20-089-O0 R D-4758 
W-20-089-0 R D-4601 
D A-33-018-0 R D-9196 
DA-33-019-O0 R D-43 
D A-33-019-0 R D-494 
W-20-089-0 R D-~4778 
D A-20-018-0 R D-9198 
D A-20-089-0 R D-8615 
W-20-089-0 R D-17420 
D A-20-089-0 R D-8126 
D A-20-018-O R D-9194 
D A-20-018-0 R D-9195 
D A-20+-089-0 R D-8125 
D A-20-089-O0 R D-8128 
2-0 R D-296 
22-0 R D-367 
ORD-11943 
A-20-089-0 R D-8292 
A-20-018-0 R D-9197 
~11-022-0 R D-297 
A-20-089-0 R D-7942 
D A-11-022-0 RD-316 
D A-20-089-0 R D-13953 
D A-36-034-0 R D-314 
D A-36-034-0 R D-289 


D A-20-089-0 R D-2931 - 
D A-20-089-0 R D-2931 
DA-30-115-OR D-22 


| DA-20-089-0 R D-2095 
| DA-20-089-0 R D-4032 


D A-20-089-0 R D-4079 


| DA-20-089-0 R D-8406 
| DA-36-034-0 R D-91 


D A-20-089- 0 R D-2972 
D A-20-018—-O R D-11276 
DA-20-018-0 R D-11292 
DA-04-200-OR D-6 

D A-20-018-O R D-11273 
D A-20-089-0 R D-4408 


|Contract amount! 


$12, 139, £ 
33, 463, 9% 
, 627, 
15, 996, 36 
3, 280, ¢ 
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Exuisit 58 


Ordnance Department Supply Contract Bid and Contract Form 
JIGilhooly/me 


Form 
Freciind by Organ Barve wire" Bio, ano AWARD 

















ORDER 
Sisny 





tuED BY Department of the Army 
@rdoasce Corps 1801 Beard Street 
Ordaeace Teak; Automotive Center Detroit 9, Michigans 











INVITATION FOR BIDS 


| oaTE ISSO) January 1952 Twntranon to. ITFR) ORD-CO-11 3-50-11 15 


Sealed bids in. duplicate , Susyecr ro ray TemMs Np Conpirions or Tum Inyrration, Its SCHEDULE AND THE 
Gunenal Provisions, will be received at the above office until_11:15 o'clock A, m, Bestera 6t4. Time 
20 February 1952 (date), and at that time publicly opened, for furnishing the following supplies or services, at the time 


pecified in the Schedul tor delivery ¢. 0. b pugpmmenctor rier, Contractor's Plant 
General information and instructions to bidders ore contained in the torme and conditions om the reverse heree]. 


SCHEDULE 
ITEM NO. SUPPLIES OR SERVICES one Y UNIT | UNIT PRICE AMOUNT 























Items of the description and is the quantities jas set forth ds Costiauatics 
Sheet Pagee & thru 13 inclusive attached hereto and made a part hereag. 


None of the supplies or services covered *Y } dagtrdmene ats te be *e34 t 
Violation cf legel restrictions quoted ia SR- #10695.) Gated 21 Apri 4 


swerty. ass gecegegt ce ehse bi wana be sesigaed priogity rating (DOA), 


Standard Form 38, General Provioiogs Pet tt trecti, tibded by the Geseral 
Services Admiaietratios, November t ot asd Ge rort le Coatiased, 
ef ASPR, Sect. Para. 108.281, fod. i 104. 8, 146. re - 
is iscorporated by reference aad made a pert. dbelreot aad i svageces 
Form 88 and the Genexal Provisioss Contiaved isi herebd edged. aé- 
éitiosal copy of the Standerd Porm 82 aad of ¢ Gene ieioae Goatiacsed 
mey be obteiaads spon reqzest.! 


as ——————= 


LL aye bef wy he dpe —-- 5 rine onthe date fn open, 
items days wn views eas epee “ct the rice ea epatin such ary celvered at the denigiaied pointe) nee Nt 
nw a, 
time specified in the B of the Bids” Discounts will be allowed for prom: ° 
Sineuenieniaan sauen th eeaies moe ” ciel Sanath 
BIDDER REPRESENTS: (1) fis the te number cf employees of the bidder and its affiliates is () 600 or more, 
ee) 
i) Father dealer in, meuatoctnnes of, the eupplien bid 
That he 6 Bas, as not, em’ gm ny or non (thor thaw fulltime 
) to fon eumare ie contract, agvess to farnleh indorwna tion relating thereto 
yn Rog pet wee A office: 
TADICATE WHETHER [_) INDIVIDUAL; L) PARTHERSHIP: [_] CORPORATION. INCORPORATED IN THE STATE OF 
AME AMD ADORESS OF BIDOER (Stredt, city, 206, and State. Type or print) Sad Gale cake eng  AUTIEEEED VO GIEN TIED GED CEuyN o? gutel Come 






























































GIVOICE FOR PAYMENT SHOULD BE MAILED TO CONTRACTING OFFICER 





DATA 
POUNDS POR THIS CONTRACT CERTIFISD AVAILABLE 














uch, 


TERMS AND CONDITIONS OF THE INVITATION FOR BIDS 








Review Eaiucn os 


1. Award.—The right is reserved, as the interest of the Government may re- 
quire, to reject any or all bids and to waive any minor informality or irregular- 
ity in bids received. The Government may accept any item or group of items of 
any bid unless qualified by specific limitation of the bidder. Unless otherwise 
provided in the schedule, bids may be submitted for any quantities less than 
those specified ; and the Government reserves the right to make an award on any 
item for a quantity less than the quantity bid upon at the unit price offered 
unless the bidder specifies otherwise in his bid. The contract shall be awarded 
to that responsible bidder whose bid, conforming to the invitation for bids, will be 
most advantageous to the Government, price and other factors considered. An 
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award mailed (or otherwise furnished) to the successful bidder within the time 
for acceptance specified in the bid results in a binding contract without further 
action by either party. 

2. Labor information.—Attention is invited to the possibility that wage deter- 
minations may have been made under the Walsh-Healey Public Contracts Act 
providing minimum wages for employees engaged in the manufacture for sale to 
the Government of the supplies covered by this Invitation for Bids. Information 
in this connection, as well as general information as to the requirements of the 
act concerning overtime payment, child labor, safety and health provisions, etc., 
may be obtained from the Wage and Hour and Pubie Contracts Divisions, Depart- 
ment of Labor, Washington 25, D. C. Requests for information should state the 
Invitation number, the issuing agency and the supplies covered. 

3. Discounts—(a) Prompt payment discounts will be included in the evalua- 
tion of bids, provided the period of the offered discount is sufficient to permit 
payment within such period in the regular course of business under the delivery, 
inspection, and payment provisions of the Invitation and Bid. 

(b) In connection with any discount offered, time will be computed from date 
of delivery of the supplies to carrier when delivery and acceptance are at point 
of origin, or from date of delivery at destination or port of embarkation when 
delivery and acceptance are at either of those points, or from date correct invoice 
or voucher (properly certified by the Contractor) is received in the office speci- 
fied by the Government if the latter date is later than the date of delivery. 

4. Prices.—Unit price for each unit bid on shall be shown and such unit price 
shall include packing unless otherwise specified. In each case totals shall be 
inserted in the Amount column of the Schedule. 

5. Delivery time-——When not otherwise specified, bidder must definitely state 
time of proposed delivery. 

6. Computation of time—Time, if stated as a number of days, will include 
Sundays and holidays. 

7. Samples.—Samples of items, when required, must be submitted within the 
time specified and at no expense to the Government; if not destroyed by testing, 
they will be returned at bidder’s request and expense, unless otherwise specified 
in the Schedule. 

8. Government-furnished property.—No material, labor, or facilities will be 
furnished by the Government unless otherwise provided in the Schedule. 

9. Agents—Bids signed by an Agent must be accompanied by evidence of his 
guthority. 

10. Bids.—(a) Data: Each bidder shall furnish the information required by 
the Bid form. The bidder should print or type his name on the Schedule and 
each Continuation Sheet thereof upon which he makes an entry. 

(0) Corrections: Erasures or other changes in bids must be explained or 
otherwise noted over signature of bidder. 

(c) Late: No bid or modification thereof received after the time set for 
opening will be considered except that when a bid or modification arrives by 
mail after the time set for opening, but before award is made, and it is deter- 
mined by the Government that nonarrival on time was due solely to delay in 
the mails for which bidder was not responsible, such bid or modification thereof 
will be considered. 

(d) Mistake: Bidders are expected to examine the drawings, specifications, 
circulars, Schedule, and all instructions pertaining to the supplies or services. 
Failure to do so will be at the bidder’s risk. In case of mistake in extension 
of price, the unit price will govern. 

(e) Alternate: Alternate bids will not be considered unless authorized in the 
Schedule. 

(f) Addressing: Except as provided in (g) below, bids and modifications 
thereof shall be enclosed in sealed envelopes addressed to the issuing office, with 
the name and address of the bidder, the date and hour of opening, and the In- 
vitation Number on the face of the envelope. 

(g) Telegraphic: Telegraphic bids will not be considered unless authorized 
in the Schedule, although bids may be modified by telegraphic notice provided 
such notice is received prior to the time set for the opening of the bids. 

(h) Withdrawal: Bids may be withdrawn by written or telegraphic notice 
provided such notice is received prior to the time set for the opening of the bids. 

11. Bonds.—No bond or other form of security will be required except as 
provided in the Schedule. 
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12. Seller's invoices.—Invoices shall be prepared and submitted in triplicate 
unless otherwise specified. Invoices shall contain the following information: 
Contract number, Order number (if any), and Item number; contract descrip- 
tion of supplies or services, sizes, quantities, unit prices, and extended totals. 
Bill of lading number and weight of shipment will be shown for shipments made 
on Government bilis of lading. The following certificate will be shown on each 
copy of the invoice: 

“I certify that the above bill is correct and just and that payment therefor 
has not been received.” 
The Contractor or his authorized representative will sign only the original 
(ribbon typed copy, if typed). When the invoice is signed or receipted in the 
hame of a company or corporation, the name of the person signing, as well as 
the capacity in which he signs, must appear. For example: “John Doe Company, 
by John Smith, Secretary,” “Treasurer,” or as the case may be. 

13. No bid.—In the event no bid is to be submitted, do not return the invitation 
unless otherwise specified. However, a letter or post card should be sent to 
the issuing office advising whether future invitations for the type of supplies or 
services covered by this invitation are desired. 

14. Identifications of supplies to be furnished.—When the Invitation for Bid 
provides that “or equal” items will be considered, the bidder must indicate the 
part number which he proposes to furnish in the space adjacent to the itetms on 
which he is submitting a bid. Bids received which do not indicate clearly the 
manufacturer’s part numbers for items to be furnished as “or equal” items and 
which bids are not accompanied by fully revealing specifications and drawings, 
may be deemed non-responsive by the Contracting Officer. 

15. “Or equal.’—A bidder may offer an “or equal” substitute item only in 
connection with those items in the Invitation for Bid in which the words “or 
equal” are recited as a part of the description thereof. 

(a) Substitute Item.—An item offered in lieu of an approved item, whether or 
not purported by the bidder to be identical in all respects with an approved item 
of supply, but which is not produced by the manufacturer whose symbol appears 
on an approved item of supply is a substitute item. 

(b) Qualifying “Or Equal” Substitute Items.—A bidder offering substitute 
item as an “or equal’ must sustain the burden of providing information in 
sufficient detail to permit the determination by the Contracting Officer of the 
“or equal” status of any substitute items so offered by submitting with the bid, 
supporting data necessary to permit the Contracting Officer to determine the 
acceptability of the tendered item of supply to the using service. If supple- 
mental data is requested by the Contracting Officer and such data is not furnished 
by the bidder, as requested, no further consideration will be given to such bid. 

(c) Failure to Indicate “Or Equal” Substitute Items.—A bidder failing to 
indicate that he proposes to furnish “or equal” substitute items, as above indi- 
cated, if awarded a contract, will be required to furnish the specified article, as 
described, without substitution of any kind, on penalty of default pursuant to 
the “Default” provision of this contract. 

16. Withdrawal of bids ——Bids may be withdrawn prior to opening. Negligence 
on the part of the bidder in preparing his bid confers no right of withdrawal of 
the bid after it has been opened. 

17. Signature of bids.—Each bid must give the full business address and name 
of the bidder and be signed by him with his usual signature. 

Bids made by a partnership must furnish the full names of all partners and 
must be signed with the partnership name by one of the members of the 
partnership or by an ‘authorized representative followed by the signature «nd 
designation of the person signing. 

Bids made by corporations must be signed with the legal name of the corpora- 
tion, followed by the name of the person authorized to bind it in the matter. 

The name of each person signing shall also be typed or printed below the signa- 
ture. <A bid by a person who aflixes to his signature the word “president,” “secre- 
tary,” “agent,” or other designation without disclosing his principal, may be 
held to be the bid of the individual signing. ; 

When requested by the Government, satisfactory evidence of the authority of 
the officer signing in behalf of the corporation shall be furnished. 

18. Notice of shipment.—At the time of delivery of a shipment to a carrier 
for transportation, the Contractor shall give such prepaid notice of shipment as 
the Contracting Officer may require. 
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19, Variations in quantities—Variations in the quantities of the items re- 
ceived in this bid not exceeding 5 % may be accepted as a compliance with any 
contract when caused by conditions of loading, shipping, or packing, or allow- 
ances in manufacturing; and the payment shall be adjusted accordingly, provided 
any such variations are always approved in writing by the Contracting Officer 
prior to acceptance. 

20. Prices quoted must be firm and cannot be made subject to any contingencies. 

21. If no bid is submitted for an item, please do not insert any comments. 

22. War surplus.—A bidder who proposes to furnish war surplus material may 
base his bid upon such items provided he states in his bid that he will furnish 
war surplus items, is willing to demonstrate possession, and will offer for pre- 
contract inspection, the full quantity of each item at a location specified hy him. 
Surplus items must be physically located within the Continental limits of the 
United States at the time of bid opening, and will not be acceptable without prior 
approval of the Contracting Officer. The bidder must, if requested by the Gov- 
ernment, disassemble such material for inspection and reassemble the same by 
competent mechanics at no charge to the Government. Failure to comply with 
the conditions of this paragraph shall give the Government the right to reject 
the bid as nonresponsive. 

No precontract inspection will be understood to limit or modify the Govern- 
meu'’s contractual right to inspect and reject material at the time of delivery. 

(a) The Bidder must list surplus items bid upon; The following items, and no 
ether (s), ---------- are surplus material, in whole or part. 

(6) War surplus material offered for inspection and acceptance will be re- 
jected under a contract wherein the bidder did not state his intention of 
supplying surplus items as part of his bid. 

(c) Each bidder offering items, formerly disposed of by the Government as 
surplus, in response to this invitation will furnish the following information 
with respect to such items: (Additional pages may be used if necessary.) 

(1) Packing or container markings or stampings on the property which iden- 
tify the property as former Government surplus property: — 

(2) Number of units and dollar value of total quantity offered which is 
former Government surplus property : 

(3) Earliest date to which bidder can certify the property offered was dis- 
posed of by the Government: 

23. Unit prices—Unit prices will include all Federal taxes, packaging charges, 
and transportation charges to F. O. B. point and will govern in all cases of in- 
consistency as to price. 

24. Subquantities—Where the total quantity of an item is divided into sub- 
quantities because of packaging requirements or for some other reasons, bids 
will be evaluated and award will be made on the basis of the total amount of 
the bid for that item. For example, if an item is listed as 2 (a) and 2 (b), it 
will be awarded as a single item 2, comprising the total of 2 (a) and 2 (b). 

25. Termination.—General provisions No. 23 termination for the convenience 
of the Government is hereby made a part of this contract notwithstanding any 
expression therein to the contrary as to limitation in value. 

26. Shipment of supplies—(a) The provisions below shall apply in those cases 
wherein the contract specifies F. O. B. Common Carrier Contractor's Plant, and 
the Contractor's Plant is within the State of Indiana. However, these provisions 
shall not apply to supplies contracted for hereunder to the extent that the con- 
tract specifies a destination within the State of Indiana for such supplies. When 
and to the extent that the provisions below are applicable, General Provision No. 
26, “Notice of Shipments” shall be deleted in its entirety. 

The Contractor shall complete bills of lading to cover all shipments of the 
supplies, shall deliver such supplies under the bills of lading so completed to a 
‘arrier consigned for delivery to points of destination outside the State of 
Indiana, and shall obtain receipt therefor on the bills of lading, all in accordance 
with instructions of the Contracting Officer. In addition, at the time of delivery 
of any shipment to the carrier for transportation, the Contractor shall give pre- 
paid notice of shipment to the consignee establishment, and to such other persons 
or installations designated by the Contracting Officer, in accordance with instruc- 
tions of the Contracting Officer. If any instructions required herein have not 
been received by the Contractor at least twenty-four hours prior to such delivery 
to a earrier, the Contractor shall request instructions fom the Contracting 
Officer. Title to the supplies will pass to the Government after delivery thereof 
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to the carrier and compliance with all of the provisions of this clause and the 
instructions of the Contracting Officer furnished hereunder. 

All supplies contracted for herein will be delivered to points of destination 
outside the State of Indiana and payments to the Contractor in accordance with 
applicable provisions of this contract shall be considered as receipts by the 
Contractor derived from sales in interstate commerce. The Contractor shall not 
be liable for payment of any direct tax, including Indiana Gross Income and 
Bonus Tax, as may be levied or imposed by any State upon the supplies or services 
covered by this contract. Payments hereunder to the Contractor shall not include 
any direct tax levied or imposed by any State as aforesaid. Upon application by 
the Contractor, the Contracting Officer shall furnish evidence of exemption from 
such direct tax, and this clause does also constitute such evidence, in aeccord:nce 
with General Provision 10 hereof, entitled “Federal, State, and Local Taxes.” 

27. Ordnance drawings.—When items are advertised under Ordnance drawing 
numbers, such drawings are available and will be furnished upon request directed 
to any Ordnance District and items supplied must conform to these Ordnance 
Drawings. 

28. Manufacturers’ symbols and numbers.—(a). Items. the manufacturers’ 
symbols and numbers of which are indicated in the item description have previ- 
ously been inspected, evaluated, and approved for Government use if supplied 
in accordance with specifications designated by such manufacturers’ symbols and 
numbers. No prints or drawings of these items are available for distribution by 
the Government. 

(b) Ifa bidder is not one of the manufacturers whose symbols and part num- 
bers are stated herein, or is not a regular dealer in item(s) of such manufac- 
turer, including those item(s) described herein, and the bidder does not intend 
to furnish the item(s) of such manufacturer, the submission of the bid and the 
qualifying evaluation of item(s) offered to be furnished must be accomplished 
in accordance with Number 14 and 15 of the Terms and Conditions Continued. 

29. Assignment of claims.—(a) The sentence commencing with “Notwithstand- 
ing” and ending with “contract” and the parenthetical sentence immediately 
following such sentence are hereby deleted from General Provision No. 8, “Assign- 
ment of Claims,” subsection (a), and in lieu thereof there is hereby inserted the 
following: 

“Notwithstanding any other provision of this contract, payments to an assignee 
of any moneys due or to become due under this contract shall not to the extent 
provided in said Act, as amended, be subject to reduction or set-off.” 

(b) Except as provided above, General Provision No. 8 shall continue in full 
force and effect. 

30. Subcontracting—(a) It is the policy of the Government as declared by 
the Congress to bring about the greatest utilization of small business concerns 
which is consistent with efficient production. 

(b) The Contractor agrees to accomplish the maximum amount of subcontract- 
ing to small business concerns that the Contractor finds to be consistent with the 
efficient performance of this contract. 

31. Ceiling prices.—Contractor agrees that the prices invoiced hereunder will 
not exceed the lower of: 

(1) the contract prices or 

(2) any applicable ceiling prices established by OPS or other authorized 

Government agency. 
32. F. 0. b. point.—Delivery will be: 

(a) F. o. b. destination____ 
(b) F. o. b. common earrier, contractor’s or subcontractor’s plant__. ie 
« 33. Inspection and acceptance.—(a) Inspection for conformity of item(s 
with applicable drawings and specifications will b> made at the following loca- 
Cons: i d (Contractor’s or subcontractor’s plant). 

(b) Inspection for conformity with packaging, packing, and marking specifi- 
cations made at the following location: (Contractor’s or Subecon- 
tractor’s Plant). 

(c) When delivery is to be F. O. B. Common Carrier, Contractor’s or subcon- 
tractor’s plant, final inspection and acceptance of items will be at Contractor's 
or subeontractor’s plant and shipment will be made on Government Bill of Lading 
by rail or truck as specified. Contractor will make delivery at nearest rail 
facility if rail shipment is specified. 
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(d) When delivery is to be F. O. B. destination, final inspection and acceptance 
will be at destination. 

34. Delivery and delivery schedule—(a) All items must be delivered in ac- 
cordance with the required delivery as set forth in the Delivery Schedule hereof. 
A bid offering later delivery will be rejected unless it is determined by the Con- 
tracting Officer to be in the best interest of the Government to accept such later 
delivery, price and other factors considered. 

(b) The time of delivery, as offered by a bidder and accepted by the Con- 
tracting Officer, shall be the essence of any contract awarded pursuant to this 
Invitation For Bid. «+ 

(c) Permission is granted Is not granted —_--__ _... to advance 
this schedule listed below, if the material is available and can be shipped at a 
faster rate. 

(d) Delivery is required as follows: 


DELIVERY SCHEDULE 


Items 1 through 10: 50% 90 days after receipt of contract; 50% 120 days 
after receipt of contract. 

35. Renegotiation.—(a) This contract is subject to the Renegotiation Act of 
1951 (P. L. 9, 82nd Congress) and shall be deemed to contain all the provisions 
required by Section 104 of said Act. 

(b) The contractor (which term as used in this clause means the party con- 
tracting to furnish the materials or perform the work required by this contract) 
agrees to insert the provisions of this clause, including this paragraph (0) in all 
subcontracts as required by Section 104 of the Renegotiation Act of 1951: Pro- 
vided, That the contractor shall not be required to insert the provisions of this 
clause in any subcontract of a class or type described in Section 106 (a) of the 
Renegotiation Act of 1951. 

36. Shipping destinations.—(a) Wherein Depot Symbols adjacent to the Item 
descriptions will indicate destinations for such items, the following list of symbol 
definitions controls: 

Depot symbol and address 


AM—Commanding Officer, Anniston Ordnance Depot, Bynum, Alabama. 
AG—Commanding Officer, Atlanta General Depot, Atlanta, Georgia, 
BE—Commanding Officer, Benicia Arsenal Army Point, California. 
LK—Commanding Officer, Letterkenny Ordnance Depot, Culbertson, Pa. 
MR—Commanding Officer, Mt. Rainier Ordnance Depot, Mobase, Washington. 
RD—Commanding General, Red River Arsenal, Defense, Texas. 
RF—Commanding Officer, Rossford Ordnance Depot, Toledo, Ohio. 
RK—Commanding Officer, Rock Island Arsenal, Rock Island, Illinois. 
PU—Commanding Officer, Pueblo Ordnance Depot, Pueblo, Colorado. 
RA—Commanding Officer, Raritan Arsenal, Metuchen, New Jersey. 

(b) If no Depot Destination symbols appear adjacent to the Items, the Items 
are to the shipped to the following destination(s). 

(c) Quantities indicated by other than depot symbols shown above shall be 
marked and shipped as shown on Continuation Sheet No. 11 and 12. 

37. Packaging, packing, and marking instructions.—(a) The item(s) listed 
below shall be packaged, packed, and marked for shipment and storage in accord- 
ance with U. S. Army Tentative Specification AXS-1222, Rey. 2, dated 12 October 
1948 and Amendment 1, dated 8 December 1949 including ODTI No. 300—-2—49 
with Change 1 dated 16 May 1949, Change 2 dated 13 February 1951, and Change 
3 dated 23 July 1951 to Appendix and Change 1 dated 4 April 1949, and Change 2 
dated 23 July 1951 to Appendix 2. 

(>) It is to be noted that under the provisions of Change 2 to Appendix 2 and 
Change 8 to Appendix 1 of the ODTI 300-2—-49, Domestic Storage as set forth in 
Section III of both Appendices has been rescinded in its entirety. 

The term Packaging includes all steps in inner wrapping, up to the placement 
of an article into an outer shipping container. 

The term Packing applies to all steps in exterior wrapping, including water- 
proofing, crating, boxing, and marking. 
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* (ce) The Item(s) listed below shall be packaged, packed, and marked in accord- 
ance with special instructions given for unit and intermediate pack quantities, 
cleaning and packaging methods, type of preservation, etc., as indicated. 


Packing (anplicable to item 
subquantities as indicated 


Packaging (applicable to entire item quantity) 
below) 


j 
| 
| 
| 


Unitizing 
| Packag Export | Domestic} 
Cleaning aUsaS* AXS- AXS- | Reusable 
— Inter cre Preservation type re | ine pe \Sodibene 
Unit SET method a7 : aro” | £ 
quantity | Mediate par. E2a | par. E2b | 
ina ” | quantity | 


None ! 

None ! 

None !__- 

P-H and = P-10, 
grade 2. 

P- 


2135 | 

5970 | 

6000 
a | 16800 
b § y 12117 
9 - | 350 
10a 424 
10b | oe Fine ‘ 3076 


' Coat with sealer wood preservative, specification USA-3-186, if not primed with synthetic primer 
specification TT-P. 636 
2 On unpainted or unprimed metal surfaces only. 
* Waterproof bag stapled. 
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: ; ; | Quantity 
Supplies or services Destination | (number) Unit 
of units) 


Unit 


Item 
‘ price 


No Amount 


F-4747: Block, filler frame cargo body | 
side member, left. Mfr’s Part Nos. 
BU E-280654, GM-2151136, or equal. 
Ord. No. 7415972. Ord. Stk. No. 
G508-74-15972. Veh. Appl. SNL G50s: 
30-182-3-60-5106 (109)... 
*-4758: Block, filler, floor cargo body 
side sill. Mfr’s Part Nos. YT-2144269, 
BU E-215909, or equal. Ord. No. 
7416107. Ord. Stk. No. G508-7416107. 
Veh. Appl. SNL G508. (A-5150): 
36-005~GS-573-51 (420) : 
05-001-—563-51 (101) (420) 
Same as 2a above. 
30-182-3-00-5031 (116) __ 
30-182-3-60-5014 (144) 
4764: Block, filler cargo dump body to 
frame, L. H. Mfr’s Part No. YT 
2198943, or equal. Ord. No. 7416140. 
Veh. Appl. SNL G5os: 
30-182-3-60-5138 (26) 
‘4769: Pan, front floor, assy. Mfr’s 
Part No. Y T-2196535, or equal. Ord. 
No. 7416147. Ord. Stk. No. G508-74- 
16147. Veh. Appl. SNL G508. (A-51). 
Same as 4a above. 
30-182-3--60-5106 (143) 
F-6223: Protector, cargo dump cab 
complete assembly (includes channel, 
hinge). Mfr’s Part Nos. GM-2196994, 
BU E-505862, or equal. Ord. No. 
7416144. Ord. Stk. No. G508-74-16144. 
Veh. Appl. SNL G5os: 
30-182-3-60-5106 (146) (149) 
F-6969: Strap, roll up cab curtain assy. 
Mifr’s Part No. GM-2186060, or equal. 
Ord. No. 7416194. Ord. Stk. No. G508 
74-16194. Veh. Appl. SNL G50s8: 
30-182-3-60-5069 (113) 5970 
F-6970: Strap, roll up cab curtain assy. 
w/ring. Mfr’s Part No. GM-2186059, 
orequal. Ord. No. 7416195. Ord. Stk. 
No. G508-74-16195. Veh. Appi. SNL 
G508: 
30-182-3-60-5069 (112). ____...____ f 6000 6, 000 
F-2107-A: Hinge, cargo body seat. 1680 16, 800 
Mir’s Part No. BUE-280605, GM 3360 
2157896, or equal. Ord. No. 7064150. 3360 
Ord. Stk. No. G508-70-64150. Veh. 840 
Appl. SNL G508. (A-16800) 2520 
4200 
840 
| Same as 8a above. 
04-197-3-10611-51 (21) _. 9470 
30-182-3-60-5069 (G2) 2647 
F-~4760: Hinge, cargo dump body cab 
prot. to back assy. Mft’s Part No. 
GM-2198148, BU E-505923, or equal. 
Ord. No. 7416134. Ord. Stk. No. 
G508-74-16134. Veh. Appl. SNL G508: 
30-182-3-60-5138 (20) 
F-53965: Hinge, compartment door as- 
sembly. Mfr's Part No. G@M-474x39, 
C V-474839, or equal. Ord. No. 7537942. 
Ord. Stk. No. G508-75-37942. Veh. 
Appl. SNL G508. (A-306) (A F-118) 
Same as 10a above. 
04-197-3-9803-51 (106) 
04-197-3-10287-51 (92) 


——_— en —aee ~~ 


Name of bidder or contractor 
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Shipping Order Nos. 
Items 1 and 2: 20-113—-G52-50732 
Items 3, 4, and 9: 20-113—G52-—50783 
Item 5: 20-113-G52-50882 
Item 6 and 7: 20-113—G52-50921 
Item 8: 20-113—-G52-50591 
Item 10: 20-113—G52—50808 
Wherein bids are invited on an “or equal’ basis, which will be indicated by 
having the item description include the phrase “or equal” if the bidder is not a 
manufacturer whose symbol appears in the description, or a regular dealer in 
items of such manufacturer, the bidder is to comply with requirements of terms 
and conditions continued No. 14 and 15: The bidder must submit with his bid, 
his own part number and his drawing with such number stated thereon. 
Reclaimed, reconditioned, rebuilt, used or deteriorated materials or supplies 
will not be accepted. No bids on such material or supplies should be submitted. 
Quantities designated by Consignee Reqn. Nos. shall be marked and shipped as 
follows: 


Consignee Reqn. No. Mark For— | Ship To— 


30-182-3-60-5106 See oe 

30-182-3-60-5031 [ ‘ : -|]Port Transportation Officer, New 

30-182-3-60-5014 UAY-P-ORDII-SE M2 2 “AF C3 32 |} York Port of Embarkation, Brook- 

30-182-3-60-5138 sAY-W-ORDIT-SE M2 : : lyn, New York. 

30-182-3-60-—5069 ‘LAY- a. ORDII-SE M2 r 

*04~197-3-10611-51 TIL-PP-ORDII-PAM-J . Port Transportation Officer, Seattle 
Port of Embarkation, Seattle 4, 
Washington. 

Port Transportation Officer, San 
04-197-3-9803-51 _ - VIL-M M-ORDII-PA M-HZ368 Francisco Port of Embarkation, 
04-197-3-10287-51 EY "IL-M M-ORDII-PA M-J B329___-- | Oakland Army Base, Oakland, 

California. 





*Forward one (1) copy of all shipping documents to Chief, Oversea Supply Division, § San Francisco 
Port of Embarkation, Fort Mason, California, in addition to regular distribution to Seattle Port of Em- 
barkation. 


“Quantities preceded by Consignee Reqn. Numbers shall be narked and shipped 
as above. The requirements for each ‘Mark For’ code are to be packed in 
separate containers and covered by a separate Vendor’s Shipping Document 
properly identifying the overseas requisition line item numbers which appear in 
parenthesis after the overseas requisition number in foregoing ‘description’ 
column, opposite the procurement requisition number.” 

Quantities designated by Consignee Reqn. Nos. shall be marked and shipped 
as follows: 


Consignee Reqn. No. Mark For— Ship To— 


36-005-—GS-573-51 __ _-_- Base Shop..... Commanding Otficer, Letterkenny Ordnance Depot, Cham- 
bersburg, Pennsylvania, 

05-001-563-51_ .. Base Shop....| Commanding Officer, Pueblo Ordnance Depot, Pueblo, Colo- 
rado, 


Gratuities 

(A) The Government may, by written notice to the contractor, terminate the 
right of the contractor to proceed under this contract, if it is found, after notice 
and hearing, by the Secretary or his duly authorized representative, that 
gratuities (in the form of entertainment, gifts, or otherwise) were offered or 
given by the contractor, or any agent or representative of the contractor, to any 
officer or employee of the Government with a view toward securing a contract 
or securing favorable treatment with respect to the awarding or amending of 
such contract.; provided, that the existence of the facts upon which the Secretary 
or his duly authorized representative made such findings shall be in issue and 
may be reviewed in any competent court. 

(B) In the event this contract is terminated as provided in paragraph (A) 
hereof, the Government shall be entitled (1) to pursue the same remedies against 
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ithe contractor as it could pursue in the event of a breach of the contract by the 
contractor, and (11) as a penalty in addition to any other damages of which 
it may be entitled by law, to exemplary damages in an amount (as determined 
by the Secretary or his duly authorized representative) which shall be not less 
than 3 nor more than 10 times the costs incurred by the contractor in providing 
any such gratuities to any such officer or employee. 

(C) The rights and remedies of the Government provided in this clause shall 
not be exclusive and are in addition to any other rights and remedies provided by 
law or under this contract. 


(Standard Form 32 Prescribed by General Services Administration, Noy. 1949 
Bdition ) 


GENERAL PROVISIONS (SUPPLY CONTRACT ) 
1. Definitions 


As used throughout this contract, the following terms shall have the meanings 
set forth below: 


(a) The term “Secretary” means the Secretary, the Under Secretary, or 
any Assistant Secretary of the Department, and the head or any assistant 
head of the executive agency ; and the term “his duly authorized representa- 
tive” means any person or persons or board (other than the Contracting 
Officer) authorized to act for the Secretary. 

(b) The term “Contracting Officer” means the person executing this con- 
tract on behalf of the Government, and any other officer or civilian employee 
who is a properly designated Contracing Officer; and the term includes, ex- 
cept as otherwise provided in this contract, the authorized representative of 
a Contracting Officer acting within the limits of his authority. 

(c) Except as otherwise provided in this contract, the term “subcontracts” 
includes purchase orders under this contract. 

2. Changes 

The Contracting Officer may at any time, by a written order, and without 
notice to the sureties, make changes, within the general scope of this contract, 
in any one or more of the following: (i) drawings, designs, or specifications, 
where the supplies to be furnished are to be specially manufactured for the 
Governmnet in accordance therewith; (ii) method of shipment or packing; and 
(ili) place of delivery. If any such change causes an increase or decrease in the 
cost of, or the time required for, performance of this contract, an equitable adjust- 
ment shall be made in the contract price or delivery schedule, or both, and the 
contract shall be modified in writing accordingly. Any claim by the Contractor 
for adjustment under this clause must be asserted within 30 days from the date 
of receipt by the Contractor of the notification of change: Provided, however, 
That the Contracting Officer, if he decides that the facts justify such action, 
may receive and act upon any such claim asserted at any time prior to final 
payment under this contract. Failure to agree to any adjustment shall be a 
dispute concerning a question of fact within the meaning of the clause of this 
contract entitled “Disputes.” However, nothing in this Clause shall excuse the 
Contractor from proceeding with the contract as changed. 
3. Extras 

Ixcept as otherwise provided in this contract, no payment for extras shall be 
made unless such extras and the price therefor have been authorized in writing 
by the Contracting Officer. 
4. Variation in quantity 

No variation in the quantity of any item called for by this contract will be 
accepted unless such variation has been caused by conditions of loading, shipping, 
or packing, or allowances in manufacturing processes, and then only to the extent, 
if any, specified elsewhere in this contract. 
5. Inspection 

(a) All supplies (which term throughout this clause includes without limita- 
tion raw materials, components, intermediate assemblies, and end products) shall 
be subject to inspection and test by the Government, to the extent practicable 
at all times and places including the period of manufacture, and in any event 
prior to final acceptance. 





910 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


(b) In case any supplies or lots of supplies are defective in material or work- 
manship or’ otherwise not in conformity with the requirements of this contract, 
the Government shall have the right either to reject them (with or without in- 
structions as to their disposition) or to require their correction. Supplies or 
lots of supplies which have been rejected or required to be corrected shall be 
removed or corrected in place, as requested by the Contracting Officer, by and 
at the expense of the Contractor promptly after notice, and shall not again be 
tendered for acceptance unless the former tender and either the rejection or 
requirement of correction is disclosed. If the Contractor fails promptly to re- 
move such supplies or lots of supplies, when requested by the Contracting Officer, 
and to proceed promptly with the replacement or correction thereof, the Govern- 
mnt either (i) may by contract or otherwise replace or correct such supplies 
and charge to the Contractor the cost occasioned the Government thereby, or 
(ii) may terminate this contract for default as provided in the clause of this 
contract entitled “Default.” Unless the Contractor elects to correct or replace 
the supplies which the Government has a right to reject and is able to make 
such correction or replacement within the required delivery schedule, the Con- 
tracting Officer may require the delivery of such supplies at a reduction in price 
which is equitable under the circumstances. Failure to agree to such reduction 
of price shall be a dispute concerning a question of fact within the meaning of 
the clause of this contract entitled “Disputes.” 

(c) If any inspection or test is made by the Govenment on the premises of 
the Contractor or a subcontractor, the Contractor without additional charge shall 
provide all reasonable facilities and assistance for the safety and convenience 
of the Government inspectors in the performance of their duties. If Government 
inspection or test is made at a point other than the premises of the Contractor 
or a subcontractor, it shall be at the expense of the Government : Provided, That 
in case of rejection the Government shall not be liable for any reduction in 
value of samples used in connection with such inspection or test. All inspections 
and tests by the Government shall be performed in such a manner as not te 
unduly delay the work. The Government reserves the right to charge to the 
Contractor any additional cost of Government inspection and test when supplies 
are not ready at the time such inspection and test is requested by the Contractor. 
Final acceptance or rejection of the supplies shall be made as promptly as prae- 
ticable after delivery, except as otherwise provided in this contract; but failure 
to inspect and accept or reject supplies shall neither relieve the Contractor from 
responsibility for such supplies as are not in accordance with the contract 
requirements nor impose liability on the Government therefor. 

(d) The inspection and test by the Government of any supplies or lots thereof 
does not relieve the Contractor from any responsibility regarding defects or 
other failures to meet the contract requirements which may be discovered prior 
to final acceptance. Except as otherwise provided in this contract, final accept- 
ance shall be conclusive except as regards latent defects, fraud, or such gross 
mistakes as amount to fraud. 

(e) The Contractor shali provide and maintain an inspection system accept- 
able to the Government covering the supplies hereunder. Records of all inspee- 
tion work by the Contractor shall be kept complete and available to the Govern- 
ment during the performance of this contract and for such longer period as may 
be specified elsewhere in this contract. 

6. Responsibility for supplies 

Except as otherwise provided in this contract, (i) the Contractor shall be 
responsible for the supplies covered by this contract until they are delivered 
at the designated delivery point, regardless of the point of inspection; and (ii) 
the Contractor shall bear all risks as to rejected supplies after notice of rejection. 


7. Payments 

The Contractor shall be paid, upon the submission of properly certified invoices 
or vouchers, the prices stipulated herein for supplies delivered and accepted or 
services rendered and aecepted, less deductions, if any, as herein provided. 
Unless otherwise specified, payment will be made on partial deliveries accepted 
by the Government when the amount due on such deliveries so warrants; or, 
when requested by the Contractor, payment for accepted partial deliveries shall 
be made whenever such payment would equal or exceed either $1,000 or 50 per- 
cent of the total amount of this contract. 
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8. Assignment of claims 


(a) Pursuant to the provisions of the Assignment of Claims Act of 1940 (3 
U. 8. Code 208, 41 U. S. Code 15), if this contract provides for payments aggre- 
gating $1,000 or more, claims for moneys due or to become due the Contractor 
from the Government under this contract may be assigned to a bank, trust com- 
pany, or other financing institution, including any Federal lending agency, and 
may thereafter be further assigned and reassigned to any such institution. Any 
such assignment or reassignment shall cover all amounts payable under this 
contract and not already paid, and shall not be made to more than one party, 
except that any such assignment or reassignment may be made to one party 
as agent or trustee for two or more parties participating in such financing. 
Notwithstanding any provision of this contract, payment to an assignee of any 
claim under this contract shall not be subject to reduction or set-off for any 
indebtedness of the Contractor to the Government arising independently of this 
contract. (The preceding sentence applies only if this contract is with a military 
department. ) 

(b) In no event shall copies of this contract or of any plans, specifications, or 
other similar documents relating to work under this contract, if marked ‘Top 
Secret,” “Secret,” “Confidential,” or “Restricted,” be furnished to any assignee 
of any claim arising under this contract or to any other person not entitled to 
receive the same: Provided, That a cepy of any part or all of this contract so 
marked may be furnished, or any information contained therein may be disclosed, 
to such assignee upon the prior written authorization of the Contracting Officer. 
9. Additional bond security 

If any surety upon any bond furnished in connection with this contract be- 
comes unacceptable to the Government, or if any such surety fails to furnish 
reports us to his financial condition from time to time as requested by the Gov- 
ernment, the Contractor shall promptly furnish such additional security as may 
be required from time to time to protect the interests of the Government and of 
persons supplying labor or materials in the prosecution of the work contemplated 
by this contract. 


10. Federal, State, and local taxes 


(a) Definitions.—As used throughout this clause, the following terms shall 
have the meanings set forth below: 

(i) The term “direct tax” means any tax or duty directly applicable to the 
completed supplies or services covered by this contract, or any other tax or duty 
froma which the Contractor or this transaction is exempt. It includes any tax 
or duty directly applicable to the importation, production, processing, manufac- 
ture, construction, sale, or use of such supplies or services; it also includes any 
tax levied on, with respect to, or measured by sales, receipts from sales, or use of 
the supplies or services covered by this contract. The term does not include, 
transportation taxes, unemployment compensation taxes, social security taxes, 
income taxes, excess-profits taxes, capital stock taxes, property taxes, and such 
other taxes as are not within the definition of the term “direct tax’ as set forth 
above in this paragraph. 

(ii) The term “contract date” means the effective date of this contract if it is a 
negotiated contract, or the date set for the opening of bids if it is a contract en 
tered into as a result of formal advertising. 

(b) Federal Tares.—Except as may be otherwise provided in this contract, 
the contract price includes all applicable Federal taxes in effect on the contract 
date. 

(c) State or Local Taxres.—Except as may be otherwise provided in this con- 
tract, the contract price does not include any State or local direct tax in effect 
on the contract date. 

(ad) Evidence of Eremption.—The Government agrees, upon request of the 
Contractor, to furnish a tax exemption certificate or other similar evidence of 
exemption with respect to any direct tax not included in the contract price pur- 
suant to this clause; and the Contractor agrees, in the event of the refusal of 
the applicable taxing authority to accept such evidence of exemption, (i) 
promptly to notify the Contracting Officer of such refusal, (ii) to cause the tax 
in question to be paid in such manner as to preserve all rights to refund thereof, 
and (iii) if so directed by the Contracting Officer, to take all necessary action, 
in cooperation with and for the benefit of the Government, to secure a refund of 
such tax (in which event the Government agrees to reimburse the Contractor for 
any and all reasonable expenses incurred at its direction). 
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(e) Price Adjustment.—lIf, after the contract date, the Federal Government 
or any State or local government either (i) imposes or increases (or removes an 
exemption with respect to) any direct tax, or any tax directly applicable to the 
materials or components used in the manufacture or furnishing of the com- 
pleted supplies cr services covered by this contract, or (ii) refuses to accept 
the evidence of exemption, furnished under paragraph (d) hereof, with respect 
to any direct tax excluded from the contract price, and if under either (i) or (ii) 
the Contractor is obliged to and does pay or bear the burden of any such tax 
(and does not secure a refund thereof), the contract price shall be correspondingly 
increased. If, after the contract date, the Contractor is relieved in whole or in 
part from the payment or the burden of any direct tax included in the contract 
price, or any tax directly applicable to the materials or components used in the 
manufacture or furnishing of the completed supplies or services covered by this 
contract, the Contractor agrees promptly to notify the Contracting Officer of 
such relief, and the contract price shall be correspondingly decreased or the 
amount of such relief paid over to the Government. Invoices or vouchers cover- 
ing any increase or decrease in contract price pursuant to the provisions of this 
paragraph shall state the amount thereof, as a separate added or deducted item, 
and shall identify the particular tax imposed, increased, eliminated, or decreased. 

(f) Refund or Drawback.—If any tax or duty has been included in the contract 
price or the price as adjusted under paragraph (¢€) of this clause, and if the 
Contractor is entitled to a refund or drawback by reason of the export or re- 
export of supplies covered by this contract, or of materials or components used 
in the manufacture or furnishing of the completed supplies or services covered 
by this contract, the Contractor agrees that he will promptly notify the Contract- 
ing Officer thereof and that the amount of any such refund or drawback obtained 
will be paid over to the Government or credited against amounts due from the 
Government under this contract: Provided, however, That the Contractor shall 
not be required to apply for such refund or drawback unless so requested by the 
Contracting Officer. 


11. Default 

(a) The Government may, subject to the provisions of paragraph (b) below, 
by written Notice of Default to the Contractor terminate the whole or any part of 
this contract in any one of the following circumstances: 

(i) if the Contractor fails to make delivery of the supplies or to perform the 
services within the time specified herein or any extension thereof ; or 

(ii) if the Contractor fails to perform any of the other provisions of this con- 
tract, or so fails to make progress as to endanger performance of this contract 
in accordance With its terms, and in either of these two circumstances does not 
cure such failure within a period of 10 days (or such longer period as the Con- 
tracting Officer may authorize in writing) after receipt of notice from the 
Contracting Officer specifying such failure. 

(b) The Contractor shall not be liable for any excess costs if any failure to 
perform the contract arises out of causes beyond the control and without the 
fault or negligence of the Contractor. Such causes inclnde, but are not restricted 
to, acts of God or of the public enemy, acts of the Government, fires, floods, 
epidemics, quarantine restrictions, strikes, freight embargoes, unusually severe 
weather, and defaults of subcontractors due to any of such causes unless the 
Contracting Officer shall determine that the supplies or services to be furnished 
by the subcontractor were obtainable from other sources in sufficient time to 
permit the Contractor to meet the required delivery schedule. 

(c) In the event the Government terminates this contract in whole or in part 
as provided in paragraph (@) of this clause, the Government may procure, upon 
such terms and in such manner as the Contracting Officer may deem appropriate, 
supplies or services similar to those so terminated, and the Contractor shall be 
liable to the Government for any excess costs for such similar supplies or services, 
Provided, That the Contractor shall continue the performance of this contract to 
the extent not terminated under the provisions of this clause. 

(d) If this contract is terminated as provided in paragraph (a) of this clause, 
the Government, in addition to any other rights provided in this clause, may 
require the Contractor to transfer title and deliver to the Government, in the 
manner and to the extent directed by the Contracting Officer, (i) any completed 
supplies, and (ii) such partially completed supplies and materials, parts, tools, 
dies, jigs, fixtures, plans, drawings. information, and contract rights (hereinafter 
called “manufacturing materials”) as the Contractor’ has specifically produced 
or specifically acquired for the performance of such part of this contract as has 
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been terminated; and the Contractor shall, upon direction of the Contracting 
Officer, protect and preserve property in possession of the Contractor in which 
the Government has an interest. The Government shall pay to the Contractor 
the contract price for completed supplies delivered to and accepted by the Gov- 
ernment, and the amount agreed upon by the Contractor and the Contracting 
Officer for manufacturing materials delivered to and accepted by the Government 
and for the protection and preservation of property. Failure to agree shall be a 
dispute concerning a question of fact within the meaning of the clause of this 
contract entitled “Disputes.” 

(e) If, after notice of termination of this contract under the provisions of 
paragraph (a) of this clause, it is determined that the failure to perform this 
contract is due to causes beyond the control and without the fault or negligence of 
the Contractor pursuant to the provisions of paragraph (0) of this clause, such 
Notice of Default shall be deemed to have been issued pursuant to the clause 
of this contract entitled “Termination for Convenience of the Government,” 
and the rights and obligations of the parties hereto shall in such event be 
governed by such clause. (Except as otherwise provided in this contract, this 
paragraph (e€) applies only if this contract is with a military department.) 

(/) The rights and remedies of the Government provided in this clause shall 
not be exclusive and are in addition to any other rights and remedies provided 
by law or under this contract. 

12. Disputes 

Except as otherwise provided in this contract, any dispute concerning a 
question of fact arising under this contract which is not disposed of by agree- 
ment shall be decided by the Contracting Officer, who shall reduce his decision 
to writing and mail or otherwise furnish a copy thereof to the Contractor. Within 
30 days from the date of receipt of such copy, the Contractor may appeal by 
mailing or otherwise furnishing to the Contracting Officer a written appeal 
addressed to the Secretary, and the decision of the Secretary or his duly author- 
ized representative for the hearing of such appeals shall be final and conclu- 
sive: Provided, That if no such appeal is taken, the decision of the Contracting 
Officer shall be final and conclusive. In connection with any appeal proceeding 
under this clause, the Contractor shall be afforded an opportunity to be heard 
and to offer evidence in support of its appeal. Pending final decision of a dis- 
pute hereunder, the Contractor shall proceed diligently with the performance 
of the contract and in accordance with the Contracting Officers’ decision. 

13. Notice and assistance regarding patent infringement 

(a) The Contractor agrees to report to the Contracting Officer, promptly and 
in reasonable written detail, each claim of patent infringement based on the per- 
formance of this contract and asserted against it, or against any of its sub- 
contractors if it has notice thereof. 

(b) In the event of litigation against the Government on account of any claim 
of infringement arising out of the performance of this contract or out of the use 
of any supplies furnished or construction work performed hereunder, the Con- 
tractor agrees that it will furnish to the Government, upon request, all evidence 
and information in its possession pertaining to the defense of such litigation. 
Such information shall be furnished at the expense of the Government except in 
those cases in which the Contractor has agreed to idemnify the Government 
against the claim being asserted. 

14. Buy American Act 

The Contractor agrees that there will be delivered under this contract only such 
unmanufactured articles, materials, and supplies (which term “articles, ma- 
terials, and supplies” is hereinafter referred to in this clause as “‘supplies”) as 
have been mined or produced in the United States, and only such manufactured 
supplies as have been manufactured in the United States substantially all from 
supplies mined, produced, or manufactured, as the case may be, in the United 
States. Pursuant to the Buy American Act (41 U. S. Code 10a—c), the foregoing 
provision shall not apply (i) with respect to supplies accepted by the Secretary 
from the application of that Act, (ii) with respect to supplies for use outside 
the United States, (iii) with respect to the supplies to be delivered under this 
contract which are of a class or kind determined by the Secretary or his duly 
authorized representative not to be mined, produced, or manufactured, as the 
case may be, in the United States in sufficient and reasonably available com- 
mercial quantities and of a satisfactory quality, or (iv) with respect to such 
supplies, from which the supplies to be delivered under this contract are manu- 
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factured, as are of a class or kind determined by the Secretary or his duly 
authorized representative net to be mined, produced, or manufactured, as the 
“ase may be, in the United States in sufficient and reasonably available commer- 
cial quantities and of a satisfactory quality, provided that this exception (iv) 
shall not permit delivery of supplies manufactured outside the United States 
if such supplies are manufactured in the United States in sufficient and reasonably 
available commercial quantities and of a satisfactory quality. 
15. Convict labor 

In connection with the performance of work under this contract, the Contractor 
agrees not to employ any person undergoing sentence of imprisonment at hard 
labor. 


16. LRight-hour law of 1912 

This contract, to the extent that it is of a character specified in the Eight-Hour 
Law of 1912 as amended (40 U. S. Code 324-326) and is not covered by the Walsh- 
Healey Public Contracts Act (41 U. S. Code 35-45), is subject to the following 
provisions and exceptions of said Eight-Hour Law of 1912 as amended, and to all 
other provisions and exceptions of said Law: 

No laborer or mechanic doing any part of the work contemplated by this con- 
tract, in the employ of the Contractor or any subcontractor contracting for any 
part of the said work, shall be required or permitted to work more than eight 
hours in any one calendar day upon such work, except upon the condition that 
compensation is paid to such laborer or mechanic in accordance with the pro- 
visions of this clause. The wages of every such laborer and mechanic employed 
by the Contractor or any subcontractor engaged in the performance of this con- 
tract shall be computed on a basic day rate of eight hours per day; and work in 
excess of eight hours per day is permitted only upon the condition that every 
such laborer and mechanic shall be compensated for all hours worked in excess 
of eight hours per day at not less than one and one-half times the basic rate of 
pay. For each violation of the requirements of this clause a penalty of five 
dcellars shall be imposed upon the Contractor for each such laborer or mechanie 
for every calendar day in which such employee is required or permitted to labor 
more than eight hours upon said work without receiving compensation com- 
puted in accordance with this clause; and all penalties thus imposed shall be 
withheld for the use and benefit of the Government. 

17. Walsh-Healey Public Contracts Act 

If this contract is for the manufacture or furnishing of materials, supplies, 
articles, or equipment in an amount which exceeds or may exceed $10,000 and 
is otherwise subject to the Walsh-Healey Public Contracts Act as amended (41 
U. S. Code 35-45), there are hereby incorporated by reference all representations 
and stipulations required by said Act and regulations issued thereunder by the 
Secretary of Labor, such representations and stipulations being subject to all 
applicable rulings and interpretations of the Secretary of Labor which are now 
or may hereafter be in effect. 

18. Nondiscrimination in employment 

In connection with the performance of work under this contract, the Con- 
tractor agrees not to discriminate against any employee or applicant for em- 
ployment because of race, creed, color, or national origin; and further agrees to 
insert the foregoing provision in all subcontracts hereunder except subcontracts 
for standard commercial supplies or for raw materials. 

19. Officials not to benefit 

No member of or delegate to Congress, or resident commissioner, shall be 
admitted to any share or part of this contract, or to any benefit that may arise 
therefrom; but this provision shall not be construed to extend to this contract 
if made with a corporation for its general benefit. 


20. Covenant against contingent fees 


The Contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understanding 
for a commission, percentage, brokerage, or contingent fee, excepting bona fide 
employees or bona fide established commercial or selling agencies maintained 
by the Contractor for the purpose of securing business. For breach or viola- 
tion of this warranty the Government shall have the right to annul this contract 
Without liability or in its discretion to deduct from the contract price or con- 





PROCUREMENT OF AUTOMOTIVE SPARE PARTS 915 


sideration the full amount of such commission, percentage, brokerage, or con- 
tingent fee. 
21. Reporting of royalties 

If this contract is in an amount which exceeds $10,000, the Contractor agrees 
to report in writing to the Contracting Officer during the performance of this con- 
tract and prior to its completion or final settlement, the amount of any royalties 
or royalty rates paid or to be paid by it directly to others in connection with 
the performance of this contract, together with the names and addresses of 
licensors to whom such payments are made and either the patent numbers in- 
volved or such other information as will permit identification of the patents or 
other basis on which royalties are to be paid. Where the Contractor’s com- 
pliance with the foregoing reporting requirement is found by the Contracting 
Officer to be impracticable because of the size of the Contractor’s business or 
because of the nature of its accounting procedures, the Contractor may furnish 
one or more reports, based on its established accounting periods and covering the 
entire contract period, of royalties in excess of $1,000 (if computed on an annual 
basis) paid or to be paid to each licensor on the Contractor’s over-all business, 
together with such other information as will permit identification of the patents 
or Other basis on which royalties are to be paid, in which event the Contractor 
shall furnish the Contracting Officer, upon his request and at Government ex- 
pense, an allocation of such royalty payments to Government business or to 
the work or supplies covered by this contract; reference to any such periodic 
royalty reports, previously furnished to any Government agency and covering 
the period of performance of this contract, shall constitute compliance with the 
reporting requirement of this clause. 

If this contract is in an amount which exceeds $10,000, and no royalties or 
royalty rates are paid or to be paid directly to others under the circumstances 
set forth above, the Contractor agrees so to report in writing to the Contracting 
Officer prior to completion or final settlement of this contract. 


22. Patent indemnity 

(This Article will form a part of any Contract awarded which is in excess of 
$1,000.00. ) 

The Contractor agrees to indemnify the Government and its officers, agents 
and employees against liability, including costs and expenses, for infringement 
upon any Letters Patent of the United States (except Letters Patent issued 
upon an application which is now or may hereafter be, for reasons of national 
security, ordered by the Government to be kept secret or otherwise withheld 
from issue) arising out of the performance of this contract or out of the use 
or disposal by or for the account of the Government of supplies furnished or 
construction work performed hereunder. The foregoing indemnity shall not 
apply unless the Contractor shall have been informed as soon as practicable 
by the Government of the suit or action alleging such infringement, and shall 
have been given an opportunity to present recomendations as to the defense 
thereof ; and further, such indemnity shall not apply in any one of the following 
situations: (i) any infringement resulting from the addition to any such sup- 
plies of other supplies not furnished by the Contractor for the purpose of such 
addition; (ii) any settlement of a claim of infringement made without the 
consent of the Contractor, unless required by final decree of a court of com- 
petent jurisdiction; (iii) any claim of infringement arising from use or disposal 
outside the scope of any license limitation under which the Contractor is 
bound, provided that the Contractor has notified the Government of the limita- 
tion prior to first delivery under this contract; (iv) any infringement neces- 
sarily resulting from changes (other than the substitution of another standard 
commercial part or component manufactured or supplied by the Contractor) 
ordered pursuant to this contract, or from specific written instructions given by 
the Contracting Officer directing a manner of performing the contract not nor- 
mally utilized by the Contractor. 


23. Termination for convenience of the Government 

(a) The performance of work under this Contract may be terminated by the 
Government in accordance with this clause in whole, or from time to time in part, 
whenever the Contracting Officer shall determine that such termination is in the 
best interests of the Government. Any such termination shall be effected by de- 
livery to the Contractor of a Notice of Termination specifying the extent to 
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which performance of work under the contract is terminated, and the date upon 
which such termination becomes effective. 

(b) After receipt of a Notice of Termination, and except as otherwise directed 
by the Contracting Officer, the Contractor shall (1) stop work under the contract 
on the date and to the extent specified in the Notice of Termination; (2) place 
no further orders or subcontracts for materials, services or facilities except as 
may be necessary for completion of such portion of the work under the contract 
as is not terminated; (3) terminate all orders and subcontracts to the extent that 
they relate to the performance of work terminated by the Notice of Termina- 
tion; (4) assign to the Government, in the manner, at the times, and to the ex- 
tent directed by the Contracting Officer, all of the rights, title and interest of the 
Contractor under the orders and subcontracts so terminated; (5) settle all claims 
arising out of such termination of orders and subcontracts, subject to the approval 
or ratification of the Contracting Officer, which approval or ratification shall be 
final for all the purposes of this clause; (6) transfer title and deliver to the 
Government, in the manner, at the times, and to the extent, if any, directed by 
the Contracting Officer, (i) the fabricated or unfabricated parts, works in process, 
completed work, supplies, and other material produced as a part of, or acquired 
in conection with the performance of, the work terminated by the Notice of 
Termination, and (ii) the completed or partially completed plans, drawings, in- 
formation, and other property which, if the contract had been completed, 
would have been required to be furnished to the Government; (7) use its best 
efforts to sell, in the manner, at the times, to the extent, and at the price or 
prices directed or authorized by the Contracting Officer, any property of the 
types referred to in provision (6) of this paragraph, provided however, that the 
Contractor (i) shall not be required to extend credit to any purchaser, and (ii) 
may keep any such property at a price or prices approved by the Contract- 
ing Officer; and provided further that the proceeds of any such transfer or 
disposition shall be applied in reduction of any payments to be made by the 
Government to the Contractor under this contract or shall otherwise be credited 
to the price or cost of the work covered by this contract or paid in such other 
manner as the Contracting Officer may direct; (8) complete performance of 
such part of the work as shall not have been terminated by the Notice of Termi- 
nation; and (9) take such action as may be necessary, or as the Contracting 
Officer may direct, for the protection and preservation of the property related to 
this contract which is in the possession of the Contractor and in which the 
Government has or may acquire an interest. 

(c) After receipt of a Notice of Termination, the Contractor shall submit to the 
Contracting Officer its termination claim, in the form prescribed by the Contract- 
ing Officer. Such claim shall be submitted promptly but in no event later than 
one year from the effective date of termination, unless one or more extensions 
in writing are granted by the Contracting Officer upon request of the Contractor 
made in writing within such one year period or authorized extension thereof. 
Upon failure of the Contractor to submit its termination claim within the time 
allowed, the Contracting Officer shall determine, on the basis of information 
available to him, the amount, if any, due to the Contractor by reason of the 
termination. 

(d) Subject to the provisions of paragraph (c), the Contractor and the Con- 
tracting Officer may agree upon the whole or any part of the amount or amounts 
to be paid to the Contractor by reason of the total or partial termination of 
work pursuant to this clause, which amount or amounts may include a reasonable 
allowance for profit, but only on work done in connection with the terminated 
portion of the contract. The contract shall be amended accordingly, and the 
Contractor shall be paid the agreed amount. Such amendment shall be final and 
conclusive upon the Contractor and the Government. Nothing in paragraph (c) 
of this clause, prescribing the amount to be paid to the Contractor in the event 
of failure of the Contractor and the Contracting Officer to agree upon the whole 
amount to be paid to the Contractor by reason of the termination of work pursu- 
ant to this clause, shall be deemed to limit, restrict, or otherwise determine or 
affect the amount or amounts which may be agreed upon to be paid to the Con- 
tractor pursuant to this paragraph (d). 

(e) In the event of the failure of the Contractor and the Contracting Officer 
to agree as provided in paragraph (d) upon the whole amount to be paid to the 
Contractor by reason of the termination of work pursuant to this clause, the 
Government, but without duplication of any amounts agreed upon in accordance 
with paragraph (d), shall pay to the Contractor the amounts determined as 
follows: 
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(1) For completed supplies accepted by the Government and not theretofore 
paid for, a sum equivalent to the aggregate price for such supplies Computed in 
accordance with the price or prices specified in the contract, appropriately 
adjusted for any saving of freight or other charges; 

(2) The total of— . 

(i) The costs incurred in the performance of the work terminated, exclu- 
sive of any costs attributable to supplies paid or to be paid for under para- 
graph (e) (1) hereof. 

(ii) The cost (which may include a reasonable allowance for profit to 
subcontractors or vendors, but only on work done in connection with the 
terminated portion of any subcontract or order) of settling and paying 
claims arising out of the termination of work under subcontracts or orders, 
as provided in paragraph (b)(5) above, which are properly chargeable to 
the terminated portion of the contract (exclusive of amounts paid or payable 
on account of supplies or materials delivered or services furnished by sub- 
eontractors or vendors prior to the effective date of the Notice of Termination, 
which amounts should be included in the costs payable under (i) above), 
provided that: 

(A) Each such claim has been settled with the written approval of 
the Contracting Officer; or 

(B) If a final judgment has been rendered against the Contractor, or 
a subcontractor or vendor, by a court of competent jurisdiction deter- 
mining the liability of the Contractor, subcontractor, or vendor with 
respect to any such claim, the Contracting Officer has determined that 
such judgment or a part thereof is allocable to the terminated portion 
of the Contract. 

(In order for a judgment to be allowable under this subparagraph 
(ii), the Contractor, or subcontractor or vendor concerned, must have 
given the Contracting Officer prompt notice of the initiation of the 
proceedings in which such judgment was rendered and offered in writ 
ing to give the Government complete control of the defense of the 
proceedings, and must have diligently defended the suit or, if the Gov- 
ernment has assumed control of the defense of the proceedings, must 
have rendered such’reasonable assistance as has been requested by the 
yovernment. If such judgment includes amounts for loss of anticipator) 
profits or consequential damages, such amounts will not be allowable 
under this subparagraph) ; 

(iii) A sum equal to 2 percent of that part of the amount determined 
under (i) which represents the cost of articles and materials not processed 
by the Contractor, plus a sum equal to 8 percent of the remainder of such 
amount, but the aggregate of such sums shall not exceed 6 percent of the 
whole of the amount determined under (i) above. 

(3) The reasonable costs of settlement, including accounting, legal, clerical, 
and other expenses reasonably necessary for the preparation of settlement claims 
and supporting data with respect to the terminated portion of the contract and for 
the termination and settlement of subcontracts thereunder, together with reason- 
able storage, transportation, and other costs incurred in connection with the 
protection or disposition of termination inventory. 

The total sum to be paid to the Contractor under (1) and (2) of this para- 
graph (e) shall not exceed the total contract price as reduced by the amount of 
payments otherwise made and as further reduced by the contract price of work 
not terminated. Except for normal spoilage, and except to the extent that the 
Government shall have otherwise expressly assumed the risk of loss, there shall he 
excluded from the amounts payable to the Contractor as provided in paragraph 
(e) (1) and paragraph (e) (2) (i), any amounts allocable to or payable in 
connection with property which is destroyed, lost, stolen, or damaged so as to be- 
come undeliverable to the Government, or to a buyer or pursuant to paragraph 
(b) (7). 

(f) The Contractor shall have the right of appeal under the clause of this 
contract entitled “Disputes”, from any determination of the amount due to the 
Contractor made by the Contracting Officer under paragraphs (c) or (e) above, 
except that if the Contractor has failed to submit its claim within the time pro- 
vided in paragraph (c) above and has failed to request extension of such time, he 
shall have no such right of appeal. In any case where the Contracting Officer 
has made a determination of that amount due under paragraph (c) or (e) above, 
the Government shall pay to the Contractor the following: (i) if there is no 
right of appeal hereunder or if no timely appeal has been taken, the amount 
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so determined by the Contracting Officer, or (ii) if an appeal has been taken 
the amount finally determined on such appeal; any such determination being 
final and conclusive upon the Contractor and the Government. 

(g) In arriving at the amount due the Contractor under this clause there shall 
be deducted (1) all unliquidated advance or other unliquidated payments on ac- 
count theretofore made to the Contractor, (2) any claim which the Government 
may have against the Contractor in connection with this contract, and (3) the 
agreed price for, or the proceeds of sale of, any materials, supplies or other 
things kept by the Contractor or sold, pursuant to the provisions of this clause, 
and not otherwise recovered by or credited to the Government. 

(hk) If the termination hereunder be partial, prior to the settlement of the 
terminated portion of this contract, the Contractor may file with the Contracting 
Officer a request in writing for an equitable adjustment of the price or prices 
specified in the contract relating to the continued portion of the contract (the 
portion not terminated by the Notice of Termination), and such equitable ad- 
justment as may be agreed upon shall be made in such price or prices. 

(i) The Government may from time to time, under such terms and conditions 
as it may prescribe, make partial payments and payments on account against 
costs incurred by the Contractor in connection with the terminated portion of 
this contract whenever in the opinion of the Contracting Officer the aggregate 
of such payments shall be within the amount to which the Contractor will be 
entitled hereunder. If the total of such payments is in excess of the amount 
finally agreed or determined to be due under this clause, such excess shall be 
payable by the Contractor to the Government upon demand, together with interest 
computed at the rate of 6% per annum, for the period from the date of such 
excess payment is received by the Contractor to the date on which such excess 
is repaid to the Government. 

(j) Any determination of costs under paragraph (c) or (e) hereof shall be 
governed by the Cost Principles set forth in Section XV of the Armed Services 
Procurement Regulation, as in effect on the date of this contract. 

(k) Unless otherwise provided for in this contract, or by applicable statute, 
tne Contractor, from the effective date of termination and for a period of three 
years after final settlement under this contract, shall preserve and make avail- 
able to the Government at all reasonable times at the office of the Contractor, 
but without expense to the Government, all its books, records, documents, and 
other evidence bearing on the costs and expenses of the Contractor under this 
contract and relating to the work terminated hereunder, or, to the extent 
approved by the Contracting Officer, photograps, microphotographs, or other 
auhentice reproductions thereof. 

24. Neutrality Act of 1939 

If any of the supplies to be delivered under this contract are arms, ammunition, 
or implements of war, as listed in the current proclamation issued by the Presi- 
dent pursuant to the Neutrality Act of 1939 (22 U. S. Code 452) the Contractor 
either (i) represents that it is properly registered under said Act and agrees to 
furnish satisfactory evidence thereof upon request. or (ii) represents that it is 
not subject to said Act and agrees to furnish satisfactory evidence thereof upon 
request. 

25. Notice to the Government of labor disputes 

Whenever the Contractor has knowledge that any actual or potential labor 
dispute is delaying or threatens to delay the timely performance of this contract, 
the Contractor shall immediately give notice thereof, including all relevant in- 
formation with respect thereto, to the Contracting Officer. 

26. Notice of shipments 

At the time of delivery of any shipment of supplies to a carrier for transporta- 
tion, the Contractor shall give prepaid notice of shipment to the consignee estab- 
lishment, and to such other persons or installations designated by the Contract- 
ing Officer, in accordance with instructions of the Contracting Officer. If such 
instructions have not been received by the Centractor at least 24 hours prior to 
such delivery,to a carrier, the Contractor shall request instructions from the 
Contracting Officer concerning the notice of shipment to be given. 
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Exursit 59 


(Standard Form 119, Prescribed by General Services Administration, April 
1950 Edition) 


CONTRACTOR'S STATEMENT OF CONTINGENT OR OTHER FEES FOR SOLICITING OR 
SECURING CONTRACT 


Invitation No. 
Contract No. 

The following information is furnished concerning companies or persons (other 
than full-time employees) employed or retained to solicit or secure this contract: 


1. Names and address of companies or persons so employed or retained : 


3. Relationship to contractor, indicating whether an employee or selling agency, 
and stating duration of such relationship: 


4. Is there a written agreement of employment or retention? If so, attach a 
copy. If not, state terms of employment or retention: 


. Description of duties performed by such companies or persons in connection 
with this contract: 


Amounts paid c or to be paid to ‘such ‘companies ¢ or persons in connection with 
soliciting or securing this contract, indicating whether on a commission, 
percentage, brokerage, contingent fee, or other basis, and stating separately 
total amount of expenses paid or to be paid by contractor : 


. Do companies or persons named represent contractor in both Government and 
private business? 


8. Are the companies or persons named bona. fide employees or bona fide estab- 
lished commercial or selling agencies maintained by the contractor for the 
purpose of securing business? 


Contractor 
By (Signature) 


United States Code, title 18 (Crimes and Criminal Procedure), section 1001, 
inakes it a criminal offense to make a willfully false statement or representation 
herein. 


EXHIBIT 60 
CHRYSLER Corp., 
Detroit, Mich., January 16, 1952. 
Hon. Porter Harpy, Jr., 

Chairman, Government Operations Subcommittee of the Committee on 
Erpenditures in.the Executive Departments, House of Representatives, 
Washington, D. C. 

Drar Mr. CHAIRMAN: When I appeared before your subcommittee on December 
13, 1951, members of the subcommittee requested information not contained in my 
prepared statement and not rendily available at the time. We have assembled 
this information and submit it herewith. 

Representative George W. Meader asked what our total sales of 4 by 4 military 
truck concurrent spare parts would be for the calendar year 1951. While final 
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figures are not yet available for December, we estimate we sold about $7,000,000 
worth of truck concurrent spare parts to Ordnance during 1951. 

Mr. Meader also sought information regarding the data and statements appear- 
ing in your subcommittee’s exhibit A-17. 

In studying this exhibit, I find that all of the items listed were included in 
the schedule attached to my letter of April 23, 1951, to Mr. Kurt W. Krause, 
Chief, Great Lakes Zone, General Accounting Office, 852 Federal Building, Detroit 
26, which letter and schedule I submitted to your subcommittee on December 13, 
1951, and which you made a part of the record. I also referred to this letter and 
accompanying schedule on pages 22 and 23 of my prepared statement to the 
subcommittee. 

Your committee’s exhibit A-17 states, among other things, that “no one but 
Chrysler can supply the item, and the price to the Government is controlled 
solely by what Chrysler chooses to bid.” This statement is not confirmed by the 
record. For example, item No. 6 of your exhibit refers to a carburetor assembly 
generally purchased by Chrysler from Carter Carburetor Corp. On the particular 
bid in question there were five other hidders in addition to Chrysler, one of whom 
underbid us. There were at least five subsequent invitations for bids for the same 
carburetor on which there were several bidders, and on each of which at least 
one bidder underbid Chrysler. 

The committee’s exhibit, in referring to Chrysler’s cost was incomplete and 
therefore somewhat misleading. For instance, it failed to take into account the 
eost of handling, warehousing, purchasing, pricing, specifying, invoicing, and 
packaging and boxing, which, as I pointed out, is a substantial amount which 
must be added to our basic purchase cost. I would like to point out again that no 
matter who received awards for this business, these services would have had to 
be performed and they represent a fundamental and substantial part of the 
ultimate cost of such parts. Our anticipated profit on all the items reviewed was 
nominal, as you will note from my letter and schedule of April 23, 1951, to Mr. 
Krause, mentioned above, because we have to include in our price the handling, 
warehousing, packaging, and other costs mentioned above. 

Although certain testimony before your subcommittee by other witnesses indi- 
eated other truck manufacturers might possibly have an interest in attempting 
to control sales of parts by their vendors, I might add that in none of the items 
listed in your exhibit A-17 does Chrysler Corp. have a proprietary interest and, 
therefore, Chrysler has no control whatsoever over the bidding or selling of these 
items by these manufacturers. 

Regarding the third question the committee asked me to answer, respecting our 
procurement policies and procedures, I am attaching a summary our director of 
purchases has prepared at my request on this subject. 

We appreciated the opportunity of appearing before your subcommittee. 

Yours very truly, 
CHRYSLER Corp., 
F. W. Misc, 
Assistant Comptroller. 


ExHisit 61 
OUTLINE OF CHRYSLER CorP, PROCUREMENT PRACTICE 


Chrysler Corp.’s sales were $2,084,000,000 for 1949, and $2,190,000,000 for 1950. 
Materials, parts, and services used for these periods totaled $1,336,000,000 and 
$1,386,000,000, respectively, or 64 and 638 percent, respectively, of the total sales. 
When the results of our 1951 operations are available we expect they will reflect 
a volume of sales and materials used comparable to those described for 1949 
and 1950. 

Chrysler's purchasing department purchases these materials and, of course, 
as a corollary has the task of maintaining contacts with established suppliers 
as well as finding, developing, and establishing additional satisfactory sources 
to furnish the huge quantities of materials, parts tooling, and supplies required 
to keep Chrysler plants operating efficiently. 

As would be expected, our greatest dollar volume of purchase is from a 
<zroup of suppliers who for many years have manufactured large quantities of 
materials for us on a continuing and regular basis. Because of the large volume 
and the regularity of our business, this group of suppliers with whom we have 
had long associations, many of whom manufacture from our tools and designs 
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are able and willing to sell to Chrysler at the lowest margins consistent with 
sound business practice. Chrysler checks their pricing, quality, and delivery 
performance, however, against its own manufacturing experience for the same or 
similar parts. Chrysler, using data from published reports, statements from the 
vendor, and reports from usual commercial sources, continually analyzes the 
vendors’ financial condition as another method of assuring a reasonable price 
and to guard against interruption in our supply of parts because of a supplier’s 
possible insolvency. 

In addition to this important group of volume suppliers, who furnish the 
largest percentage of our requirements, we must also maintain and develop thou- 
sands of smaller vendors to fill our requirements. During periods of material 
shortages, as at present, or when we must purchase uneconomical quantities, we 
occasionally find we must choose a new and untried supplier without following 
the procedure described below. But these are exceptional cases, and Chrysler 
generally endeavors to abide by the standards hereinafter set forth. 

In making vendor selections, we try to find sources who are financially sound, 
have capable personuel, necessary plant and equipment facilities, know-how, and 
ability to meet our requirements for quality, delivery, and pricing. 

In addition, we usually require an on-the-spot appraisal of the vendor's 
ability to serve Chrysler Corp. In many such cases, the potential source will 
receive a visit from a Chrysler representative who is a good judge of equipment, 
organization, and methods. He appraises and investigates all pertinent matters 
and reports his findings to the purchasing department. In some cases we con- 
tact current customers for their comments on the potential source’s past per- 
formance. 

Our comptroller’s staff analyzes the source's financial condition from his state- 
ment or from reports we receive through usual commercial channels. In addition, 
the comptroller’s staff reports to the purchasing department a general outline of 
the supplier’s financial history and activities during recent years. 

Most of the components entering into Chrysler products must meet the require- 
ments of our engineering division. Therefore, in such cases before we purchase 
from a source, his product must also have the approval of the engineering divi- 
sion. 

While we maintain a permanent file of previously qualified sources in the 
purchasing department, we do not add a new source to this listing until the pur- 
chasing department's requirements are satisfied. 

Regardless of the precautionary measures we have taken in selecting sources, 
in the final analysis, it is the vendor’s actual performance that counts. For this 
reason the initial commitment we place with a new source is usually small, and 
until the vendor demonstrates his ability to perform satisfactorily we will not 
consider him for volume requirements. 

To operate on this basis requires maintenance steadily over a period of years, 
of a sizable organization of persons with many years of experience, understand- 
ing of the problems that arise in manufacture, and ability to estimate competence 
of management. 

We believe these methods and procedures have been most effective in making 
the great quantities of materials we purchase available to Chrysler when we 
must have them, to the demanding specifications required, and at competitive 
prices. 
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ANALYSIS OF BID INVITATION 


1. Eliminate non-Chrysler items. 
2. Check amount of time until bid opening. 
3. Check terms and conditions. 
4. Review any new terms with legal and operating departments. 
5. Determine Government’s delivery requirements (starting date, rate of 
delivery, completion date.) 
6. Check packaging, packing, and boxing specifications. 
7. Determine Government priority assignment. 
8. Establish follow-up date for completion of bid. 
9. Inform all interested departments of above facts so prices and delivery in 
formation can be developed. 


ENGINEERING CHECK TO BRING PARTS NUMBERS UP TO DATE 


1. Check items to be sure that part names and numbers agree. 

2. Check for possible parts supersedence. 

3. If supersedence is involved, check detailed drawings to determine extent of 
interchangeability. 

4. Review interchangeability rulings to determine if commercial substitute is 
usable in Army supply system. 


ESTABLISH MENT OF POTENTIAL SOURCES OF SUPPLY 


1. Check supply of parts in stock at Chrysler parts plants (see item 4A). If 
there is no supply or an inadequate supply on hand, continue as follows: 

2. Check Chrysler Corp. record of item to determine original source or sources. 

3. Segregate list into items to be— 

(a) Purchased finished (see item 4C). 

(bv) Purchased partially finished from outside sources with certain addi- 
tional fabricating or finishing operations to be performed within Chrysler 
plants (see items 4B and 4C). 

(c) Wholly fabricated within Chrysler plants (see item 4B), 


CHECK CHRYSLER CORP. TOOLS AND FACILITIES 


1. Check to determine if part is currently in production. 

2. Check availability of tools, dies, jigs, and fixtures if production must be 
resumed. 

3. Check latest manufacturing lineup to determine if original plant now has 
facilities to produce. 

4. Determine cost of reworking present tooling and of providing any additional 
or new tooling required. 

5. Establish new manufacturing lineup if additional corporation plant facilities 
must be utilized. 

6. Estimate costs involved. 

7. Determine material availability. 

8. Establish delivery promise. 


EXPLORE VENDOR TOOLS AND FACILITIES 


1. Determine if part is currently in production and at what source or sources. 

2. Check latest ‘purchase lineup” to determine last known source or sources. 

3. Contact previous vendor to determine if can still produce. (Does he still 
have tools and facilities?) 

4. If no tools currently available, query other potential sources. 

5. Determine vendor's material situation and extent to which we must assist. 

6. Obtain vendor's quotations and best promise of delivery, along with pos- 
sible tooling cost. 


COMPILATION OF ESTIMATED COST AND DELIVERY INFORMATION 


1. Accumulate estimated costs of— 
(a) Materials. 
(6) Labor. 
(c) Factory overhead. 
(ad) Tooling. 
(e) Packaging and shipping. 
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(f) Warehousing. 
(9) Administrative. 


2. Check computations. 


3. 
4. 


Establish selling price. 
Verify that the prices established do not exceed the lowest at which 


the corporation sells to any other buyers of comparable quantities. 
5. Check estimates of delivery against Government requirements. 


A 


PREPARATION OF FINAL BID WITH ACCOMPANYING DATA 


Correct bid to reflect superseded parts being offered. 


2. Complete bid and recheck after insertion of prices, delivery data, and com- 
putations. 
3. Prepare cover letter or enclosure to clarify reasons for offering of alternate 
parts. 
a Enclose blueprints of substitute parts so Government can verify interchange- 
ability. 


5. 
6. 
7. 


8. 


os 


+ 
~ 


Oo US OT ye Got 


: 
See Item 4.) 


» 


Cie ho 


Deliver bid to Government. 

Attend bid opening; record all bids; prepare abstract of bids received. 
Alert interested parties of possibility of award. 

Follow Government on final procurement action. 


ANALYZE CONTENTS OF CONTRACT AND ACTIVATE PROPER DEPARTMENTS 


Verify conformity of contract with bid. 

Photostat contract and distribute copies. 

Record pertinent details of contract and delivery obligation. 
Alert all affected departments and divisions. 

Issue procurement instructions. 

Issue packing, packaging, and boxing instructions. 

Issue shipping instructions. 

Issue billing instructions. 


ORDER MATERIAL 
Issue requisitions against Chrysler parts plants for material on hand. 
Segregate list into items to be— 


(a) Purchased finished. (See Item 6.) 
(b) Purchased partially finished from outside sources with certain addi- 


tional fabricating or finishing operations to be performed within Chrysler 
plants. (See Item 5.) 


(c) Wholly fabricated within Chrysler plants. (See Item 5.) 


FILL ORDER FROM STOCK 


. Pick various items of stock. 
2. Consolidate order. 
. Deliver to shipping plant. 


SECURE MATERIAL AND MANUFACTURE PARTS 


. Review manufacturing lineup of parts to determine plants involved. 

. Issue requisitions to all Chrysler plants involved. 

. Be sure that facilities and tooling required are made available immediately. 
. Obtain necessary material through available commercial channels. 


Execute necessary Government forms and applications to obtain material 


allocations under existing regulations. 


6. 


Establish expediting, inspection, and follow-up procedures to assure ma- 


terial availability and fabrication of parts at rate consistent with contract 
requiremenfs. 

Manufacture parts. 

Consolidate order. 

Deliver to shipping plant. 


rp 
8. 
9 
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SECURE PARTS FROM VENDORS 


1. Review list of vendors involved. 

2. Issue requisitions for procurement. 

3. Issue purchase orders to vendors. 

4. Effect delivery to vendor or provide for the creation of tools, dies, jigs, and 
fixtures where required. 

5. Check vendors’ ability to obtain necessary materials and render all possible 
assistance. 

6. Establish expediting, inspection, and follow-up procedures to assure mate- 
rial availability and fabrication of parts at rate consistent with contract require- 
ments. 

7. Receive and inspect parts at shipping plant. 

8. Consolidate order. 


PACKAGING AND SHIPPING 


1. Determine packaging, packing and boxing requirements of contract (domes- 
tic or export). 

2. Analyze packaging, packing, and boxing specifications, as amended to date. 

8. Issue process standards, which are our interpretation of specification 
requirements. 

4. Review process standards with resident Government inspector to secure 
his concurrence. 

5. Procure required packing materials and plan delivery to our plants to 
coordinate with flow of parts. 

6. Clean part and apply preservative. 

7. Wrap, package, box, and label. 

8. Inspect. 
). Load and ship. 


BILLING 


1. Prepare inspection and acceptance reports. 

2. Execute Government V. S. D. forms (vendors shipping document). 

3. Prepare 43 or 88 copies of invoice and supporting documents (38 or 78 for 
Government). 

4. Collection. 





ExHIBIT 64 


Packaging estimates used by Federal Motor Truck Co., Detroit, Mich., in 
submitting bids to Ordnance Department 














sates Percent of 
ee Materia dankacing | Packaging 
Description cost Packaging to mmatiitel 
cost 

Drum, TD-3819Q17 $14, 62 $1. 48 10.0 
Drum, TD-11C 5929 18. 18 1. 48 8.1 
Shoe, TD-12C 7064 u J : : 10. 02 38 3.8 
Shoe, TD-12C7062 art f ; 9. 84 38 3.8 
Shoe, T D-12C 7063 cepa 9. 84 .38 3.8 
Shoe, TD-12C7065 : . " 10. 02 38 3.8 
Shoe, T D-8C 2093 : 7 oe 1. 60 15 10.0 
Shoe, TD-A8-3222H 450 11. 09 .38 3.4 
Housing, TD-IC-7086 s 2. 89 | 15 5.0 
Sleeve, T D-1B-9432 | 7. 66 | WW 14 
Do sacl | 7. 66 | .29 3.7 
Sleeve, T D-30056B . 3 9.75 | . 1.1 
Do : y 9.75 | 31 | 3.1 
Engine assembly ee. wasaaa-~-| 1, 200. 00 42.00 | 3.5 
Total __- 1, 322. 92 47. 98 | 3.6 








ExHIBIT 65 


(Not furnished to the subcommittee. ) 
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EXHIBIT 66 
POLICY FOR THE PROCUREMENT OF ORDNANCE SPARE PARTS BY LOCAL PURCHASE 


1. In response to the desire of Representative Porter Hardy, chairman of the 
Government Operations Subcommittee, as expressed to Maj. Gen. A. B. Quinton, 
Jr., on December 13, 1951, and recorded on pages 937, 938, and 939 of volume 4 
of the report of proceedings of the hearing held at Detroit, the policy of the 
Ordnance Corps for the procurement of spare parts for commercial-type vehicles 
and certain other supplies by local purchase is stated below. 

2. It is the policy of the Ordnance Corps not to procure either concurrent 
spare parts or large quantities of replenishment parts for commercial type 
vehicles since the automotive manufacturers have established throughout the con- 
tinental United States adequate and efficient means of distributing such parts 
to practically every community. Also, the distribution of all such requirements 
through the depot system would require the Army to purchase large quantities 
of each item in order to fill up the pipeline and maintain at the hundreds of 
stations throughout the continental United States these parts so that they would 
be available when needed. It is logical and economical, therefore, for the Gov- 
ernment to utilize the distribution system established by manufacturers in our 
purchase of these more or less “off-the-shelf items.” 

3. Therefore, the Chief of Ordnance has used the authority granted the head 
of each technical service by Army Regulation 715-8 to designate items which may 
be procured locally in causing Army Supply Bulletin (SB) 9-60 to be published. 
It contains 88 major items of commercial, nonstandard, and limited volume trans- 
port vehicles for which spare parts will be procured by local purchase wherever 
possible. Sedans such as Buick, Cadillac, Chrysler, Chevrolet, Brill, and Inter- 
national Harvester 87 passenger or the Chevrolet and Ford 15 passenger models, 
light trucks such as the Dodge %4-ton or Willys-Overland 6-passenger station 
wagon, as well as other trucks, trailers, and semitrailers are included in these 
88 major items. 

4. Special regulations and changes thereto limit local purchase of spare parts 
and accessories peculiar to the vehicles listed in SB 9-60 to a maximum 15-day 
stock level at isolated posts, camps, or stations and to no stock level at all where 
the item can be procured immediately by “off-shelf” purchase. In any event, the 
quantity of a particular item at a single station would rarely be more than one 
or two for stock or immediate consumption. This special regulation also permits 
the purchase of other Ordnance general supplies in real emergencies or when 
there is immediate requirement for commercial-type items that cannot be met 
by regular sources. 

5. Local purchases of items mentioned above are made pursuant to Public Law 
413, Eightieth Congress, and Army Procurement Procedure 1-700, which permits 
small purchases by formal advertising or negotiation (up to $1,000), whichever 
method is in the best interest of the Government. 





EXHIBIT 67 


(Not furnished to the subcommittee. ) 





Eexureir 68 


BIEDERMAN Morors Corp., 
Cincinnati, Ohio, July 17, 19517. 
GOVERNMENT OPERATIONS SUBCOMMITTEE 
Congress of the United States, 
House Office Building, Washington, D.C. 
(Attention of Mr. Porter Hardy, Jr., chairman.) 

Dear Mr. Harpy: This will acknowledge receipt of your letter addresed to 
Mr. L. D. Henly, president ‘of the Biederman Motors Corp. Mr. Henly is away 
from his office at the present time, however the information contained in your 
letter has been passed on to him and he has requested that we contact you by 
letter at once. 

For the last 12 years we have been engaged one way or another in Government 
business, manufacturing special trucks or supplying parts, or both. 

During the first part of the war we engineered and developed the C—2 wrecker 
for the Army Air Foree and our prints were used by other manufacturers to 
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build large quantities. The Army Air Force again gave us a contract to engineer 
and develop the model F—1 refueling truck and the P-1 crane carrier which the 
Air Force used to remove and replace the engines in the Air Force bombers. 

At this time we have a contract to design and develop large fire-fighting rescue 
trucks for the Air Force. This vehicle has many features incorporated in it 
which are entirely different from any other in use today. The above information 
has been passed on in order to give you a background of our company. 

In 1946, after the war, other manufacturers were devoting their entire capacity 
to civilian business and the different Government services were unable to secure 
the necessary parts for the maintenance of their equipment. We were called 
upon to supply parts not only for the Air Corps but the Army Ordnance as well. 

Our low-cost and dependable service has been recognized by all branches of 
the Government, until many branches depend entirely on us for all their spare 
parts, as we have a large building devoted to processing, packing, and shipping 
parts. 

From the very start it was our practice to charge only a small percentage to 
take care of handling and shipping, in fact, we have been questioned many 
times regarding this ; however, we are able to operate on a small mark-up because 
of our low overhead and efficient operation. We have been able to supply 
Hercules parts for years because we are entirely familiar with Government needs 
and can supply the correct Hercules parts along with other parts which we 
manufacture for our trucks. Hercules feels that we can give better service 
for the trucks we manufacture as we are entirely familiar with the complete 
truck and not just the engine. 

Supplying Hercules parts has worked out to our mutual benefit as the Govern- 
ment can call on us at any time for any and all parts; this in turn increases 
our volume of parts business so that we can give prompt and efficient service on 
all parts. 

We have endeavored to express our views on this subject and are firmly con- 
vinced that this business should be channeled through the truck manufacturer 
and if more information is required please advise and we will see that your letters 
receive a prompt reply or we can send a personal representative to Washington if 
you so desire. 

Very truly yours, 
BIEDERMAN Motors Corp. 
R. R. Lang, Secretary. 


ExHrit 69 


THE BrsHop & BaBcock MANUFACTURING Co., 
Cleveland, Ohio, July 11, 1951. 
Mr. Porter HAkpy, Jr., 

Chairman, overnment Operations Subcommittee of the Committee on Ex- 
penditures in the Frecutive Departments, Congress of the United States, 
House Office Building, Washington, D. C. 

Dear Mr. Harpy: We have your letter of July 10 inquiring as to whether we 
are desirous of presenting our views with reference to the subject matter of your 
letter at a subcommittee meeting to be held in the near future. 

The extent of our experience and information about this matter is very limited, 
and under the circumstances, we do not believe it would serve any useful purpose 
for us to accept an opportunity to appear in this matter. 

Thanking you for your invitation, we remain, 

Very truly yours, 
THE Brisnop & BaBcock MANUFACTURING Co., 
E. R. Kay, Sales Supervisor, Automotive Division 


Exursit 70 


CARTER CARBURETOR CorRP., 
St. Louis, Mo., July 13, 1951. 
Hon. Porter Harpy, Jr., 
Chairman, Government Operations Subcommittee, 
House Office Building, Washington, D. C. 

Dear Mr. HaArDy: This will acknowledge receipt of your kind invitation of July 
10 to appear, if we so wish, before the Government Operations Subcommittee of 
the Committee on Expenditures in the Executive Departments. 
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With reference to the refusal of basic source manufacturers to bid, as referred 
to in the fifth paragraph of your letter, we can readily understand why that 
might happen. Contracts negotiated with the Government require numerous con- 
ferences with the Government, or considerable correspondence, regarding terms. 
Many of the clauses required cannot possibly be complied with by industry. Some 
of these the local government contracting officer cannot waive without permission 
from Washington, and at times they must be referred to the General Staff. This 
is true even if the order is only for a small amount. 

Also, it is frequently exceedingly difficult to obtain Government packaging 
specifications. After they are obtained, they are sometimes changed before the 
material can be shipped, and new agreements must then be negotiated. 

For these and numerous other reasons we have not bid on Government work 
during peacetime, knowing that material of our manufacture is available through 
other sources such as car manufacturers or our 3,500 contract accounts. How- 
ever, during World War II and the current Korean situation we have negotiated 
orders with the Government for carburetors and for artillery shell fuzes. 

With reference to your paragraph six, our material can be identified without 
difficulty by our own number so that even during times of peace it can be pro- 
cured through either the car manufacturers or our distributors. As a matter of 
fact, we have a man assigned to advising Ordnance regarding Carter parts, 
service data, ete. 

During World War II we made approximately 37,000,000 artillery shell, bomb, 
and VT fuzes. Out of a great number of fuze manufacturers (50 in the case of 
the artillery shell fuze) we had the lowest price to the Government. We had no 
returns from the loading plants due to poor quality or for any other reason. We 
believe this speaks well for our record of quality and of low sales prices. 

I don’t know of anything that we could add in a personal appearance that has 
not been covered by either our letter of June 14 or by this letter. We are particu- 
larly busy now as a result of the beginning of the controlled materials plan and we 
are just starting this month to again produce artillery shell fuzes for the Gov- 
ernment. Therefore I would rather not take the time out to come to Washington 
if it is not really necessary. 

Again my thanks for your kind invitation, but I beg to be excused. 

Yours very truly, 
M. F. PETERSON, 
Executive Vice President and General Manager. 


ExHIsit 71 


CARTER CARBURETOR CORP., 
St. Lowis, Mo., December 12, 1951. 
Hon. Porter Harpy, Jr., 
Chairman, Government Operations Subcommittee, 
House Office Building, Washington, D. C. 


Dear Mr. Harpy: This will acknowledge receipt of your letter of November 
27 requesting that we advise you whether we wish to appear at public hearings 
of your committee to further express our views with regard to the facts that 
have been developed, or whether our letter of July 18, 1951, in response to yours 
of July 10, amply sets forth our position on the subject. 

Our letters of June 14 and July 13, we believe, amply set forth our position 
on the subject. I know of nothing further we could add at a personal ap- 
pearance. The only further developments are that since I wrote to you on July 
13, we have negotiated and accepted from the Government 16 contracts or 
orders for our regular products, totaling over $80,000. This appears to me to be 
a substantial amount in number of orders for service material for a concern of 
our small size. 

In addition to those orders we have received this year contracts or supple- 
ments from the Government for a total of 2,804,000 artillery fuzes of which 
more than half a million have already been delivered. To the best of my 
knowledge, out of a great number of producers, Carter is the only concern up 
to schedule at this time on this item. As a matter of fact, we are quite a bit 
ahead of schedule as of today. We have recently contracted with the Gov- 
ernment to substantially accelerate the production of this much-needed item. 
This will require a three shift operation 6 days per week. 

Again my thanks for your kind invitation. 

Yours very truly, 
M. F. PETERSON, 
Executive Vice President and General Manager. 
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Exuisit 72 
CLARK EQUIPMENT Co., 
Buchanan, Mich., December 11, 1951. 
Hon. Porter Harpy, Jr., 
Congress of the United States, 
House of Representatives, House Office Building, 
Washington, D.C. 

Dear Mr. Harpy: Please accept our apologies for this tardy reply to your 
letter concerning the public hearings to be held relative to pricing practices in 
the automotive-parts field on contracts with the Government. 

Our company feels that it would be unable to add anything further to the 
case of industry and as a consequence does not propose to have a representative 
appear at the public hearings. 

Yours very truly, 
G. E. ARNOLD, 
Secretary and Treasurer. 


ExHIpir 7: 
Derrorr HARVESTER Co., 
Detroit, Mich., November 30, 1951. 
(OVERNMENT OPERATIONS SUBCOMMITTEE OF THE COMMITTEE ON EXPENDITURES 
IN THE EXECUTIVE DEPARTMENTS, 
Congress of the United States, House of Representatives, 
Washington, D.C. 
(Attention Mr. Porter Hardy, Jr., Chairman.) 
GENTLEMEN: We are in receipt of yours of November 27 and regret to advise 
that we do not desire to appear at the hearings referred to in your letter. 
Very truly yours, 
Detrorr HARVESTER Co., 
J. R. DONAHUE, 
Sales Manager. 


Exutipitr 74 


MAREMONT AUTOMOTIVE Propucts, INC., 
Chicago, Ill., December 5, 1951. 
CONGRESS OF THE UNITED STATES, 
House of Representatives, Washington, D. C. 
(Attention Mr. Porter Hardy, Jr.) 

GENTLEMEN: In reply to your letter of November 27 regarding public hearings 
on pricing practices in the automotive-parts field as they affect contracts with 
the Government, we wish to inform you that our company does not desire to 
appear at these hearings. 

Yours very truly, 
MAREMONT AUTOMOTIVE Propucts, INC., 
W. Garazin, Original Equipment Sales. 


Expt 75 


THE MIDLAND STEEL Propucts Co., 
Cleveland, November 29, 1951. 
Congressman Porter Harpy, Jr., 
House Office Building, Washington, D.C. 
Deak Str: I wish to acknowledge and thank you for your letter of Novem- 
ber 27. 
At the present time it would be impossible for me to accept your invitation. 
Again thanking you, I am, 
Very truly yours, 
THE MIDLAND STEEL Propvcts Co., 
D. S. GREER, 
Vice President and Treasurer. 
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Exurtsir 76 


Ross GEAR & Toor Co., 
Lafayette, Ind., December 12, 1951. 
GOVERNMENT OPERATIONS SUBCOMMITTEE OF THE COMMITTEE ON EXPENDITURES 
IN THE EXECUTIVE DEPARTMENTS, 
House of Representatives, Washington, D. C. 
(Attention Hon. Porter Hardy, Jr., chairman.) 


- 


DrAR Mr. Harpy: Your letter of November 27, has just come to the writer’s 
attention as a result of working through an accumulation of mail that had gone 
unattended as a result of a long strike by our union which was terminated just 
recently. 

If your committee feels that we can contribute to your study of the pricing 
practices in the automotive parts field as it affects contracts with the Government, 
we shall be glad to make an appearance. 

A few months ago. we prepared a brief presenting our views on this matter. 
A copy of this brief is enclosed which may be of value to your committee. An 
appearance before your committee by representatives of this company would af- 
ford a general repetition of the contentions made in the brief. Amplification 
may he desired, so if our appearance is desired, we will be willing to do so. 

Yours very truly, 
Ross GEAR & Toor Co., 
F. I. Munson, 
Vice President. 


ExHisit 77 


BRIEF PRESENTING VIEWS OF Ross GEAR & Toor Co. WitH RESPECT TO GOVERNMENT 
PURCHASE OF REPLACEMENT PARTS FOR MinirTaAry VEHICLES Direct From Parts 
MANUFACTURERS 


Pricing practices in the automotive parts industry as it relates to the procure- 
ment of replacement parts by the Government has been under study by a congres- 
sional subcommittee, the chairman of which is Representative Porter Hardy, Jr., 
of Virginia. 

The Ordnance Procurement Office of Tank-Automotive Center, Centerline, 
Mich., has expressed considerable concern about. the price differences in quota- 
tions from us and the vehicle manufacturers to whom we normally furnish re- 
placement parts. 

In view of this, it is well to outline the viewpoint of Ross Gear & Tool Co., in 
this matter and the basis for it. 

PART I 


We are classed as a supplier. Our product is steering gears of our own de- 
sign which we furnish for original equipment use. It is a basic product, but it 
is not anend product. It is a component part of an end product, the vehicle. It 
is sold in a market that is very competitive. 

Our business is wholly dependent upon the end product business of the vehicle 
manufacturers who must originate the business. To do that they must do the 
following: 

1. Design and produce an end product that will attract users. 

2. Maintain a sales staff and field organization to sell the product. 

8. Furnish a warranty on quality and performance of the product. 

4. Provide for the proper servicing of the product. 

Our customers, therefore, create the primary market for the sale of steering 
gears, and the after-market sale of replacement parts. Furthermore, they ob- 
ligate themselves to provide service material (replacement parts) and service as- 
sistance for many years in the future and oftentimes this requires an uneco- 
nomical inventory of service material. 

Furthermore, steering gears are made special to the vehicle manufacturer’s 
specifications. The individuality of a vehicle makes it impracticable to use a 
standard gear. This often necessitates special patterns, dies, and tooling which 
are paid for by our customers. 

All this gives our customers the primary and inherent right to the sale of 
replacement parts for their vehicles. 
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This right must be recognized by us and given judicious consideration in order 
not to jeopardize our business relationship with our customers. Our future busi- 
ness depends upon the good will of our customers as well as on their acceptance 
of our product. 

With this consideration duly given our customers, we have followed a policy 
of furnishing replacement parts mainly through our customers. 

The above is of great importance to us. We are a small business in a very 
competitive industry and in the main our welfare is tied closely to the welfare of 
the “independent” manufacturers in the industry. Our position in the industry 
has been attained by rendering a distinct service to the vehicle manufacturers 
by way of engineering assistance in layouts and tests of steering. Our special- 
ized knowledge of steering problems is made available to them. We must con- 
tinue to give that service and follow a sound sales policy in order to maintain 
our position, which in another term, means our economic life. 


PART II 


The Ross Gear & Tool Co. has also followed a policy for the past twenty-odd 
years of rendering a distinct service to the Government. Through the years our 
engineering staff has given gratuitous assistance to the engineering staffs at 
Camp Holabird Tank-Automotive Center, and to the test corps at Aberdeen 
Proving Ground and at Fort Knox, and wherever and whenever our special tal- 
ents could be of help. 

Our engineering staff does not consist of steering gear specialists only, but 
of steering specialists. We render a distinct service in the whole field of steer- 
ing. Our contributions to better steering through engineering assistance alone 
have been notable. 

It also has been our policy through the years to cooperate with Government 
procurement offices in their problems of procuring replacement parts. This in- 
volves parts specifications as well as quoting, 

In the matter of pricing, we have figured prices and quoted in a consistent 
manner. 

However, the special processing, packaging and packing of parts required by 
the armed services places us at a cost disadvantage in that we do not have the 
special facilities needed to provide the special treatment of the parts. We are 
compelled to have it done by others which ineurs additional indirect costs inci- 
dental to the actual processing. Furthermore, small quantities and infrequency 
of repeat orders make it difficult for the processor to set up sufficient standards in 
methods to accomplish low costs. This kind of processing is costly at best and 
the circumstances mentioned here can certainly cause a big difference in quoted 
prices. 

For a time we were quoting only on those items which did not require the 
special processing but as a matter of cooperation with the procurement office 
at tank-automotive center, we made arrangements with an outside firm to pro- 
cess our parts and since then we have been quoting on all items. In some 
instances, however, processing costs have not been available in time to quote. 

Incidental to the competitive position, but a considerable factor, is the extra 
cost of our handling Government prime contracts for replacement parts. Our 
staff which handles the sale and shipment of replacement parts is small and is 
trained only in the procedures for routine handling of orders from our domestic 
customers. Special handling must be given Government requests for quotations 
(invitations to bid) and given the contracts all the way through to shipping and 
billing. 

Part orders of a repetitive nature and for larger quantities have obvious 
advantages. 


PART III 


It is somewhat disturbing to feel that a quotation to a Government agency 
may open us to censure. It is also disturbing to contemplate the ultimate effect 
of an imposed practice of furnishing replacement parts to the Government under 
the same pricing policy that governs our sale of parts to our regular customers. 
We surely can’t be justly censured for avoiding alienation of the good will of 
our basic customers. At the same time we favor a sound policy of parts buy- 
ing by Government agencies on a competitive bid basis. 

In the present critical world situation every patriotic citizen is eager to do 
what he can to keep the national defense cost as low as possible. We have con- 
tributed to this through our consistent handling of all Government requirements. 
We have countenanced no thoughts of profiteering. 
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It also must be kept in mind what the profits renegotiation law accomplishes 
in holding down the ultimate costs. This law makes possible the pursuit of a 
sound and safe pricing policy on Government requirements without any sense 
of profiteering. 

We are of the firm opinion that a departure from time-tested methods of dis 
tribution of such material would prove less advantageous in the long run. 


ExHtsit 78 


SPICER MANUFACTURING, DIVISION OF DANA Corp., 
Toledo, Ohio, July 19, 1951. 
GOVERN MENT OPERATIONS SUBCOMMITTEE OF THE COMMITTEE ON EXPENDITURES IN 
THE EXECUTIVE DEPARTMENTS, 
House Office Building, Washington, D. C. 
(Attention Mr. Porter Hardy, Jr., chairman. ) 

GENTLEMEN: This will acknowledge receipt of your letter of July 10, 1951, 
addressed to Mr. R. E. Carpenter, president, Spicer manufacturing division of 
the Dana corp., and which relates to the prices paid by the Government for 
automotive parts. 

In view of the work ahead of your committee and the limited time availanie 
we will not ask to appear personally before the committee. However, we do wish 
to correct the apparent misunderstanding which seems to have developed con- 
cerning our bidding and pricing policies. 

In your letter you state that our corporation is a basic source manufacturer 
who sells to vehicle manufacturers such as Willys-Overland Motors, Inc., and 
that although requested to bid each time, we do not do so; that Willys is generally 
the successful bidder on Spicer products and has only lost the bid in two in- 
stances to surplus parts dealers; that frequently Willys is the only bidder and 
when other bids are received they are for alternate parts from unqualified bidders 
or from surplus dealers. 

While it is true that at times we have been requested to bid and have not done 
so, it is also true that our reasons for refraining from bidding were purely 
business reasons. We have never made it a policy to check upon the results of 
bids, so naturally do not know who the successful bidders were. Our reasons 
for failing to bid on some occasions may be summarized as follows: 

1. Early in the procurement program there were times when the volume upol 
which bids were requested was too small to justify submitting bids in view of 
the extra expense involved in preparing the necessary data and handling the 
Government contract and which would have necessarily been reflected in the 
bid price. 

2. In some instances the items upon which bids were requested were not im- 
mediately identifiable by us as Spicer items and were overlooked for that 
reason. 

3. On many items we received no request for bids. 

4. On many items special packaging was required for which we had no 
facilities. 

5. At times when bids were requested the entire capacity of our plant upon 
the particular item involved had been already contracted for. 

6. In some cases the request for bids on Spicer items required the furnishing 
of additional elements which Spicer did not handle and was not equipped to 
manufacture. 

7. On some items which had originally been manufactured by Spicer the tools 
and equipment used in their manufacture did not belong to Spicer and had been 
returned to Spicer’s customer and were not then available to Spicer for manu- 
facturing the item. 

We have never been requested by anyone to refrain from bidding nor have we 
ever had any understanding or agreement with any manufacturer or anyone 
else that we would not bid upon any item. 

For a long time past Spicer has bid upon all government requests for items 
where no special packaging was required and where the tools and equipment 
were available and we had sufficient capacity to take on the business. Later, 
as the volume of special packaged goods increased, Spicer even made arrange- 
ments to handle this by subcontracting the packaging. Still later, we com- 
menced submitting bids even when the tools and equipment were not immediately 
available but in such cases we added in our bid the cost of the necessary tools and 





934 PROCUREMENT OF AUTOMOTIVE SPARE PARTS 


equipment.. Since August 1, 1950, Spicer has been awarded approximately 200 
prime contracts for automotive parts and continues to be ready and willing to 
bid upon and accept and perform any Government contract for which it has 
tools and equipment and within the limits of its available plant capacity. 
In bidding upon Government contracts it is our policy to bid a price no higher 
than we would bid upon similar work for our most favored class of customer. 
We trust that this letter will help to clarify any misunderstandings. If you 
desire any further information from us concerning these matters, please let us 
know and we will be glad to cooperate to the best of our ability. 
Yours very truly, 
SpPIcER MANUFACTURING, Diviston or DANA Corp., 
D>. D. Rosertrson, Nales Manager. 


Exursir 79 
THE STUDEBAKER Conp., 
South Bend, Ind., July 14, 1951. 
Mr. PorTer Harpy, Jr., 
Chairman, Government Operations Subcommittee, 
Congress of the United States, 
House of Representatives, 
Washington, D. C. 

Dear Mr. Harpy: Mr. Vance has instructed the writer to reply to your letter 
of July 10, 1951, and inform you that appropriate representatives of this cor- 
poration will be happy to appear before your committee during the week of July 
16, or at any other time, for the purpose of presenting the company’s views with 
respect to the subject matter of your letter. Perhaps at this time it might be 
pertinent to submit in the briefest possible form such factual information as is 
available to us and a statement of our policy with respect to this matter. 

It has always been the policy of the Studebaker Corp. to welcome and respond 
to invitations to bid on the requirements of various governmental agencies to the 
extent that we are in a position to provide the material required or procure it 
for these agencies from outside sources. The Studebaker Corp. distributes its 
regular parts and accessories to ordinary users of its regular passenger cars and 
commercial vehicles through the medium of franchise dealers throughout the 
world. These dealer outlets are, of course, independent business enterprises and, 
under the law, we are not in a position to assume a mandatory attitude with 
respect to their activities. It has, however, been our policy to encourage and to 
urge all dealers throughout the United States to bid on Federal Government 
invitations for replacement parts of this character and we have, furthermore, 
suggested that the Government be given liberal discount consideration on such 
bids. We have, of course, reserved the right to ourselves to make direct bids 
to the Federal Government and, in fact, to other Government agencies whether 
Federal, State or municipal. The prices quoted to the Federal Government pro- 
vide, what we believe to be, a fair and liberal discount and make this material 
available to the Government at a price level at least as low as that which is avail- 
able on comparable material through other competitive sources, 

We believe that there never have been any difficulties in this connection in in- 
stances where the Government's requirements for maintenance and other repair 
materials involved items of a regular character which were intended for appli- 
cation to our regular products, namely, our ordinary passenger cars and com- 
mercial vehicles. In instances where replacement parts and other maintenance 
items were required by the Government for vehicles of special design, the situ- 
ation was somewhat different. At the time these special-purpose vehicles 
were contracted for, the Government also contracted for so-called maintenance 
parts and other replacement items. When these contracts were terminated, 
we were not requested by any governmental agencies to undertake any activities 
to provide replacement parts and other maintenance items in the future. Asa 
matter of fact, we were authorized to dispose of the special tools, dies, jigs, and 
fixtures required for their fabrication. In spite of this, from time to time we 
were invited to bid on items which clearly were intended for these special- 
purpose vehicles. At such times we explored every possibility of providing the 
material required. In instances where items were of an interchangeable char- 
acter, that is usable on our regular vehicles as well as on the special-purpose 
vehicles, we did it fact bid to the extent that this material was available or 
procurable in the quantities required and within the time limits imposed in the 
invitations. 
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With particular reference to P. L. Grissom & Son, Inc., 6049 West Fort Street, 
Detroit, Mich., a Chevrolet dealer, be advised as follows: 

We assume that Government procurement agencies are empowered to invite 
whomsoever they see fit to bid on Government requirements. We, too, are at a 
loss to understand why a Chevrolet dealer should be invited to bid on parts which 
may be peculiar to vehicles which we produced. It is, of course, a fact that the 
general automotive parts replacement business is highly competitive and that 
a substantial number of parts are interchangeably used in a number of different 
vehicles manufactured by different companies. It is also true that while certain 
parts might be peculiar to certain specific vehicles, or those manufactured by a 
particular company, they are not exclusively available for replacement purposes 
through the original automobile manufacturer. This perhaps accounts for a 
Chevrolet dealer, or any parts dealer or parts user, resorting to an independent 
parts wholesale distributor, such as United Auto Electric, for their parts replace- 
ment requirements. It did come to our attention that P. L. Grissom & Son, 
Inc. were the successful bidders on certain requirements for special-purpose 
vehicles built by us for the Government, and that they procured at least some of 
this material from one of our dealers located in Detroit. 

We, of course, are in no position to establish the reasons why Grissom’s were 
the successful bidders or whether or not we bid on any of the invitations in- 
volved therein. If we did not, it was only because we could not meet the re- 
quirements of the invitations as to the item, the quantity, or the delivery time. 

In closing, we again reiterate our desire to be helpful to your committee by 
way of submitting to it, either orally or in writing, any information which will 
be useful to its purposes and which is at our disposal at any time you request it. 

Very truly yours, 
THE STUDEBAKER COoORP., 
E. C. MENDLER, 
Manager, Parts and Accessories Division. 


EXHIBIT 80 
Tropic-Arke, INc., 
Chicago. 
Mr. Porter HArpy, Jr., 
Chairman, Congress of the United States, 
House of Representatives, Washington, D. C. 
Dear Mr. Harpy: Your letter of November 27, 1951, relating to pricing prac- 
tices in the automotive parts field has been referred to the writer. 
Tropic-Aire, Inc., has largely withdrawn from this field, except for certain 
special air-conditioning equipment, and it’s for that reason we do not wish to 
appear at the public hearings on this subject. 
Thank you very much for the invitation. 
Yours very truly, 
Tropic-ArrgE, ING., 
R. H. Gresecke, Comptroller. 


EXHIBIT 81 


UNIVERSAL Propucts Co., INC., 
Dearborn, Mich., July 17, 1951. 
Hon. Porter Harpy, Jr., 
Chairman, Government Operations Subcommittee, 
House of Representatives, Washington, D. C. 

GENTLEMEN: This will reply to your letter of July 10 in which you inquired 
whether our company is desirous of presenting its views at an executive session 
during the week of July 16 before your subcommittee. It is our belief that we 
can give you all of the information desired in this letter. 

The facts developed with respect to our company differ considerably from 
the statements you make in your letter. From an analyzation ofall invitations 
to bid that were put out by Ordnance involving our products or component parts 
covering 1949, 1950, and 1951 (to date), we have determined the following: 


Number of invitations to bid on Universal Products Co.’s products_ 55 
Number of items involved 91 
$1, 863, 770. 67 
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Universal Products responded with a bid on each of the above invitations, 
and were successful in securing direct from Ordnance contracts covering 60 
items of the 91 involved, or 66 percent. We were also successful in securing 
$1,061,668.38 (or 57 percent) of the total business in dollar volume. 

The Chrysler Corp. were only successful on 13 items, or 14 percent of the items, 
and, in dollar volume, they were awarded $476,146.82, or 2514 percent of the 
total. 

Other bidders were successful in securing 18 items of the 91, or 20 percent by 
item, or $325,955.47, or 171% percent of the total. 

Your statement that basic-source manufacturers, with very few exceptions, 
refuse to bid certainly does not apply to Universal Products Co., Inc., as the 
above facts will plainly show that we have secured the major portion of the 
business direct. 

You further state that most of the parts are identified only by the Chrysler part 
numbers. This certainly does not apply to our parts, as Ordnance have a com- 
plete cross-reference of Universal Products Co.’s part numbers and Chrysler’s 
part numbers. Generally, they show our part numbers on their invitations to 
bid. 

We are manufacturers of universal joints and propeller shafts for the auto- 
motive trade, and we are doing business with all of the major companies, includ- 
ing General Motors, Chrysler, Ford, Nash, Packard, Willys-Overland, and Stude- 
baker. 

We believe that our pricing policy is correct and fair to our customers, whicn 
includes the United States Government. 

We have no knowledge of the pricing policy of other companies, but we believe 
the records, as outlined above, will show you that we are bidding direct, and 
are securing the major portion of this business. 

In the universal-joint business, in order to be competitive, it requires a large 
expenditure for machining and tooling, running into many millions of dollars. 
The average small shop is not eauipped, nor can they afford to lay out the neces- 
sary money for tooling, to meet the prices we are able to make on the average 
bid. 

We trust that the above will be sufficient for your requirements. Should there 
be any additional information, however, that you may desire, we will be glad 
to comply with your request. 

Very truly yours, 
UnIversAL Propucts Co., Inc., 
H. B. Orr, Vice President, Sales. 


ExuHtsit 82 


WILLyS-OVERLAND Motors, INC., 
Toledo, Ohio, July 26, 1951. 
GOVERNMENT OPERATIONS SUBCOMMITTEE OF THE COMMITTEE ON EXPENDITURES 
IN THE EXECUTIVE DEPARTMENTS, 
House of Representatives, Washington, D. C. 
(Attention Porter Hardy, Jr., chairman.) 

GENTLEMEN: This will acknowledge receipt of your letter of July 10, 1951, 
concerning the study which your subcommittee has been making with respect 
to pricing practices in the automotive parts field. We are particularly con- 
cerned with your statement concerning Willys-Overland Motors, Inc., for we 
believe that this statement would not have been made if all of the facts had 
been presented to your committee. 

In the first place, Willys-Overland Motors, Ine., is not merely an assembler 
of vehicles but is a manufacturer of automotive vehicles, producing at its plant 
at Toledo, Ohio, approximately 38 percent of the sales dollar of the parts 
which are used in the manufacture of the one-quarter-ton 4-by-4 truck which 
we presume is the vehicle with which you are primarily concerned. Many of 
the parts purchased are of types which are also standard parts for other auto- 
motive manufacturers’ vehicles. This method of manufacture conforms to 
the practice of the automotive industry where all manufacturers of vehicles 
purchase a substantial number of component parts from specialized manufac- 
tures. 

Likewise the following statement is not correct: “Most of these parts are 
identified by only Willys part No. —. In addition to being identified by Willys- 
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Overland part number every part which is used in the vehicle is also identified 
by the manufacturers’ part number if it is procured from an outside supplier 
and (if the Government has designated the part as one carried in its stock) 
is also identified by a Government part number. 

You have also stated: “With few exceptions the basic-source manufacturers 
do not submit bids in response to invitations for Government replacements parts. 
Willys is generally the successful bidder and quite frequently the only bidder, 
thus controlling the price to the Government.” This statement, likewise, is 
erroneous, for to our knowledge the Government agencies have purchased the 
following parts on competitive bids of the manufacturers of those parts at prices 
lower than those bid by Willys-Overland: Tires, tubes, electrical equipment, bat- 
teries, instruments, generators, regulators, ignitors, starting motors, lights, 
spark plugs, wiring harness, carburetors, bearings, gear parts, gas tanks, radia- 
tors, canvas tops, top bow assemblies, windshields, windshield glass, brakes, and 
pistons. 

Obviously the statement with respect to underbidding by surplus bidders is 
also incorrect, for the underbidding is generally done by the manufacturer who 
makes the part. 

It is Willys-Overland’s policy at all times to furnish the Government with the 
types of vehicles and replacement parts which it needs at prices which are fair 
to the Government. In pursuance of this general policy Willys-Overland sells 
replacement parts for its vehicles to the Government at competitive-bid prices 
lower than prices which the company sells to its own distributors. 

We do not believe at this time that any purpose would be served by our appear- 
ance before your committee. However, if there is any further information that 
we might furnish you to assist you in your investigation we will be most happy 
to comply with any reasonable request on your part. 

We will have no objection to your including this letter in the evidence pre- 
sented to your committee by the manufacturers’ representatives, on condition 
that the whole text of the letter rather than an excerpt be placed in the record. 

Very truly yours, 
WILLYS-OVERLAND Motors, IN¢c., 
GrorcE L. PALMER, Treasurer. 





